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THURSDAY,  APRIL  19,  1956 

House  of  Representatives, 

Special  Action  Subcommittee  on 

Conservation  and  Credit, 
Committee  on  Agriculture, 

Washington ,  D.  C. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  1310, 
New  House  Office  Building,  Hon.  W.  R.  Poage  (chairman  of  the  sub¬ 
committee)  presiding. 

Present :  Representatives  Poage  (presiding) ,  Hill,  and  Mclntire. 

Also  present:  Representatives  Gathings,  Thompson,  Jones,  Hagen, 
Johnson,  Jennings,  Matthews,  Hope,  Dague,  Harvey,  and  Dixon. 

Representative  Christopher. 

Mr.  Poage.  The  subcommittee  will  please  come  to  order. 

The  subcommittee  has  met  this  morning  to  consider  amendments  to 
farm  credit  legislation.  There  are  several  bills  introduced ;  one  by  the 
chairman  of  the  committee,  H.  R.  10285. 

I  believe  identical  bills  have  been  introduced  also.  Some  of  the 
members  of  the  subcommittee  have  bills  and  the  chairman  of  the  com¬ 
mittee  has  one,  too ;  and  they  are  all  about  the  same  thing  and  we  might 
as  well  consider  them  together. 

(H.  R.  10285,  II.  R.  10315,  H.  R,  10286,  H.  R,  10392,  and  H.  R.  10923 
are  as  follows:) 


[H.  R.  10285.  84th  Cong.,  2d  sess.] 

A  BILL  To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks  ;  to 
provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit  banks  ;  to 
provide  for  supervision  of  production  credit  associations  ;  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled ,  That  this  Act  may  be  cited  as  the  “Farm 
Credit  Act  of  1956”. 

DECLARATION  OF  POLICY 

Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit;  to  promote 
the  efficiency  of  the  farm  credit  system  by  merging  production  credit  corporations 
in  Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership  of  the 
merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage  and 
promote  the  continued  growth  and  development  of  the  production  credit  associa¬ 
tions  as  self-supporting  cooperative  lending  institutions  operating  on  a  sound 
credit  basis  with  maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  production  credit  system ; 
and  to  continue  to  provide  other  financing  institutions  making  loans  to  farmers 
and  ranchers  with  the  right  to  borrow  from  and  rediscount  with  such  merged 
banks  on  a  basis  comparable  with  the  production  credit  associations  regardless 
of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  he  construed  in 
keeping  with  this  declaration  of  policy. 
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TITLE  I — PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  of  Production  Credit  Corporations  in  Federal  Interme¬ 
diate  Credit  Banks — (a)  Transfer  of  Assets. — The  production  credit  corpora¬ 
tion  in  each  farm  credit  district  is  hereby  merged  in  the  Federal  intermediate 
credit  bank  of  the  district  and  all  assets,  funds,  contracts,  property,  and  records 
belonging  to  such  corporation,  except  stock  in  production  credit  associations,  are 
hereby  transferred  to  and  vested  in  such  bank.  All  obligations  and  liabilities  ot 
the  production  credit  corporation  shall  be  assumed  by  the  Federal  intermediate 
credit  bank  of  the  district.  Stock  held  by  each  production  credit  corporation  in 
production  credit  associations  is  transferred  to  the  Governor  of  the  Farm  Credit 
Administration  to  be  held  by  him  on  behalf  of  the  United  States,  and  the  Gov¬ 
ernor  shall  cancel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associations.  -In 
order  to  carry  out  the  declared  policy  of  this  Act  with  respect  to  the  production 
credit  associations,  the  Farm  Credit  Administration  shall,  by  approriate  provi¬ 
sions  in  the  charter  and  bylaws,  or  otherwise,  provide  for  such  organization  and 
assignment  of  functions  within  the  Federal  intermediate  credit  banks  as  will 
assure  proper  supervision  of  and  assistance  to  the  production  credit  associations 
in  a  manner  which  will  enable  them  to  make  sound  credit  available  to  farmers 
and  ranchers.  The  income  derived  from  the  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  to  the  Federal  intermediate  credit  bank  of  the  district 
shall  be  used  to  pay  expenses  of  the  bank  in  providing  such  supervision  and 
assistance,  and  expenses  in  excess  of  such  income  may  be  paid  out  of  other 
resources  of  the  bank. 

(c)  Officers  and  Employees. — Notwithstanding  any  other  provision  of  law, 
the  employment  of  the  officers  and  employees  of  each  Federal  intermediate  credit 
bank  and  each  production  credit  corporation  is  terminated  on  the  effective  date 
of  this  Act  and  the  board  of  directors  of  the  Federal  intermediate  credit  bank 
shall,  not  later  than  sixty  days  prior  to  the  effective  date  of  this  Act,  take  all 
necessary  action  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board  determines  they  are 
qualified  and  needed  to  carry  out  the  functions,  powers,  and  duties  of  the  Federal' 
intermediate  credit  hank.  Such  reemployment  shall  be  subject  to  the  approval  of 
the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows : 

“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividends;  and  Retirement 
of  Stock. — Each  Federal  intermediate  credit  bank  is  authorized  to  issue  class  A 
and  class  B  stock  as  follows  : 

“(1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall  be  issued 
to  and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf  of  the 
United  States.  Stock  of  all  Federal  intermediate  credit  banks  held  by  the  Secre¬ 
tary  of  the  Treasury  shall  be  transferred  to  the  Governor  and  may  be  reallocated 
by  him  in  such  manner  as  he  determines  necessary  to  meet  the  needs  of  the 
respective  banks.  The  Governor  shall  then  exchange  such  stock  of  each  bank 
for  an  equal  par  amount  of  class  A  stock  of  the  bank.  Stock  of  each  production 
credit  corporation  held  by  the  Governor  (less  the  amount  canceled  pursuant  to 
section  101  of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged  for  an  equal 
par  amount  of  class  A  stock  of  the  Federal  intermediate  credit  bank  in  which 
such  corporation  is  merged  pursuant  to  section  101  of  such  Act.  No  dividends 
shall  be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year  each  such 
bank  shall  determine  the  amount  of  its  class  A  stock  which  shall  be  retired. 
Whenever  the  total  of  the  capital  stock,  participation  certificates,  surplus,  and 
reserves  of  the  bank  is  more  than  one-sixth  of  the  highest  month-end  balance  of 
debentures  and  other  obligations  issued  by  or  for  the  bank,  outstanding  during 
the  immediately  preceding  five  years,  the  minimum  amount  of  class  A  stock  to 
be  retired  shall  be  the  total  amount  of  class  B  stock  and  participation  certificates 
issued  for  that  year.  All  class  A  stock  shall  be  retired  at  par.  The  proceeds  of 
such  class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury  as 
miscellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the  amount  of  class  A 
stock  of  the  bank  issued  in  exchange  for  stock  of  the  production  credit  corpo¬ 
ration.  The  proceeds  of  any  further  such  stock  retirements  shall  be  paid  into 
the  revolving  fund  established  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933, 
as  amended.  The  Governor  of  the  Farm  Credit  Administration  is  authorized  to 
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purchase  from  time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he 
determines  is  needed  to  meet  the  credit  needs  of  the  bank  and  such  revolving 
fund  shall  continue  to  be  available  for  such  purchases  as  provided  in  said  sec¬ 
tion  5  (e).  The  Governor  may  at  any  time  require  the  bank  to  retire  such 
class  A  stock  if,  in  his  judgment,  the  bank  has  resources  available  therefor,  and 
the  proceeds  of  such  retirements  shall  be  returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may  be  issued 
only  to  production  credit  associations  in  series  and  amounts  approved  by  the 
Farm  Credit  Administration.  Such  stock  shall  be  issued  only  at  par  and  may  be 
transferred  to  another  production  credit  association  with  the  approval  of  the 
issuing  bank.  Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay 
like  dividends  on  class  B  stock  and  participation  certificates  in  an  amount  not  to 
exceed  5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Dividends 
on  class  B  stock  and  participation  certificates  shall  not  be  cumulative.  Within 
sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the  production 
credit  associations  shall  subscribe  to  class  B  stock  in  the  banks  in  an  aggregate 
amount  equal  to  15  per  centum  of  the  total  amount  of  class  A  stock  in  all  banks. 
Such  required  amount  of  subscriptions  shall  be  allotted  among  the  several  dis¬ 
tricts  in  the  proportion  that  the  average  amount  of  the  bank’s  loans  to  and  dis¬ 
counts  for  the  production  credit  associations  of  the  district,  outstanding  during 
the  immediately  preceding  five  fiscal  years,  is  of  the  average  of  such  loans  and  dis¬ 
counts  of  all  banks  outstanding  during  such  five-year  period.  The  amount  so  al¬ 
lotted  to  each  district  shall  be  further  allotted  to  each  production  credit  associa¬ 
tion  on  the  basis  of  the  proportion  that  its  average  indebtedness  (loans  and  dis¬ 
counts)  to  the  bank  during  the  immediately  preceding  five  fiscal  years  is  of  the 
average  of  such  indebtedness  of  all  production  credit  associations  to  the  bank 
during  such  five-year  period.  Each  production  credit  association  shall  subscribe 
to  class  B  stock  in  the  bank  of  the  district  in  the  amount  so  allotted  to  it.  One- 
third  of  the  purchase  price  of  such  stock  subscription  shall  be  paid  at  the 
time  of  such  subscription,  one-third  shall  be  paid  within  one  year  after 
the  effective  date  of  said  Act,  and  the  balance  shall  be  paid  within  two  years 
after  such  effective  date.  Such  class  B  stock  shall  be  issued  as  payments 
therefor  are  made.  Any  production  credit  association  chartered  after  the  effec¬ 
tive  date  of  the  Farm  Credit  Act  of  1956  shall  thereupon  purchase  class  B  stock  in 
the  bank  in  the  amount  of  $5,000,  and  such  amount  shall  be  adjusted  at  the  end 
of  five  years  thereafter  to  an  amount  determined  by  applying  to  its  average  in¬ 
debtedness  to  the  bank  during  such  five-year  period  the  same  percentage  as  the 
percentage  which  the  initial  subscriptions  of  other  production  credit  associations 
was  of  their  indebtedness,  as  provided  in  this  subsection  :  Provided,  That  this  pro¬ 
vision  shall  not  apply  to  any  association  owning  stock  in  the  bank  in  such  required 
amount  as  a  result  of  merger,  consolidation,  or  reorganization  of  one  or  more 
associations.  After  all  class  A  stock  has  been  retired,  the  bank  may  retire  class  B 
stock  at  par  and  participation  certificates  at  a  face  amount  under  policies  estab¬ 
lished  by  the  Farm  Credit  Administration.  Class  B  stock  and  participation  cer¬ 
tificates  shall  be  retired  without  preference  and  in  such  manner  that  the  oldest 
outstanding  stock  or  certificates  at  any  given  time  will  be  retired  first.  In  case 
of  liquidation  or  dissolution  of  any  production  credit  association  or  other  financ¬ 
ing  institution,  the  stock  or  participation  certificates  of  the  bank  owned  by  such 
association  or  institution  may  be  retired  by  the  bank  at  the  fair  book  value 
thereof,  not  exceeding  par  or  face  amount,  as  the  case  may  be. 

“(b)  Lien  on  Stock  and  Participation  Certificates. — Each  Federal  inter¬ 
mediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the  bank  owned  by  each 
production  credit  association  and  on  all  participation  certificates  owned  by  other 
financing  institutions  as  additional  collateral  for  any  indebtedness  of  the  holders 
thereof  to  the  bank :  Provided,  That  the  bank  shall  make  no  loan  or  advance  on 
the  security  of  its  own  stock  or  participation  certificates.  In  any  case  where  the 
debt  of  a  production  credit  association  or  other  financing  institution  is  in  default, 
the  bank  may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held  by 
the  association  or  of  the  participation  certificates  held  by  the  other  financing  in¬ 
stitution  at  the  fair  book  value  thereof,  not  exceeding  par  or  face  amount,  as  the 
case  may  be,  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows  : 

“application  of  earnings 

“Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year,  each  Fed¬ 
eral  intermediate  credit  bank  shall  determine  the  amount  of  its  net  earnings 
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after  paying  or  providing  for  all  operating  expenses  (including  reasonable  valua¬ 
tion  reserves  and  losses  in  excess  of  any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows:  (1)  To  the  restoration  of  the  amount  of  the  im¬ 
pairment,  if  any,  of  capital  stock  and  participation  certificates,  as  determined  by 
its  board  of  directors  ;  (2)  to  the  restoration  of  the  amount  of  the  impairment,  if 
any,  of  the  surplus  account  established  by  this  subsection,  as  determined  by  its 
board  of  directors;  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 
to  create  and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  outstand¬ 
ing  capital  stock  and  participation  certificates  of  the  bank ;  (4)  if  said  bank  shall 
have  outstanding  capital  stock  held  by  the  United  States  during  the  whole  or  any 
part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a  franchise  tax, 
a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not  exceeding,  how¬ 
ever,  a  rate  of  return  on  such  Government  capital  calculated  at  a  rate  equal  to 
the  computed  average  annual  rate  of  interest  on  all  public  issues  of  public  debt 
obligations  of  the  United  States  issued  during  the  fiscal  year  of  the  United  States 
Treasury  ending  next  before  such  tax  is  due,  as  certified  to  the  Farm  Credit 
Administration  by  the  Secretary  of  the  Treasury;  (5)  dividends  on  class  B  stock 
and  participation  certificates  may  be  declared  as  provided  in  section  205  (a)  of 
this  Act;  and  (6)  any  remaining  net  earnings  shall  be  distifibuted  as  patronage 
refunds  as  provided  in  subsection  (b)  of  this  section.  Notwithstanding  the  pro¬ 
visions  of  item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the  sum  of 
the  surplus  and  the  reserve  account  of  any  bank  is  less  than  its  outstanding  capital 
stock  and  participation  certificates,  the  bank  shall  continue  to  apply  such  25  per 
centum  of  its  net  earnings  to  the  reserve  account  until  the  sum  of  the  surplus 
and  the  reserve  account  is  equal  to  its  outstanding  capital  stock  and  participa¬ 
tion  certificates.  Each  bank  shall,  on  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  establish  a  surplus  account  consisting  of  its  earned  surplus  account,  its 
reserve  for  contingencies,  and  the  surplus  of  the  production  credit  corporation 
transferred  to  the  bank.  No  part  of  such  surplus  of  any  bank  shall  be  distributed 
as  patronage  refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year  after  providing 
for  all  operating  expenses  (including  reasonable  valuation  reserves  and  losses 
in  excess  of  any  such  applicable  reserves),  such  loss  shall  be  absorbed  by:  first, 
charges  to  the  reserve  account ;  second,  charges  to  surplus  other  than  that  trans¬ 
ferred  from  the  production  credit  corporation  of  the  district;  third,  charges  to 
surplus  transferred  from  the  production  credit  corporation  of  the  district ;  fourth, 
the  impairment  of  class  B  stock  and  participation  certificates ;  and  fifth,  the  im¬ 
pairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end  of  its  fiscal  year  a  Fed¬ 
eral  intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  refunds 
declared  for  that  year  shall  be  paid  in  class  B  stock  to  production  credit  as¬ 
sociations  and  in  participation  certificates  to  other  financing  institutions  bor¬ 
rowing  from  or  rediscounting  with  the  bank  during  the  fiscal  year  for  which 
such  refunds  are  declared.  The  recipients  of  such  patronage  refunds  shall  not 
be  subject  to  Federal  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal 
year  a  Federal  intermediate  credit  bank  has  no  class  A  stock  outstanding, 
patronage  refunds  declared  for  that  year  may  be  paid  in  such  class  B  stock  and 
participation  certificates  or  in  cash  as  determined  by  the  bank.  All  patronage 
refunds  shall  be  paid  in  the  proportion  that  the  amount  of  interest  earned 
by  the  bank  on  its  loans  to  and  discounts  for  each  production  credit  association 
or  other  financing  institution  bears  to  the  total  interest  earned  by  the  bank 
on  all  such  loans  and  discounts  outstanding  during  the  fiscal  year.  Each  par¬ 
ticipation  certificate  issued  in  payment  of  patronage  refunds  shall  be  in  multiples 
of  $5  and  shall  state  on  its  face  the  rights,  privileges,  and  conditions  applicable 
thereto.  Patronage  refunds  shall  not  be  paid  to  any  other  Federal  intermediate 
credit  bank,  or  to  any  Federal  land  bank  or  bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution. — In  the  case 
of  liquidation  or  dissolution  of  any  Federal  intermediate  credit  bank,  after  the 
payment  or  retirement,  as  the  case  may  be,  first,  of  all  liabilities ;  second,  of  all 
class  A  stock  at  par ;  third,  of  all  class  B  stock  at  par  and  all  participation  certi¬ 
ficates  at  face  amount;  any  surplus  established  pursuant  to  subsection  (a)  of 
this  section  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata, 
and  any  remaining  assets  shall  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata.” 

Sec.  104  (a)  Section  201  (b)  of  the  Federal  Farm  Loan  Act,  as  amended,  is 
hereby  amended  by  adding  at  the  end  thereof  the  following  sentence:  “The 
directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit  Adminis- 
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tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct  of  the  busi¬ 
ness  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows : 

“Sec.  202  (a)  The  Federal  intermediate  credit  banks,  when  chartered  and 
established  shall  have  power,  subject  solely  to  the  restrictions,  limitations,  and 
conditions  contained  in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit 
Administration  not  inconsistent  with  the  provisions  of  this  Act — 

“(1)  to  discount  for,  or  purchase  from,  any  production  credit  associa¬ 
tion  organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  with  its 
endorsement,  any  note,  draft,  or  other  such  obligation  presented  by  such 
association;  and  to  make  loans  and  advances  to  any  such  association  se¬ 
cured  by  such  collateral  as  may  be  approved  by  the  Governor  of  the  Farm 


Credit  Administration ; 

“(2)  to  discount  for,  or  purchase  from,  any  national  bank,  State  bank,  trust 
company,  agricultural  credit  corporation,  incorporated  livestock  loan  com¬ 
pany,  savings  institution,  credit  union,  and  any  association  of  agricultural 
producers  engaged  in  the  making  of  loans  to  farmers  and  ranchers,  with  its 
endorsement,  any  note,  draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for  any  agricultural  purpose, 
including  the  breeding,  raising,  fattening,  or  marketing  of  livestock ;  and  to 
make  loans  and  advances  to  any  such  financing  institution  secured  by  such 
collateral  as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration  :  Provided,  That  no  such  loan  or  advance  shall  be  made  upon  the 
security  of  collateral  other  than  notes  or  other  such  obligations  of  farmers 
and  ranchers  eligible  for  discount  or  purchase  under  the  provisions  of  this 
section,  unless  such  loan  or  advance  is  made  to  enable  the  financing  institu¬ 
tion  to  make  .or  carry  loans  for  any  agricultural  purpose ;  and 

“(3)  to  make  loans  to  and  discount  paper  for  any  other  Federal  inter¬ 
mediate  credit  bank,  any  Federal  land  bank,  or  any  bank  for  cooperatives 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  all  upon  teirns 
and  at  rates  of  interest  or  discount  approved  by  the  Farm  Credit  Administra- 

(cV°Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
by  changing  the  word  “three”  to  the  word  “seven”. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 

to  read  as  follows :  ,  . 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit  bank 
shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors  of  the  bank 
shall  from  time  to  time  determine  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  but  the  rates  charged  financing  institutions  other  than  production  credit 
associations  shall  be  the  same  as  those  charged  production  credit  associations. 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act  is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby  amended 
by  inserting  in  paragraph  “Seventeenth”,  after  the  words  “Federal  land  banks  a 
comma  and  the  words  “to  Federal  intermediate  credit  banks,  or  to  banks  toi 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as  amended.  . 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended 

t0“Src  2S  Tlie°  Governor  of  the  Farm  Credit  Administration,  hereinafter  in  this 
Act  referred  to  as  the  ‘Governor’,  is  authorized  and  directed  to  organize  and 
charter  twelve  banks  to  be  known  as  ‘banks  for  cooperatives  °ne  such  bank  shall 
be  established  in  each  city  in  which  there  is  located  a  Federal  land  bank, 
members  of  the  several  farm  credit  boards  of  the  farm  credit  districts  provided 
for  in  esc-tion  5  of  the  Farm  Credit  Act  of  1937  as  amended  shall  be  ex  officio 
the  directors  of  the  respective  banks  for  cooperatives  Such  ^rectore ration 
power,  subject  to  the  approval  of  the  Governor,  to  employ  and  tthe 

of  such  officers  and  employees  of  such  banks  as  may  be  necessary  to  cany  out  the 
powers  and  duties  conferred  upon  such  banks  under  this  Ac  .  f  „ 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  from  the 
first  sentence  the  words  “the  production  credit  corporations  and  by  striking 
from  the  second  sentence  the  words  “corporations  and  . 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  m  amended  (1) 
bv  changing  “$120,000,000”  in  subsection  (a)  thereof  to  $60,000,000,  (-)  ty 
striking  from  subsection  (b)  thereof  the  words  “the  production  credit  corpora- 
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tions  and” ;  (3)  by  changing  “$40,000,000”  insubsection  (e)  thereof  to  “$100,000,- 
000”;  and  (4)  by  striking  from  subsection  (e)  thereof  the  words  “and/or  paid- 
in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  to 
read  as  follows : 


“investment  by  governor  in  stock  of  production  credit  associations 


“Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production  credit 
association  in  such  amounts  as  he  determines  are  required  to  meet  the  credit 
needs  of  farmers  in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  au¬ 
thorized  by  section  5  (a)  of  this  Act  and  such  stock  shall  be  held  by  him  on  be¬ 
half  of  the  United  States.  The  Governor  may  at  any  time  require  any  production 
credit  association  to  retire  and  cancel  any  class  A  stock  held  by  him  in  such 
association  if,  in  his  judgment,  the  association  has  resources  available  therefor, 
and  the  proceeds  of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.”  6 


(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is  amended  by  changing  the 
fourth  sentence  to  read  as  follows:  “Such  articles  shall  be  signed  by  the  in¬ 
dividuals  uniting  to  form  the  association  and  a  copy  thereof  shall  be  furnished 
to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “production  credit  corporations” 
and  substituting  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  bv  deleting 
the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  changing  the  first  sentence  to  read  as  follows :  “Each  production  credit  as¬ 
sociation  shall,  under  such  rules  and  regulations  as  may  be  prescribed  by  the 
farm  credit  board  of  the  district  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  invest  its  funds  and  make  loans  to  farmers  for  general  agricultural 
purposes  and  other  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 
sentence ,  (3.)  by  striking  from  the  third  sentence  the  word  “corporation”  and 
inserting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”;  and  (4) 
by  changing  the  period  at  the  end  of  the  next  to  the  last  sentence  to  a  colon 
and  adding  the  following :  “ Provided ,  That  an  association  may,  under  rules  and 
regulations  issued  by  the  Farm  Credit  Administration,  make  loans  to  any  class 
B  stockholder  secured  by  warehouse  receipts  covering  agricultural  commodities 
stored  in  bonded  warehouses  without  the  purchase  of  additional  class  B  stock.” 

hv  oriruwwr  the  ^ar“  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  befoie  the  semicolon  at  the  end  of  “  (b)  ”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

41  the  Filrm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 

KmJ » n°m  J 1  f-  rS*  sentence  the  words  “the  production  credit  corpora¬ 
tions,  ,  (2)  by  striking  from  the  second  sentence  the  words  “association  or 
coiporation  and  substituting  in  lieu  thereof  the  words  “or  association”  ;  and  (3) 
ky„  S..1'lkl°g  fr0I‘\  thc  third  sentence  the  words  “production  credit  corporation 
01  i  or  corporation  ,  and  corporation  or”,  wherever  they  appear  therein 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is  amended  (1)  by  striking 
from  the  first  sentence  the  words  “production  credit  corporation.”;  and  (2)  by 
?  /r°m  tha  sec°nd  and  third  sentences  the  words  “association,  or  corpora¬ 
tor  assoSatton”  thGy  aPPeai’  therein-  and  substituting  in  lieu  thereof  the  words 

Sect}™  62  of  Farm  Credit  Act  of  1933,  as  amended,  is  amended  bv 
sti  iking  out  the  words  production  credit  corporations,”. 

Section  63  of  the  Farm  Credit  Act  of  1933.  as  amended,  is  amended  (1) 
to?”  v  *  sentence  the  words  “the  production  creclit  corpora- 

t  ons,  ,  (~)  by  striking  from  the  first  and  second  sentences  the  words  “associa¬ 
tions  or  corporations”  and  “associations,  and  corporations,”  and  substituting  fn 
lieu  hereof,  the  words  “or  associations”  and  “and  associations,”,  respectlvfly 
and  (3)  by  changing  the  last  sentence  to  read  as  follows:  “The  exemption  pro- 
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vided  herein  shal  Inot  apply  with  respect  to  any  production  credit  association  or 
its  property  or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has 
been  retired,  or  with  respect  to  any  bank  for  cooperatives  or  its  property  or  in¬ 
come  after  the  stock  held  in  it  by  the  United  States  has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  out  the  words  “production  credit  corporation,”;  and  (2)  by  striking 
out  the  words  “association  or  corporation”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  the  words  “or  association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  is  amended 

(1)  by  striking  from  subsection  (d)  (2)  (B)  the  words  “production  credit  corpor¬ 
ation  of  the  district”  and  substituting  in  lieu  thereof  the  words  “Governor  of 
the  Farm  Credit  Administration” ;  and  (2)  by  striking  from  subsection  (h)  the 
words  “production  credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is  amended  (1)  by  striking  from 
the  first  sentence  of  subsection  (a)  the  words  “production  credit  corporation,”; 

(2)  by  striking  from  the  third  sentence  of  subsection  (a)  the  word  “three”  ;  (3) 
by  striking  from  the  first  sentence  of  subsection  (b)  the  words  “the  bank  for 
cooperatives,  and  the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4)  by  striking  from 
the  last  sentence  of  subsection  (b)  the  words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of  1953  is  amended  by  striking 
out  the  words  “production  credit  corporation”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  1953  is  amended 
to  read  as  follows : 

“(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding,  after  the 
effective  date  of  this  Act  any  production  credit  association  may,  with  the  ap¬ 
proval  of  the  Farm  Credit  Administration,  issue  nonvoting  preferred  stock,  to  be 
known  as  class  C  stock,  which  may  be  purchased  and  held  by  the  Governor  of 
the  Farm  Credit  Administration  and  by  investors:  Provided,  That  the  issuance 
of  such  stock  shall  be  authorized  by  vote  of  not  less  than  two-thirds  of  the  out¬ 
standing  shares  of  class  A  stock  of  the  association  (other  than  shares  held  by 
the  Governor  of  the  Farm  Credit  Administration)  by  the  holders  thereof  in  person 
or  by  proxy  and  by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of 
class  B  stock  of  the  association  by  the  holders  thereof  in  person  or  by  proxy; 
and  for  this  purpose  holders  of  class  A  stock  (other  than  the  Governor  of  the 
Farm  Credit  Administration)  and  holders  of  class  B  stock  shall  be  entitled  to  one 
vote  for  each  share  of  stock  held  by  them.  Payments  for  such  stock  purchased 
by  the  Governor  shall  be  made  out  of  the  revolving  fund  created  by  section  5  (a) 
of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  proceeds  from  the  retire¬ 
ment  of  any  such  stock  shall  be  paid  into  such  revolving  fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture  Organic  Act  of  1944,  as 
amended,  is  hereby  amended  (1)  by  striking  from  subsection  (a)  the  words 
“production  credit  corporations,”,  wherever  they  appear  therein,  and  the  word 
“corporations,”;  (2)  by  striking  from  subsection  (b)  the  words  “the  Federal 
intermediate  credit  banks,  and  the  production  credit  corporations”  and  sub¬ 
stituting  in  lieu  thereof  the  words  “and  the  Federal  intermediate  credit  banks  ; 
and  (3)  by  striking  from  subsection  (b)  and  (c)  the  words  “and  corporation  , 
“and  corporations”,  and  “corporation,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United  States  Code,  are  hereby 
amended  by  striking  from  each  such  section  the  words  “or  in  which  a  production 
credit  corporation  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control  Act,  as  amended,  is 
amended  (1)  by  striking  from  section  101  the  words  “Federal  Intermediate  Credit 
Banks;  Production  Credit  Corporations;”;  (2)  by  inserting  in  section  201  im¬ 
mediately  following  “(3)”  the  words  “Federal  Intermediate  Credit  Banks,  (4)  ; 

(3)  by  changing  “(4)”  in  section  201  to  “(5)”;  and  (4)  by  striking  from  sections 
302  and  303  the  words  “production  credit  corporations,,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal  intermediate  credit  banks 
may  utilize  their  funds  for  administrative  expenses  without  regard  to  the  limita¬ 
tions  contained  in  any  other  Act  of  Congress  governing  the  expenditure  of  appro¬ 
priated  funds. 
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(c)  Paragraph  Seventh  of  section  5136  of  the  Revised  Statutes  as  amended, 
is  amended  (1)  by  inserting  in  next  to  the  last  sentence  immediately  before  the 
words  “Federal  Home  Loan  Banks”,  the  words  “thirteen  banks  for  cooperatives 
or  any  of  them  or  the”  ;  and  (2)  by  changing  the  last  sentence  to  read  as  follows : 
“The  limitations  and  restrictions  herein  contained  as  to  dealing  in  and  under¬ 
writing  investment  securities  shall  not  apply  to  obligations  issued  by  the  Inter¬ 
national  Bank  for  Reconstruction  and  Development  which  are  at  the  time  eligible 
for  purchase  by  a  national  bank  for  its  own  account :  Provided,  That  no  asso¬ 
ciation  shall  hold  obligations  issued  by  said  bank  as  a  result  of  underwriting, 
dealing,  or  purchasing  for  its  own  account  (and  for  this  purpose  obligations 
as  to  which  it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total 
amount  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock  actually 
paid  in  and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus  fund.” 

Sec.  202.  (a)  This  Act  shall  become  effective  on  January  1  next  following  its 
enactment. 

(b)  For  purposes  of  applying  the  amendment  in  section  103  of  this  Act,  that 
part  of  the  fiscal  year  1957  preceding  the  effective  date  of  this  Act  shall  be 
deemed  to  be  a  separate  fiscal  year. 

Sec.  203  (a)  If  any  provision  of  this  Act,  or  the  application  thereof  to  any 
person  or  circumstance,  is  held  invalid,  the  remainder  of  the  Act,  and  the  appli¬ 
cation  of  such  provisions  to  other  persons  or  circumstances,  shall  not  be  affected 
thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  reserved. 


[H.  R.  10286,  84th  Cong.,  2d  sess.] 

A  BILL  To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks;  to 
Provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit  banks  ;  to 
provide  for  supervision  of  production  credit  associations  ;  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  this  Act  may  be  cited  as  the  “Farm 
Credit  Act  of  1956”. 

DECLARATION  OF  POLICY 

Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit;  to  promote 
the  efficiency  of  the  farm  credit  system  by  merging  production  credit  corporations 
in  Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership  of  the 
merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage  and 
promote  the  continued  growth  and  development  of  the  production  credit  asso¬ 
ciations  as  self-supporting  cooperative  lending  institutions  operating  on  a  sound 
credit  basis  with  maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  production  credit  system ; 
and  to  continue  to  provide  other  financing  instituions  making  loans  to  farmers 
and  ranchers  with  the  right  to  borrow  from  and  rediscount  with  such  merged 
banks  on  a  basis  comparable  with  the  production  credit  associations  regardless 
of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  be  construed 
in  keeping  with  this  declaration  of  policy. 

TITLE  I— PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  of  Production  Credit  Corporations  in  Federal  Intermediate 
Credit  Bank: — (a)  Transfer  of  Assets.  The  production  credit  corporation  in 
each  farm  credit  district  is  hereby  merged  in  the  Federal  intermediate  credit 
bank  of  the  district  and  all  assets,  funds,  contracts,  property,  and  records  belong¬ 
ing  to  such  corporation,  except  stock  in  production  credit  associations,  are  hereby 
transferred  to  and  vested  in  such  bank.  All  obligatioiiis  and  liabilities  of  the 
production  credit  corporation  shall  he  assumed  by  the  Federal  intermediate  credit 
bank  of  the  district.  Stock  held  by  each  production  credit  corporation  in  pro¬ 
duction  credit  associations  is  transferred  to  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  to  be  held  by  him  on  behalf  of  the  United  States,  and  the  Governor 
shall  cancel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associations. _ In 

order  to  carry  out  the  declared  policy  of  this  Act  with  respect  to  the  production 
credit  associations,  the  Farm  Credit  Administration  shall,  by  appropriate  pro¬ 
visions  in  the  charter  and  bylaws,  or  otherwise,  provide  for  such  organization 
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and  assignment  of  functions  within  the  Federal  intermediate  credit  banks  as  will 
assure  proper  supervision  of  and  assistance  to  the  production  credit  associa¬ 
tions  in  a  manner  which  will  enable  them  to  make  sound  credit  available  to 
farmers  and  ranchers.  The  income  derived  from  the  surplus  transferred  from 
the  production  credit  corporation  to  the  Federal  intermediate  credit  bank  of  the 
district  shall  be  used  to  pay  expenses  of  the  bank  in  providing  such  supervision 
and  assistance,  and  expenses  in  excess  of  such  income  may  be  paid  out  of  other 
resources  of  the  bank. 

(c)  Officers  and  Employees. — Notwithstanding  any  other  provision  of  law, 
the  employment  of  the  officers  and  employees  of  each  Federal  intermediate  credit 
bank  and  each  production  credit  corporation  is  terminated  on  the  effective  date 
of  this  Act  and  the  board  of  directors  of  the  Federal  intermediate  credit  bank 
shall,  not  later  than  sixty  days  prior  to  the  effective  date  of  this  Act,  take  all 
necessary  action  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board  determines  they  are 
qualified  and  needed  to  carry  out  the  functions,  powers,  and  duties  of  the  Fed¬ 
eral  intermediate  credit  bank.  Such  reemployment  shall  be  subject  to  the  ap¬ 
proval  of  the  Farm  Credit  Administration 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows : 

“capital  stock 


“Sec.  205  (a)  Classes  of  Stock;  Ownership;  Dividends;  and  Retirement 
of  Stock. — Each  Federal  intermediate  credit  bank  is  authorized  to  issue  class  A 
and  Class  B  stock  as  follows : 

“(1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall  be  is¬ 
sued  to  and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf 
of  the  United  States.  Stock  of  all  Federal  intermediate  credit  banks  held  by 
the  Secretary  of  the  Treasury  shall  be  transferred  to  the  Governor  and  may 
be  reallocated  by  him  in  such  manner  as  he  determines  necessary  to  meet  the 
needs  of  the  respective  banks.  The  Governor  shall  then  exchange  such  stock 
of  each  bank  for  an  equal  par  amount  of  class  A  stock  of  the  bank.  Stock  of 
each  production  credit  corporation  held  by  the  Governor  (less  the  amount  can¬ 
celed  pursuant  to  section  101  of  the  Farm  Credit  Act  of  1956)  shall  be  ex¬ 
changed  for  an  equal  par  amount  of  class  A  stock  of  the  Federal  intermediate 
credit  bank  in  which  such  corporation  is  merged  pursuant  to  section  101  of 
such  Act.  No  dividends  shall  be  paid  on  class  A  stock.  Annually  at  the  end 
of  its  fiscal  year  each  such  bank  shall  determine  the  amount  of  its  class  A 
stock  which  shall  be  retired.  Whenever  the  total  of  the  capital  stock,  partici¬ 
pation  certificates,  surplus,  and  reserves  of  the  bank  is  more  than  one-sixth 
of  the  highest  month-end  balance  of  debentures  and  other  obligations  issued  by 
or  for  the  bank,  outstanding  during  the  immediately  preceding  five  years,  the 
minimum  amount  of  class  A  stock  to  be  retired  shall  be  the  total  amount  of 
class  B  stock  and  participation  certificates  issued  for  that  year.  All  class  A 
stock  shall  be  retired  at  par.  The  proceeds  of  such  class  A  stock  retirements 
of  each  bank  shall  be  paid  into  the  Treasury  as  miscellaneous  receipts  until 
there  is  so  paid  a  sum  equal  to  the  amount  of  class  A  stock  of  the  bank  issued 
in  exchange  for  stock  of  the  production  credit  corporation.  The  proceeds  of 
any  further  such  stock  retirements  shall  be  paid  into  the  revolving  fund  estab¬ 
lished  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as  amended.  The  Gov¬ 
ernor  of  the  Farm  Credit  Administration  is  authorized  to  purchase  from  time 
to  time  class  A  stock  in  any  bank  in  such  amount  as  he  determines  is  needed 
to  meet  the  credit  needs  of  the  bank  and  such  revolving  fundjshall  continue  to 
be  available  for  such  purchases  as  provided  in  said  section  5  (e).  The  Gov¬ 
ernor  may  at  any  time  require  the  bank  to  retire  such  class  A  stock  if,  in  his 
judgment,  the  bank  has  resources  available  therefor,  and  the  proceeds  of  such 
retirements  shall  be  returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may  be  issued 
only  to  production  credit  associations  in  series  and  amounts  approved  by  the 
Farm  Credit  Administration.  Such  stock  shall  be  issued  only  at  par  and  may 
be  transferred  to  another  production  credit  association  with  the  approval  of 
the  issuing  bank.  Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay 
like  dividends  on  class  B  stock  and  participation  certificates  in  an  amount  not 
to  exceed  5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Divi¬ 
dends  on  class  B  stock  and  participation  certificates  shall  not  be  cumulative. 
Within  sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1J5(>,  the 
production  credit  associations  shall  subscribe  to  class  B  stock  in  the  banks  in 
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an  aggregate  amount  equal  to  15  per  centum  of  the  total  amount  of  class  A 
stock  in  all  banks.  Such  required  amount  of  subscriptions  shall  be  allotted 
among  the  several  districts  in  the  proportion  that  the  average  amount  of  the 
bank’s  loans  to  and  discounts  for  the  production  credit  associations  of  the 
district,  outstanding  during  the  immediately  preceding  five  fiscal  years,  is  of 
the  average  of  such  loans  and  discounts  of  all  banks  outstanding  during  such 
five-year  period.  The  amount  so  allotted  to  each  district  shall  be  further  al¬ 
lotted  to  each  production  credit  association  on  the  basis  of  the  proportion  that 
its  average  indebtedness  (loans  and  discounts)  to  the  bank  during  the  immedi¬ 
ately  preceding  five  fiscal  years  is  of  the  average  of  such  indebtedness  of  all 
production  credit  associations  to  the  bank  during  such  five-year  period.  Each 
production  credit  association  shall  subscribe  to  class  B  stock  in  the  bank  of 
the  district  in  the  amount  so  allotted  to  it.  One-third  of  the  purchase  price 
of  such  stock  subscription  shall  be  paid  at  the  time  of  such  subscription,  one- 
third  shall  be  paid  within  one  year  after  the  effective  date  of  said  Act,  and 
the  balance  shall  be  paid  within  two  years  after  such  effective  date.  Such 
class  B  stock  shall  be  issued  as  payments  therefor  are  made.  Any  production 
credit  association  chartered  after  the  effective  date  of  the  Farm  Credit  Act  of 
1956  shall  thereupon  purchase  class  B  stock  in  the  bank  in  the  amount  of  $5,000, 
and  such  amount  shall  be  adjusted  at  the  end  of  five  years  thereafter  to  an 
amount  determined  by  applying  to  its  average  indebtedness  to  the  bank  during 
such  five-year  period  the  same  percentage  as  the  percentage  which  the  initial 
subscriptions  of  other  production  credit  associations  was  of  their  indebtedness, 
as  provided  in  this  subsection :  Provided,  That  this  provision  shall  not  apply 
to  any  association  owning  stock  in  the  bank  in  such  required  amount  as  a  result 
of  merger,  consolidation,  or  reorganization  of  one  or  more  associations.  After  all 
class  A  stock  has  been  retired,  the  bank  may  retire  class  B  stock  at  par  and  par¬ 
ticipation  certificates  at  face  amount  under  policies  established  by  the  Farm 
Credit  Administration.  Class  B  stock  and  participation  certificates  shall  be  re¬ 
tired  without  preference  and  in  such  manner  that  the  oldest  outstanding  stock 
or  certificates  at  any  given  time  will  be  retired  first.  In  case  of  liquidation  or 
dissolution  of  any  production  credit  association  or  other  financing  institution, 
the  stock  or  participation  certificates  of  the  bank  owned  by  such  association 
or  institution  may  be  retired  by  the  bank  at  the  fair  book  value  thereof,  not 
exceeding  par  or  face  amount,  as  the  case  may  be. 

“(b)  Lien  on  Stock  and  Participation  Certificates. — Each  Federal  inter¬ 
mediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the  bank  owned  by  each 
production  credit  association  and  on  all  participation  certificates  owned  by  other 
financing  institutions  as  additional  collateral  for  any  indebtedness  of  the  holders 
thereof  to  the  bank :  Provided,  That  the  hank  shall  make  no  loan  or  advance 
on  the  security  of  its  own  stock  or  participation  certificates.  In  any  case  where 
the  debt  of  a  production  credit  association  or  other  financing  institution  is  in 
default,  the  bank  may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank 
held  by  the  association  or  of  the  participation  certificates  held  by  the  other 
financing  institution  at  the  fair  book  value  thereof,  not  exceeding  par  or  face 
amount,  as  the  case  may  be,  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows : 


“application  of  earnings 

“Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year,  each 
Federal  intermediate  credit  bank  shall  determine  the  amount  of  its  net  earnings 
after  paying  or  providing  for  all  operating  expenses  (including  reasonable  valua¬ 
tion  reserves  and  losses  in  excess  of  any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows:  (1)  To  the  restoration  of  the  amount  of  the 
impairment,  if  any,  of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the  amount  of  the  impair¬ 
ment,  if  any,  of  the  surplus  account  established  by  this  subsection,  as  determined 
by  its  board  of  directors;  (3)  25  per  centum  of  any  remaining  earnings  shall  be 
used  to  create  and  maintain  a  reserve  account  equal  to  25  per  centum  of  the 
outstanding  capital  stock  and  participation  certificates  of  the  bank;  (4)  if  said 
bank  shall  have  outstanding  capital  stock  held  by  the  United  States  during  the 
whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a 
franchise  tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not 
exceeding,  however,  a  rate  of  return  on  such  Government  capital  calculated  at  a 
rate  equal  to  the  computed  average  annual  rate  of  interest  on  all  public  issues 
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of  public  debt  obligations  of  the  United  States  issued  during  the  fiscal  year  of 
the  United  States  Treasury  ending  next  before  such  tax  is  due,  as  certified  to 
the  Farm  Credit  Administration  by  the  Secretary  of  the  Treasury ;  (5)  dividends 
on  class  B  stock  and  participation  certificates  may  be  declared  as  provided  in 
section  205  (a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall  be  dis- 
tributed  as  patronage  refunds  as  provided  in  subsection  (b)  of  this  section. 
Notwithstanding  the  provisions  of  item  (3)  of  this  subsection,  if  at  the  end  of 
anv  fiscal  year  the  sum  of  the  surplus  and  the  reserve  account  of  any  bank  is 
less  than  its  outstanding  capital  stock  and  participation  certificates,  the  bank 
shall  continue  to  apply  such  25  per  centum  of  its  net  earnings  to  the  reserve 
account  until  the  sum  of  the  surplus  and  the  reserve  account  is  equal  to  its  out¬ 
standing  capital  stock  and  participation  certificates.  Each  bank  shall,  on  the 
effective  date  of  the  Farm  Credit  Act  of  1956,  establish  a  surplus  account  con¬ 
sisting  of  its  earned  surplus  account,  its  reserve  for  contingencies,  and  the  surplus 
of  the  production  credit  corporation  transferred  to  the  bank.  No  pait  of  such 
surplus^ of  any  bank  shall  be  distributed  as  patronage  refunds.  In  the  event  of 
a  net  loss  in  any  fiscal  year  after  providing  for  all  operating  expenses  (including 
reasonable  valuation  reserves  and  losses  in  excess  of  any  such  applicable  re¬ 
serves),  such  loss  shall  be  absorbed  by:  First,  charges  to  the  reserve  account, 
second  charges  to  surplus  other  than  that  transferred  from  the  production  cue  1 
corporation  of  the  district;  third,  charges  to  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district ;  fourth,  the  impairment  of  class  B  stock 
and  participation  certificates ;  and  fifth,  the  impairment  of  class  A  stocl^ 

‘•(b)  Patronage  Refunds.— Whenever  at  the  end  of  its  fiscal  year  a  Fedeial 
intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  refunds  de¬ 
clared  for  that  year  shall  be  paid  in  class  B  stock  to  production  credit  associations 
and  in participation  certificates  to  other  financing  institutions  borrowing  from 
or  rediscounting  with  the  bank  during  the  fiscal  year  for  which  such  refunds  are 
declared  The  recipients  of  such  patronage  refunds  shall  not  be  subject' 
Federal  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year  a  lecleral 
intermediate  credit  bank  has  no  class  A  stock  outstanding,  patronage  refunds 
declared  for  that  year  may  be  paid  in  such  class  B  stock  and  participation  cer¬ 
tificates  or  in  cash  as  determined  by  the  bank.  All  patronage  refunds  sh 
mid  in  the  proportion  that  the  amount  of  interest  earned  by  the  bank  on  its  loans 
to  amd  discounts  for  each  production  credit  association  or  other  financing  insti¬ 
tution  bears  to  the  total  interest  earned  by  the  bank  on  all  such  loans  ancl  dis- 
counts  outstanding  during  the  fiscal  year.  ; Each  part  cipation 
in  navment  of  patronage  refunds  shall  be  in  multiples  of  $o  and  snail  state 
its  face  the  rights,  privileges,  and  conditions  applicable  thereto.  Patronage  re¬ 
funds  shall  not  be  paid  to  any  other  Federal  intermediate  credit  bank,  or  to  any 

Federal  land  bank  or  bank  for  cooperatives.  T„ 

“cl  Distribution  of  Assets  on  Liquidation  or  Dissolution.— In  the  case  of 
liouidation  or  dissolution  of  any  Federal  intermediate  credit  bank,  after  the  pay- 
Sn?  or ^  retirement  as  the  case  may  be,  first,  of  all  liabilities ;  second,  of  all  class 
\  stock  at  par  -  third,  of  all  class  P»  stock  at  par  and  all  participation  certificates 
at  face  amount’;  any  surplus  established  pursuant  to  subsection  (a)  of  this  sectnm 
shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata, 
ing  assets  shall  be  distributed  to  the  holders  of  class  B  stock  and  the  holders  of 

PaSEC  1P104OI( aT^ection  201  (b)  of  the  Federal  Farm  Loan  Act,  as  amended,  is 
hereby  “ended  by  adding  at  .hi  end  thereof  the  following  « 
tors  shall  have  power,  subject  to  the  approval  of  he  th^ 

to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct  of  the  business 

Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 

an“SEce<202 1  G(&) &The  Federal  intermediate  credit  banks,  when  chartered  and 
established  shall  hare  power,  subject  solely  to  the 

conditions  contained  in  this  Act  or  as  may  be  prescribed  by  the  I  aim  Ciedit 

Administration  not  inconsistent  with  the  provisions  of  this  Act  association 

“(1)  to  discount  for,  or  purchase  from,  any  production  credit  associatn 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  with  its  endorse¬ 
ment,  any  note,  draft,  or  other  such  obligation  presented  by  suck  association 
nnri  to  make  loans  and  advances  to  any  such  association  secured  by  such 
collateral  as  may  be  approved  by  the  Governor  of  the  Farm  Credit  .  c  minis 

tration ; 
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“(2)  to  discount  for,  or  purchase  from,  any  national  bank,  State  bank, 
trust  company,  agricultural  credit  corporation,  incorporated  livestock  loan 
company,  savings  institution,  credit  union,  and  any  association  of  agricul¬ 
tural  producers  engaged  in  the  making  of  loans  to  farmers  and  ranchers,  with 
its  endorsement,  any  note,  draft,  or  other  such  obligation  the  proceeds  of 
which  have  been  advanced  or  used  in  the  first  instance  for  any  agricultural 
purpose,  including  the  breeding,  raising,  fattening,  or  marketing  of  livestock ; 
and  to  make  loans  and  advances  to  any  such  financing  institution  secured  by 
such  collateral  as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  :  Provided,  That  no  such  loan  or  advance  shall  be  made  upon 
the  security  of  collateral  other  than  notes  or  other  such  obligations  of  farm¬ 
ers  and  ranchers  eligibel  for  discount  or  purchase  under  the  provisions  of  this 
section,  unless  such  loan  or  advance  is  made  to  enable  the  financing  institu¬ 
tion  to  make  or  carry  loans  for  any  agricultural  purpose;  and 

“(3)  to  make  loans  to  and  discount  paper  for  any  other  Federal  interme¬ 
diate  credit  bank,  any  Federal  land  bank,  or  any  bank  for  cooperatives  or¬ 
ganized  under  the  Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms  and 
at  rates  of  interest  or  discount  approved  by  the  Farm  Credit  Administration  ” 
(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
by  changing  the  word  “three”  to  the  word  “seven”. 


(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows  ; 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit  bank 
shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors  of  the  bank 
shall  from  time  to  time  determine  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  but  the  rates  charged  financing  institutions  other  than  production  credit 
associations  shall  be  the  same  as  those  charged  production  credit  associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act  is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby  amended 
by  inserting  m  paragraph  “Seventeenth”,  after  the  words  “Federal  land  banks” 
a  comma  and  the  words  “to  Federal  intermediate  credit  banks,  or  to  banks  for 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as  amended  ” 

feEc  10a  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended 
to  read  as  follows  : 

“•  The  Governor  of  the  Farm  Credit  Administration,  hereinafter  in 
this  Act  referred  to  as  the  Governor’,  is  authorized  and  directed  to  organize  and 
charter  twelve  banks  to  he  known  as  ‘banks  for  cooperatives’.  One  such  bank 
shall  be  established  m  each  city  in  which  there  is  located  a  Federal  land  bank 
The  members  of  the  several  farm  credit  boards  of  the  farm  credit  districts  pro- 
v;ilefl  f°r  ln  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  shall  be  ex 
officio  the  directors  of  the  respective  banks  for  cooperatives.  Such  directors 
s  iall  have  power,  subject  to  the  approval  of  the  Governor,  to  emplov  and  fix 
the  compensation  of  such  officers  and  employees  of  such  banks  as  may'be  neces- 
sary  to  carry  out  the  powers  and  duties  conferred  upon  such  banks  under  this 
ACt. 


(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  from 

sentence  the  words  "the  production  credit  corporations  and”  and  bv 
striking  from  the  second  sentence  the  words  “corporations  and” 

(c )  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  bv 
changing  “$120,000,000”  in  subsection  (a)  thereof  to  “$60,000,000”;  (2)  bvstrik- 
mg  from  subsection  (b)  thereof  the  words  “the  production  credit  corporations 
and  ;  (3)  by  changing  “$40,000,000”  iu  subsection  (e)  thereof  to  “$100  000  000"  • 
and  (4)  by  striking  from  subsection  (e)  thereof  the  words  “and/or  paid-in 
surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  to  read 
as  follows : 


“investment  by  governor  in  stock  of  production  credit  associations 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production  credit 
association  in  such  amounts  as  he  determines  are  required  to  meet  the  credit 
needs  of  farmers  in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  author¬ 
ized  by  section  5  (a)  of  this  Act  and  such  stock  shall  be  held  by  him  on  behalf 
of  the  United  States.  The  Governor  may  at  any  time  require  any  production 
credit  association  to  retire  and  cancel  any  class  A  stock  held  by  him  in  such 
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association  if,  in  liis  judgment,  tlie  association  has  resources  available  therefor, 
and  the  proceeds  of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 

(f)  Section  20  of  the  Farm  Credit.  Act  of  1933  is  amended  by  changing  the 
fourth  sentence  to  read  as  follows:  “Such  articles  shall  be  signed  by  the  indi¬ 
viduals  uniting  to  form  the  association  and  a  copy  thereof  shall  be  furnished 
to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  iirst  sentence  the  words  “production  credit  corporations” 
and  substituting  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by  deleting 
the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  changing  the  first  sentence  to  read  as  follows :  “Each  production  credit  asso¬ 
ciation  shall,  under  such  rules  and  regulations  as  may  be  prescribed  by  the 
farm  credit  board  of  the  district  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  invest  its  funds  and  make  loans  to  farmers  for  general  agricultural  pur¬ 
poses  and  other  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 
sentence;  (3)  by  striking  from  the  third  sentence  the  word  “corporation”  and 
inserting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”;  and  (4) 
by  changing  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon  and  add¬ 
ing  the  following :  “ Provided ,  That  an  association  may,  under  rules  and  regu 'at ions 
issued  by  the  Farm  Credit  Administration,  make  loans  to  any  class  B  stockholder 
secured  by  warehouse  receipts  covering  agricultural  commodities  stored  in 
bonded  warehouses  without  the  purchase  of  additional  class  B  stock.” 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal 
land  banks  or  Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
bv  striking  from  the  first  sentence  the  words  “the  production  credit  corpora¬ 
tions,” :  (2)  by  striking  from  the  second  sentence  the  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or  association”  ;  and  (3) 
by  striking  from  the  third  sentence  the  words  “production  credit  corporation 
or”  “or  corporation”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is  amended  (1)  by  striking 
from  the  first  sentence  the  words  “production  credit  corporation,”;  and  (2) 
by  striking  from  the  second  and  third  sentences  the  words  “association,  or  cor¬ 
poration”,  wherever  they  appear  therein,  and  substituting  in  lieu  thereof  the 
words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “the  production  credit  corpora¬ 
tions,”;  (2)  by  striking  from  the  first  and  second  sentences  the  words  “asso¬ 
ciations,  or  corporations”  and  “associations,  and  corporations,”  and  substituting 
in  lieu  thereof  the  words  “or  associations”  and  “and  associations,”,  respectively; 
and  (3)  by  changing  the  last  sentence  to  read  as  follows:  “The  exemption  pro¬ 
vided  herein  shall  not  apply  with  respect  to  any  production  credit  association 
or  its  property  or  income  after  the  class  A  stock  held  in  it  by  the  Governor 
has  been  retired,  or  with  respect  to  any  bank  for  cooperatives  or  its  property 
Or  income  after  the  stock  held  in  it  by  the  United  States  has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  out  the  words  “production  credit  corporation,”;  and  (2)  by  striking 
out  the  words  “association  or  corporation”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  the  words  “or  association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  is  amended 
(1)  by  striking  from  subsection  (d)  (2)  (B)  the  words  “production  credit 
corporation  of  the  district”  and  substituting  in  lieu  thereof  the  words  “Governor 
of  the  Farm  Credit  Administration”;  and  (2)  by  striking  from  subsection  (h) 
the  words  “production  credit  corporation,”. 

76973 — 56 - 2 
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(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is  amended  (1)  by  striking  from 
the  first  sentence  of  subsection  (a)  the  words  “production  credit  corporation,”; 
(2)  by  striking  from  the  third  sentence  of  subsection  (a)  the  word  “three”;  (3) 
by  striking  from  the  first  sentence  of  subsection  (b)  the  words  “the  bank  for 
cooperatives,  and  the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4)  by  striking  from 
the  last  sentence  of  subsection  (b)  the  words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of  1953  is  amended  by  striking 
out  the  words  “production  credit  corporation”,  wherever  they  appear  therein, 
and  substituting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  1953  is  amended 
to  read  as  follows : 

“(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding,  after  the 
effective  date  of  this  Act  any  production  credit  association  may,  with  the  ap¬ 
proval  of  the  Farm  Credit  Administration,  issue  nonvoting  preferred  stock, 
to  be  known  as  class  C  stock,  which  may  be  purchased  and  held  by  the  Governor 
of  the  Farm  Credit  Administration  and  by  investors  :  Provided,  That  the  issuance 
of  such  stock  shall  be  authorized  by  vote  of  not  less  than  two-thirds  of  the  out¬ 
standing  shares  of  class  A  stock  of  the  association  (other  than  shares  held  by 
the  Governor  of  the  Farm  Credit  Administration)  by  the  holders  thereof  in 
person  or  by  proxy  and  by  vote  of  not  less  than  two-thirds  of  the  outstanding 
shares  of  class  B  stock  of  the  association  by  the  holders  thereof  in  person  or 
by  proxy ;  and  for  this  purpose  holders  of  class  A  stock  (other  than  the  Governor 
of  the  Farm  Credit  Administration)  and  holders  of  class  B  stock  shall  be 
entitled  to  one  vote  for  each  share  of  stock  held  by  them.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  created 
by  section  5  (a)  of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  proceeds 
from  the  retirement  of  any  such  stock  shall  be  paid  into  such  revolving  fund  ” 
feEC.  108.  Section  601  of  the  Department  of  Agriculture  Organic  Act  of  1944 
as  amended,  is  hereby  amended  (1)  by  striking  from  subsection  (a)  the  words 
^production  credit  corporations,”,  wherever  they  appear  therein,  and  the  word 
corporations,  ;  (2)  by  striking  from  subsection  (b)  the  words  “the  Federal 
1^1^er.Iiie<^1.a^®.  credR  banks,  and  the  production  credit  corporations”  and  sub¬ 
stituting  m  lieu  thereof  the  words  “and  the  Federal  intermediate  credit  banks”; 
and  (3)  by  striking  from  subsections  (b)  and  (c)  the  words  “and  corporation”, 
and  corporations  ,  and  corporation,”,  wherever  they  appear  therein 
Sec.  109.  Sections  658  and  1014  of  title  18,  United  States  Code  are  herebv 

amended  by  striking  from  each  such  section  the  words  “or  in  which  a  production 
credit  corporation  holds  stock”.  yiouuction 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control  Act,  as  amended,  is  amended 
(1)  by  striking  from  section  101  the  words  “Federal  Intermediate  Credit  Banks: 

reduction  Credit ^Corporations;”;  (2)  by  inserting  in  section  201  immediately 
following  (3)  the  words  “Federal  Intermediate  Credit  Banks,  (4)  “  (3)  by 

Cha,n£!ng  (4)  ln  section  201  to  “(5)”;  and  (4)  by  striking  from  sections  309 
and  303  the  words  “production  credit  corporations,”. 

the  effective  date  of  this  Act,  the  Federal  intermediate  credit  banks 
may  utilize  their  funds  for  administrative  expenses  without  regard  to  the  limita- 

SriSTnds1.11  °ther  ACt  °f  CCmSreSS  g°Verning  the  expenditure  ^ap¬ 
is  lmeSgmweVenr  of  section  5136  of  the  Revised  Statutes  as  amended, 
s  amended  (1)  by  inserting  in  next  to  the  last  sentence  immediately  before  the 
words  “Federal  Home  Loan  Banks”,  the  words  “thirteen  banks  for  coonera! 

follows-  a“Thpf  r  ?  f-r  the”  ’  fnd  by  changing  the  last  sentence  to  read  as 
follows  The  limitations  and  restrictions  herein  contained  as  to  dealing  in 
aad  underwriting  investment  securities  shall  not  apply  to  obligations  issued  bv 

t?meIePHhia»tlf°nal  ^  Reco?structi°n  and  Development  which  are  a/ the 

time  eligible  for  purchase  by  a  national  bank  for  its  own  account  •  Provided  That 
no  association  shall  hold  obligations  issued  by  said  bank  as  a  resuTof  under- 
wnting,  dealing,  or  purchasing  for  its  own  account  (and  for  this  purpose  obliea 
tions  as  to  which  it  is  under  commitment  shall  be  deemed  to  be  heKfit)  if  a 
Si  r?-  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock  ac 
fund.”  P  d  m  aDd  ummPaired  and  10  Per  centum  of  its  unimpaired  surplus 
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Sec.  202.  (a)  This  Act  shall  become  effective  on  January  1  next  following 
its  enactment. 

(b)  For  purposes  of  applying  the  amendment  in  section  103  of  this  Act, 
that  part  of  the  fiscal  year  1957  preceding  the  effective  date  of  this  Act  shall 
be  deemed  to  be  a  separate  fiscal  year. 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  application  thereof  to  any 
person  or  circumstance,  is  held  invalid,  the  remainder  of  the  Act,  and  the  ap¬ 
plication  of  such  provisions  to  other  persons  or  circumstances,  shall  not  be 
affected  thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  expressly  reserved. 


[H.  R.  10315,  84th  Cong.,  2d  sess.] 

A  BILL  To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks  ;  to 
provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit  banks  ;  to 
provide  for  supervision  of  production  credit  associations  ;  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  this  Act  may  be  cited  as  the  “Farm 
Credit  Act  of  1956.” 

DECLAEATION  OF  POLICY 


Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit ;  to  promote 
the  efficiency  of  the  farm  credit  system  by  merging  production  credit  corporations 
in  Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership  of  the 
merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage  and 
promote  the  continued  growth  and  the  development  of  the  production  credit 
associations  as  self-supporting  cooperative  lending  institutions  operating  on  a 
sound  credit  basis  with  maximum  local  authority  to  determine  credit  needs  and 
loan  policies  consistent  with  the  maintenance  of  a  national  production  credit 
system ;  and  to  continue  to  provide  other  financing  institutions  making  loans  to 
farmers  and  ranchers  with  the  right  to  borrow  from  and  rediscount  with  such 
merged  banks  on  a  basis  comparable  with  the  production  credit  associations 
regardless  of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  be 
construed  in  keeping  with  this  declaration  of  policy. 


TITLE  I — PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  of  Production  Credit  Corporations  in  Federal  Intermediate 
Credit  Banks — (a)  Transfer  of  Assets. — The  production  credit  corporation  in 
each  farm  credit  district  is  hereby  merged  in  the  Federal  intermediate  credit  bank 
of  the  district  and  all  assets,  funds,  contracts,  property,  and  records  belonging 
to  such  corporation,  except  stock  in  production  credit  associations,  are  hereby 
transferred  to  and  vested  in  such  bank.  All  obligations  and  liabilities  of  the 
production  credit  corporation  shall  be  assumed  by  the  Federal  intermediate  ciedit 
bank  of  the  district.  Stock  held  by  each  production  credit  corporation  in  produc¬ 
tion  credit  associations  is  transferred  to  the  Governor  of  the  Farm  Credit 
Administration  to  be  held  by  him  on  behalf  of  the  United  States,  and  the  Governoi 
shall  cancel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associations.  In 
order  to  carry  out  the  declared  policy  of  this  Act  with  respect  to  the  production 
credit  associations,  the  Farm  Credit  Administration  shall,  by  appropriate  pro- 
visions  in  the  charter  and  bylaws,  or  otherwise,  provide  for  such  organization  and 
assignment  of  functions  within  the  Federal  intermediate  credit  banks  as  will  as¬ 
sure  proper  supervision  of  and  assistance  to  the  production  credit  associations 
in  a  manner  which  will  enable  them  to  make  sound  credit  available  to  faimeis 
and  ranchers.  The  income  derived  from  the  surplus  transferred  from  the  produc¬ 
tion  credit  corporation  to  the  Federal  intermediate  credit  bank  of  the  district 
shall  be  used  to  pay  expenses  of  the  bank  in  providing  such  supervision  and 
assistance,  and  expenses  in  excess  of  such  income  may  be  paid  out  ot  othe 
resources  of  the  bank. 

(c)  Officer  and  Employees.— Nothwithstanding  any  other  provision  of  law 

the  employment  of  the  officers  and  employees  of  each  Federal  intermediate  c redit 
bank  and  each  production  credit  corporation  is  terminated  on  , 

of  this  Act  and  the  board  of  directors  of  the  Federal  intermediate  credit  bank 
shall,  not  later  than  sixty  days  prior  to  the  effective  date  of  this  Act,  take  a  1 
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necessary  action  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board  determines  they  are 
qualified  and  needed  to  carry  out  the  functions,  powers,  and  duties  of  the  Federal 
intermediate  credit  bank.  Such  reemployment  shall  be  subject  to  the  approval 
of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows : 

“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividends;  and  Retirement 
of  Stock. — Each  Federal  intermediate  credit  bank  is  authorized  to  issue  class  A 
and  class  B  stock  as  follows :  . 

“(1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall  be  issued 
to  and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf  of  the 
United  States".  Stock  of  all  Federal  intermediate  credit  banks  held  by  the  Secre¬ 
tary  of  the  Treasury  shall  be  transferred  to  the  Governor  and  may  be  reallocated 
by  him  in  such  manner  as  he  determines  necessary  to  meet  the  needs  of  the 
respective  banks.  The  Governor  shall  then  exchange  such  stock  of  each  bank 
for  an  equal  par  amount  of  class  A  stock  of  the  bank.  Stock  of  each  production 
credit  corporation  held  by  the  Governor  (less  the  amount  canceled  pursuant 
to  section  101  of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged  for  an  equal 
par  amount  of  class  A  stock  of  the  Federal  intermediate  credit  bank  in  which 
such  corporation  is  merged  pursuant  to  section  101  of  such  Act.  No  dividends 
shall  be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year  each  such 
bank  shall  determine  the  amount  of  its  class  A  stock  which  shall  be  retired. 
Whenever  the  total  of  the  capital  stock,  participation  certificates,  surplus,  and 
reserves  of  the  bank  is  more  than  one-sixth  of  the  highest  month-end  balance 
of  debentures  and  other  obligations  issued  by  or  for  the  bank,  outstanding  during 
the  immediately  preceding  five  years,  the  minimum  amount  of  class  A  stock  to 
be  retired  shall' be  the  total  amount  of  class  B  stock  and  participation  certificates 
issued  for  that  year.  All  class  A  stock  shall  be  retired  at  par.  The  proceeds  of 
such  class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury  as 
miscellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the  amount  of  class  A 
stock  of  the  bank  issued  in  exchange  for  stock  of  the  production  credit  corpora¬ 
tion.  The  proceeds  of  any  farther  such  stock  retirements  shall  be  paid  into  the 
revolving  fund  established  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as 
amended.  The  Governor  of'  the  Farm  Credit  Administration  is  authorized  to 
purchase  from  time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he 
determines  is  needed  to  meet  the  credit  needs  of  the  bank  and  such  revolving 
fund  shall  continue  to  be  available  for  such  purchases  as  provided  in  said  sec¬ 
tion  5  (e).  The  Governor  may  at  any  time  require  the  bank  to  retire  such  class 
A  stock  if,  in  his  judgment,  the  bank  has  resources  available  therefor,  and  the 
proceeds  of  such  retirements  shall  be  returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may  be  issued 
only  to  production  credit  associations  in  series  and  amounts  approved  by  the 
Farm  Credit  Administration.  Such  stock  shall  be  issued  only  at  par  and  may 
be  transferred  to  another  production  credit  association  with  the  approval  of  the 
issuing  bank.  Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay 
like  dividends  on  class  B  stock  and  participation  certificates  in  an  amount  not 
to  exceed  5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Divi¬ 
dends  on  class  B  stock  and  participation  certificates  shall  not  be  cumulative. 
Within  sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the 
production  credit  associations  shall  subscribe  to  class  B  stock  in  the  banks  in 
an  aggregate  amount  equal  to  15  per  centum  of  the  total  amount  of  class  A  stock 
in  all  banks.  Such  required  amount  of  subscriptions  shall  be  allotted  among  the 
several  districts  in  the  proportion  that  the  average  amount  of  the  bank’s  loans 
to  and  discounts  for  the  production  credit  associations  of  the  district,  outstand¬ 
ing  during  the  immediately  preceding  five  fiscal  years,  is  of  the  average  of  such 
loans  and  discounts  of  all  banks  outstanding  during  such  five-year  period.  The 
amount  so  allotted  to  each  district  shall  be  further  allotted  to  each  production 
credit  association  on  the  basis  of  the  proportion  that  its  average  indebtedness 
(loans  and  discounts)  to  the  bank  during  the  immediately  preceding  five  fiscal 
years  is  of  the  average  of  such  indebtedness  of  all  production  credit  associations 
to  the  bank  during  such  five-year  period.  Each  production  credit  association 
shall  subscribe  to  class  B  stock  in  the  bank  of  the  district  in  the  amount  so 
allotted  to  it.  One-third  of  the  purchase  price  of  such  stock  subscription  shall 
be  paid  at  the  time  <>f  such  subscription,  one-third  shall  he  paid  within  one  year 
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after  the  effective  date  of  said  Act,  and  the  balance  shall  be  paid  within  two 
years  after  such  effective  date.  Such  class  B  stock  shall  be  issued  as  payments 
therefor  are  made.  Any  production  credit  association  chartered  after  the  effec¬ 
tive  date  of  the  Farm  Credit  Act  of  1956  shall  thereupon  purchase  class  B  stock 
in  the  bank  in  the  amount  of  $5,000,  and  such  amount  shall  be  adjusted  at  the 
end  of  five  years  thereafter  to  an  amount  determined  by  applying  to  its  average 
indebtedness  to  the  bank  during  such  five-year  period  the  same  percentage  as  the 
percentage  which  the  initial  subscriptions  of  other  production  credit  associations 
was  of  their  indebtedness,  as  provided  in  this  subsection:  Provided,  That  this 
provision  shall  not  apply  to  any  association  owning  stock  in  the  bank  in  such 
required  amount  as  a  result  of  merger,  consolidation,  or  reorganization  of  one  or 
more  associations.  After  all  class  A  stock  has  been  retired,  the  bank  may  retire 
class  B  stock  at  par  and  participation  certificates  at  face  amount  under  policies 
established  by  the  Farm  Credit  Administration.  Class  B  stock  and  participation 
certificates  shall  be  retired  without  preference  and  in  such  manner  that  the 
oldest  outstanding  stock  or  certificates  at  any  given  time  will  be  retired  first. 
In  case  of  liquidation  or  dissolution  of  any  production  credit  association  or  other 
financing  institution,  the  stock  or  participation  certificates  of  the  bank  owned  by 
such  association  or  institution  may  be  retired  by  the  bank  at  the  fair  book  value 
thereof,  not  exceeding  par  or  face  amount,  as  the  case  may  be. 

“(b)  Lien  on  Stock  and  Participation  Certificates. — Each  Federal  inter¬ 
mediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the  bank  owned  by  each 
production  credit  association  and  on  all  participation  certificates  owned  by  other 
financing  institutions  as  additional  collateral  for  any  indebtedness  of  the  holders 
thereof  to  the  bank :  Provided,  That  the  bank  shall  make  no  loan  or  advance  on 
the  security  of  its  own  stock  or  participation  certificates.  In  any  case  where  the 
debt  of  a  production  credit  association  or  other  financing  institution  is  in  default, 
the  bank  may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 
association  or  of  the  participation  certificates  held  by  the  other  financing  institu¬ 
tion  at  the  fair  book  value  thereof,  not  exceeding  par  or  face  amount,  as  the 
case  may  be.  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows  : 

“application  of  earnings 

“Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year,  each  Federal 
intermediate  credit  bank  shall  determine  the  amount  of  its  net  earnings  after 
paying  or  providing  for  all  operating  expenses  (including  reasonable  valuation 
reserves  and  losses  in  excess  of  any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows:  (1)  To  the  restoration  of  the  amount  of  the  im¬ 
pairment,  if  any,  of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors ;  (2)  to  the  restoration  of  the  amount  of  the  impairment, 
if  any,  of  the  surplus  account  established  by  this  subsection,  as  determined  by  its 
board  of  directors;  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 
to  create  and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  outstand¬ 
ing  capital  stock  and  participation  certificates  of  the  bank  ;  (4)  if  said  bank  shall 
have  outstanding  capital  stock  held  by  the  United  States  during  the  whole  or 
any  part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a  franchise 
tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not  exceeding, 
however,  a  rate  of  return  on  such  Government  capital  calculated  at  a  rate  equal 
to  the  computed  average  annual  rate  of  interest  on  all  public  issues  of  public  debt 
obligations  of  the  United  States  issued  during  the  fiscal  year  of  the  United 
States  Treasury  ending  next  before  such  tax  is  due,  as  certified  to  the  Farm 
Credit  Administration  by  the  Secretary  of  the  Treasury;  (5)  dividends  on  class 
B  stock  and  participation  certificates  may  be  declared  as  provided  in  section  205 
(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall  be  distributed  as 
patronage  refunds  as  provided  in  subsection  (b)  of  this  section.  Notwithstand¬ 
ing  the  provisions  of  item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year 
the  sum  of  the  surplus  and  the  reserve  account  of  any  bank  is  less  than  its  out¬ 
standing  capital  stock  and  participation  certificates,  the  bank  shall  continue  to 
apply  such  25  per  centum  of  its  net  earnings  to  the  reserve  account  until  the  sum 
of  the  surplus  and  the  reserve  account  is  equal  to  its  outstanding  capital  stock 
and  participation  certificates.  Each  bank  shall,  on  the  effective  date  of  the  Farm 
Credit  Act  of  1956,  establish  a  surplus  account  consisting  of  its  earned  surplus 
account,  in  reserve  for  contingencies,  and  the  surplus  of  the  in'oduction  credit 
corporation  transferred  to  the  bank.  No  part  of  such  surplus  of  any  bank  shall 
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be  distributed  as  patronage  refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year 
after  providing  for  all  operating  expenses  (including  reasonable  valuation  re¬ 
serves  and  losses  in  excess  of  any  such  applicable  reserves),  such  loss  shall  be 
absorbed  by :  First,  charges  to  the  reserve  account ;  second,  charges  to  surplus 
other  than  that  transferred  from  the  production  credit  corporation  of  the  district ; 
third,  charges  to  surplus  transferred  from  the  production  credit  corporation  of 
the  distict ;  fourth,  the  impairment  of  class  B  stock  and  participation  certificates ; 
and  fifth,  the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end  of  its  fiscal  year  a  Federal 
intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  refunds  de¬ 
clared  for  that  year  shall  be  paid  in  class  B  stock  to  production  credit  associa¬ 
tions  and  in  participation  certificates  to  other  financing  institutions  borrowing 
from  or  rediscounting  with  the  bank  during  the  fiscal  year  for  which  such  re¬ 
funds  are  declared.  The  recipients  of  such  patronage  refunds  shall  not  be  sub¬ 
ject  to  Federal  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year  a 
Federal  intermediate  credit  bank  has  no  class  A  stock  outstanding,  patronage 
refunds  declared  for  that  year  may  be  paid  in  such  class  B  stock  and  participa¬ 
tion  certificates  or  in  cash  as  determined  by  the  bank.  All  patronage  refunds 
shall  be  paid  in  the  proportion  that  the  amount  of  interest  earned  by  the  bank 
on  its  loans  to  and  discounts  for  each  production  credit  association  or  other 
financing  institution  bears  to  the  total  interest  earned  by  the  bank  on  all  such 
loans  and  discounts  outstanding  during  the  fiscal  year.  Each  participation  cer¬ 
tificate  issued  in  payment  of  patronage  refunds  shall  be  in  multiples  of  $5  and 
shall  state  on  its  face  the  rights,  privileges,  and  conditions  applicable  thereto. 
Patronage  refunds  shall  not  be  paid  to  any  other  Federal  intermediate  credit 
bank,  or  to  any  Federal  land  bank  or  bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution. — In  the  case 
of  liquidation  or  dissolution  of  any  Federal  intermediate  credit  bank,  after  the 
payment  or  retirement  as  the  case  may  be,  first,  of  all  liabilities ;  second,  of  all 
class  A  stock  at  par  ;  third,  of  all  class  B  stock  at  par  and  all  participation  certifi¬ 
cates  at  face  amount;  any  surplus  established  pursuant  to  subsection  (a)  of 
this  section  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata, 
and  any  remaining  assets  shall  be  distributed  to  the  holders  of  class  B  stock  and 
the  holders  of  participation  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm  Loan  Act,  as  amended, 
is  hereby  amended  by  adding  at  the  end  thereof  the  following  sentence :  “The 
directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit  Admin¬ 
istration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct  of  the  busi¬ 
ness  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows : 

“Sec.  202.  (a)  the  Federal  intermediate  credit  banks,  when  chartered  and 
established,  shall  have  power,  subject  solely  to  the  restrictions,  limitations,  and 
conditions  contained  in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit 
Administration  not  inconsistent  with  the  provisions  of  this  Act — 

“(1)  to  discount  for,  or  purchase  from,  any  production  credit  association 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  with  its  endorse¬ 
ment,  any  note,  draft,  or  other  such  obligation  presented  by  such  association  ; 
and  to  make  loans  and  advances  to  any  such  association  secured  by  such 
collateral  as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration  ; 

“(2)  to  discount  for,  or  purchase  from,  any  national  bank.  State  bank, 
trust  company,  agricultural  credit  corporation,  incorporated  livestock  loan 
company,  savings  institution,  credit  union,  and  any  association  of  agricul¬ 
tural  producers  engaged  in  the  making  of  loans  to  farmers  and  ranchers, 
with  its  endorsement,  any  note,  draft,  or  other  such  obligation  the  proceeds 
of  which  have  been  advanced  or  used  in  the  first  instance  for  any  agricul¬ 
tural  purpose,  including  the  breeding,  raising,  fattening,  or  marketing  of 
livestock :  and  to  make  loans  and  advances  to  any  such  financing  institution 
secured  by  such  collateral  as  may  be  approved  by  the  Governor  of  the  Farm 
Credit  Administration :  Provided,  That  no  such  loan  or  advance  shall  be 
made  upon  the  security  of  collateral  other  than  notes  or  other  such  obliga¬ 
tions  of  farmers  and  ranchers  eligible  for  discount  or  purchase  under  the 
provisions  of  this  section,  unless  such  loan  or  advance  is  made  to  enable  the 
financing  institution  to  make  or  carry  loans  for  any  agricultural  purpose :  and 
“t3)  to  make  loans  and  discount  paper  for  any  other  Federal  intermediate 
credit  bank,  any  Federal  land  bank,  or  any  bank  for  cooperatives  organized 
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under  the  Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms  and  at  rates 
of  interest  or  discount  approved  by  the  Farm  Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended  by 
changing  the  word  “three”  to  the  word  “seven”. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows : 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit  bank 
shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors  of  the  bank 
shall  from  time  to  time  determine  with  the  approval  of  the  Farm  Credit  Admin¬ 
istration,  but  the  rates  charged  financing  institutions  other  than  production  credit 
associations  shall  be  the  same  as  those  charged  production  credit  associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act  is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby  amended 
by  inserting  in  paragraph  “Seventeenth”,  after  the  words  “Federal  land  banks”, 
a  comma  and  the  words  “to  Federal  intermediate  credit  banks,  or  to  banks  for 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as  amended,”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amend¬ 
ed  to  read  as  follows  : 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administration,  hereinafter  in  this 
Act  referred  to  as  the  ‘Governor’,  is  authorized  and  directed  to  organize  and 
charter  twelve  banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such  bank 
shall  be  established  in  each  city  in  which  there  is  located  a  Federal  land  bank. 
The  members  of  the  several  farm  credit  boards  of  the  farm  credit  districts  pro¬ 
vided  for  in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  shall  be  ex 
officio  the  directors  of  the  respective  banks  for  cooperatives.  Such  directors 
shall  have  power,  subject  to  the  approval  of  the  Governor,  to  employ  and  fix  the 
compensation  of  such  officers  and  employees  of  such  banks  as  may  be  necessary 
to  carry  out  the  powers  and  duties  conferred  upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  from  the 
first  sentence  the  words  “the  production  credit  corporations  and”  and  by  striking 
from  the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
changing  “$120,000,000”  in  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  strik¬ 
ing  from  subsection  (b)  thereof  the  words  “the  production  credit  corporations 
and”;  (3)  by  changing  “$40,000,000”  in  subsection  (e)  thereof  to  “$100,000,000” ; 
and  (4)  by  striking  from  subsection  (e)  thereof  the  words  “and/or  paid-in 
surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  to  read 
as  follows : 

“investment  by  governor  in  stock  of  production  credit  associations 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production  credit 
association  in  such  amounts  as  he  determines  are  required  to  meet  the  credit 
needs  of  farmers  in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  au¬ 
thorized  by  section  5  (a)  of  this  Act  and  such  stock  shall  be  held  by  him  on  be¬ 
half  of  the  United  States.  The  Governor  may  at  any  time  require  any  production 
credit  association  to  retire  and  cancel  any  class  A  stock  held  by  him  in  such 
association  if,  in  his  judgment,  the  association  lias  resources  available  therefor, 
and  the  proceeds  of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is  amended  by  changing  the 
fourth  sentence  to  read  as  follows :  “Such  articles  shall  be  signed  by  the  in¬ 
dividuals  uniting  to  form  the  association  and  a  copy  thereof  shall  be  furnished 
to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “production  credit  corporations” 
and  substituting  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by  deleting 
the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  changing  the  first  sentence  to  read  as  follows :  “Each  production  credit  as¬ 
sociation  shall,  under  such  rules  and  regulations  as  may  be  prescribed  by  the 
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farm  credit  board  of  the  district  with  the  approval  of  the  Farm  Credit  Admin¬ 
istration,  invest  its  funds  and  make  loans  to  farmers  for  general  agricultural 
purposes  and  other  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 
sentence;  (3)  by  striking  from  the  third  sentence  the  word  “corporation”  and 
inserting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank” ;  and 
(4)  by  changing  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon 
and  adding  the  following :  “Provided,  That  an  association  may,  under  rules 
and  regulations  issued  by  the  Farm  Credit  Administration,  make  loans  to  any 
class  B  stockholder  secured  by  warehouse  receipts  covering  agricultural  com¬ 
modities  stored  in  bonded  warehouses  without  the  purchase  of  additional  class 
B  stock.” 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal 
land  banks  or  Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal 
land  banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  (50  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “the  production  credit  corpora¬ 
tions,” ;  (2)  by  striking  from  the  second  sentence  the  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or  association”;  and 
(3)  by  striking  from  the  third  sentence  the  words  “production  credit  corpora¬ 
tion  or  ,  “or  corporation”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is  amended  (1)  by  striking 
from  the  first  sentence  the  words  “production  credit  corporation,”;  and  (2) 
by  striking  from  the  second  and  third  sentences  the  words  “association,  or  cor¬ 
poration  ,  wherever  they  appear  therein,  and  substituting  in  lieu  thereof  the 
words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “the  production  credit  corporations,”  ; 

(2)  by  striking  from  the  first  and  second  sentences  the  words  “associations,  or 
corporations”  and  “associations,  and  corporations,”  and  substituting  in  lieu 
thereof  the  words  “or  associations”  and  “and  associations,”,  respectively;  and 

(3)  by  changing  the  last  sentence  to  read  as  follows:  “The  exemption  provided 
herein  shall  not  apply  with  respect  to  any  production  credit  association  or  its 
property  or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has  been 
retired,  or  with  respect  to  any  bank  for  cooperatives  or  its  property  or  income 
after  the  stock  held  in  it  by  the  United  States  has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  out  the  words  “production  credit  corporation,”;  and  (2)  by  striking 
out  the  words  “association  or  corporation”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  the  words  “or  association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  19.33  is  hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  is 
amended  (1)  by  striking  from  subsection  (d)  (2)  (B)  the  words  “production 
credit  corporation  of  the  district”  and  substituting  in  lieu  thereof  the  words 
“Governor  of  the  Farm  Credit  Administration”;  and  (2)  by  striking  from  sub¬ 
section  (h)  the  words  “production  credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is  amended  (1)  by  striking 
from  the  first  sentence  of  subsection  (a)  the  words  “production  credit  corpora¬ 
tion,”  ;  (2)  by  striking  from  the  third  sentence  of  subsection  (a)  the  word 
“three”;  (3)  by  striking  from  the  first  sentence  of  subsection  (b)  the  words 
“the  bank  for  cooperatives,  and  the  production  credit  corporation”  and  substi¬ 
tuting  in  lieu  thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4)  by 
striking  from  the  last  sentence  of  subsection  (b)  the  words  “production  credit 
corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of  1953  is  amended  by  striking 
out  the  words  “production  credit  corporation”,  wherever  they  appear  therein, 
and  substituting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  1953  is  amended  to 
read  as  follows : 

“(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding,  after  the 
effective  date  of  this  Act  any  production  credit  association  may,  with  the  approval 
of  the  Farm  Credit  Administration,  issue  nonvoting  preferred  stock,  to  be  known 
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as  class  C  stock,  which  may  he  purchased  and  held  by  the  Governor  of  the  Farm 
Credit  Administration  and  by  investors :  Provided,  That  the  issuance  of  such 
stock  shall  be  authorized  by  vote  of  not  less  than  two-thirds  of  the  outstanding 
shares  of  class  A  stock  of  the  association  (other  than  shares  held  by  the  Governor 
of  the  Farm  Credit  Administration)  by  the  holders  thereof  in  person  or  by  proxy 
and  by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  B  stock 
of  the  association  by  the  holders  thereof  in  person  or  by  proxy;  and  for  this  pur¬ 
pose  holders  of  class  A  stock  (other  than  the  Governor  of  the  Farm  Credit 
Administration)  and  holders  of  class  B  stock  shall  be  entitled  to  one  vote  for  each 
share  of  stock  held  by  them.  Payments  for  such  stock  purchased  by  the  Governor 
shall  be  made  out  of  the  revolving  fund  created  by  section  5  (a)  of  the  Farm 
Credit  Act  of  1933,  as  amended,  and  the  proceeds  from  the  retirement  of  any 
such  stock  shall  be  paid  into  such  revolving  fund.” 

Sec.  108.  Section  001  of  the  Department  of  Agriculture  Organic  Act  of  1944, 
as  amended,  is  hereby  amended  (1)  by  striking  from  subsection  (a)  the  words 
“production  credit  corporations,”,  wherever  they  appear  therein,  and  the  word 
“corporations,”;  (2)  by  striking  from  subsection  (b)  the  words  “the  Federal 
intermediate  credit  banks,  and  the  production  credit  corporations”  and  substitut¬ 
ing  in  lieu  thereof  the  words  “and  the  Federal  intermediate  credit  banks” ;  and 

(3)  by  striking  from  subsections  (b)  and  (c)  the  words  “and  corporation”,  “and 
corporations”,  and  “corporation,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United  States  Code,  are  hereby 
amended  by  striking  from  each  such  section  the  words  “or  in  which  a  production 
credit  corporation  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control  Act,  as  amended,  is 
amended  (1)  by  striking  from  section  101  the  words  “Federal  Intermediate 
Credit  Banks;  Production  Credit  Corporations;”;  (2)  by  inserting  in  section  201 
immediately  following  “(3)”  the  words  “Federal  Intermediate  Credit  Banks, 

(4) ”;  (3)  by  changing  “(4)”  in  section  201  to  “(5)”;  and  (4)  by  striking  from 
sections  302  and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal  intermediate  credit  banks 
may  utilize  their  funds  for  administrative  expenses  without  regard  to  the  limita¬ 
tions  contained  in  any  other  Act  of  Congress  governing  the  expenditure  of 
appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of  the  Revised  Statutes  as  amended, 
is  amended  (1)  by  inserting  in  next  to  the  last  sentence  immediately  before  the 
words  “Federal  Home  Loan  Banks”,  the  words  “thirteen  banks  for  cooperatives 
or  any  of  them  or  the”  ;  and  (2)  by  changing  the  last  sentence  to  read  as  follows  : 
“The  limitations  and  restrictions  herein  contained  as  to  dealing  in  and  under¬ 
writing  investment  securities  shall  not  apply  to  obligations  issued  by  the  Inter¬ 
national  Bank  for  Reconstruction  and  Development  which  are  at  the  time  eligible 
for  purchase  by  a  national  bank  for  its  own  account :  Provided,  That  no  associa¬ 
tion  shall  hold  obligations  issued  by  said  bank  as  a  result  of  underwriting,  deal¬ 
ing,  or  purchasing  for  its  own  account  (and  for  this  purpose  obligations  as  to 
which  it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total  amount 
exceeding  at  any  one  time  10  per  centum  of  its  capital  stock  actually  paid  in  and 
unimpaired  and  10  per  centum  of  its  unimpaired  surplus  fund. 

Sec.  202.  (a)  This  Act  shall  become  effective  on  January  1  next  following  its 
enactment. 

(b)  For  purposes  of  applying  the  amendment  in  section  103  of  this  Act,  that 
part  of  the  fiscal  year  1957  preceding  the  effective  date  of  this  Act  shall  be  deemed 
to  be  a  separate  fiscal  year. 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  application  thereof  to  any 
person  or  circumstance,  is  held  invalid,  the  remainder  of  the  Act.  and  the  applica¬ 
tion  of  such  provisions  to  other  persons  or  circumstances,  shall  not  be  affected 
thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  expressly  reserved. 
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[H.  R.  10392,  84th  Cong.,  2d  sess.] 

A  RILL  To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks  ;  to 

provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit  banks;  to 

provide  for  supervision  of  production  credit  associations  ;  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  this  Act  may  be  cited  as  the  “Farm  Credit 
Act  of  1956”. 

DECLARATION  OF  POLICY 

Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide  agri¬ 
culture  with  a  sound,  dependable,  and  effective  source  of  credit ;  to  promote  the 
efficiency  of  the  Farm  Credit  System  by  merging  production  credit  corporations 
in  Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership  of  the 
merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage  and 
promote  the  continued  growth  and  development  of  the  production  credit  associa¬ 
tions  as  self-supporting  cooperative  lending  institutions  operating  on  a  sound 
credit  basis  with  maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  production  credit  system ; 
and  to  continue  to  provide  other  financing  institutions  making  loans  to  farmers 
and  ranchers  with  the  right  to  borrow  from  and  rediscount  with  such  merged 
banks  on  a  basis  comparable  with  the  production  credit  associations  regardless 
of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  be  construed  in 
keeping  with  this  declaration  of  policy. 

TITLE  I— PRODUCTION  CREDIT  SYSTEM 

MERGER  OF  PRODUCTION  CREDIT  CORPORATIONS  IN  FEDERAL  INTERMEDIATE 

CREDIT  BANKS 

Sec.  101.  (a)  Transfer  of  Assets. — The  production  credit  corporation  in  each 
farm  credit  district  is  hereby  merged  in  the  Federal  intermediate  credit  bank  of 
the  district  and  all  assets,  funds,  contracts,  property,  and  records  belonging  to 
such  corporation,  except  stock  in  production  credit  associations,  are  hereby  trans¬ 
ferred  to  and  vested  in  such  bank.  All  obligations  and  liabilities  of  the  produc¬ 
tion  credit  corporation  shall  be  assumed  by  the  Federal  intermediate  credit  bank 
of  the  district.  Stock  held  by  each  production  credit  corporation  in  production 
credit  associations  is  transferred  to  the  Governor  of  the  Farm  Credit  Admin¬ 
istration  to  be  held  by  him  on  behalf  of  the  United  States,  and  the  Governor  shall 
cancel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associations. — In 
order  to  carry  out  the  declared  policy  of  this  Act  with  respect  to  the  production 
credit  associations,  the  Farm  Credit  Administration  shall,  by  appropriate  pro¬ 
visions  in  the  charter  and  bylaws,  or  otherwise,  provide  for  such  organization 
and  assignment  of  functions  within  the  Federal  intermediate  credit  banks  as  will 
assure  proper  supervision  of  and  assistance  to  the  production  credit  associations 
in  a  manner  which  will  enable  them  to  make  sound  credit  available  to  farmers 
and  ranchers.  The  income  derived  from  the  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  to  the  Federal  intermediate  credit  bank  of  the  district 
shall  be  used  to  pay  expenses  of  the  bank  in  providing  such  supervision  and 
assistance,  and  expenses  in  excess  of  such  income  may  be  paid  out  of  other 
resources  of  the  bank. 

(c)  Officers  and  Employees. — Notwithstanding  any  other  provisions  of  law, 
the  employment  of  the  officers  and  employees  of  each  Federal  intermediate  credit 
bank  and  each  production  credit  corporation  is  terminated  on  the  effective  date 
of  this  Act  and  the  board  of  directors  of  the  Federal  intermediate  credit  bank 
shall,  not  later  than  sixty  days  prior  to  the  effective  date  of  this  Act.  take  all 
necessary  action  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board  determines  they  are 
qualified  and  needed  to  carry  out  the  functions,  powers,  and  duties  of  the  Federal 
intermediate  credit  bank.  Such  reemployment  shall  be  subject  to  the  approval 
of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows : 

“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividends;  and  Retirement 
of  Stock. — Each  Federal  intermediate  credit  bank  is  authorized  to  issue  class 
A  and  class  B  stock  an  follows ; 
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“(1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall  be  issued 
to  and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf  of 
the  United  States.  Stock  of  all  Federal  intermediate  credit  banks  held  by  the 
Secretary  of  the  Treasury  shall  be  transferred  to  the  Governor  and  may  be  re¬ 
allocated  by  him  in  such  manner  as  he  determines  necessary  to  meet  the  needs 
of  the  respective  banks.  The  Governor  shall  then  exchange  such  stock  of  each 
bank  for  an  equal  par  amount  of  class  A  stock  of  the  bank.  Stock  of  each  pro¬ 
duction  credit  corporation  held  by  the  Governor  (less  the  amount  canceled  pur¬ 
suant  to  section  101  of  the  Farm  Credit  Act  of  1936)  shall  be  exchanged  for  an 
equal  par  amount  of  class  A  stock  of  the  Federal  intermediate  credit  bank  in 
which  such  corporation  is  merged  pursuant  to  section  101  of  such  Act.  No 
dividends  shall  be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year 
each  such  bank  shall  determine  the  amount  of  its  class  A  stock  which  shall  be  re¬ 
tired.  Whenever  the  total  of  the  capital  stock,  participation  certificates,  surplus, 
and  reserves  of  the  bank  is  more  than  one-sixth  of  the  highest  month-end  balance 
of  debentures  and  other  obligations  issued  by  or  for  the  bank,  outstanding  during 
the  immediately  preceding  five  years,  the  minimum  amount  of  class  A  stock  to  be 
retired  shall  be  the  total  amount  of  class  B  stock  and  participation  certificates 
issued  for  that  year.  All  class  A  stock  shall  be  retired  at  par.  The  proceeds  of 
such  class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury  as  mis¬ 
cellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the  amount  of  class  A 
stock  of  the  bank  issued  in  exchange  for  stock  of  the  production  credit  corpora¬ 
tion.  The  proceeds  of  any  further  such  stock  retirements  shall  be  paid  into  the 
revolving  fund  established  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as 
amended.  The  Governor  of  the  Farm  Credit  Administration  is  authorized  to 
purchase  from  time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he  de¬ 
termines  is  needed  to  meet  the  credit  needs  of  the  bank  and  such  revolving  fund 
shall  continue  to  be  available  for  such  purchases  as  provided  in  said  section  5 
(e).  The  Governor  may  at  any  time  require  the  bank  to  retire  such  class  A 
stock  if,  in  his  judgment,  the  bank  has  resources  available  therefor,  and  the 
proceeds  of  such  retirements  shall  be  returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may  be  issued 
only  to  production  credit  associations  in  series  and  amounts  approved  by  the 
Farm  Credit  Administration.  Such  stock  shall  be  issued  only  at  par  and  may 
be  transferred  to  another  production  credit  association  with  the  approval  of  the 
issuing  bank.  Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay 
like  dividends  on  class  B  stock  and  participation  certificates  in  an  amount  not 
to  exceed  5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Divi¬ 
dends  on  class  B  stock  and  participation  certificates  shall  not  be  cumulative. 
Within  sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the 
production  credit  associations  shall  subscribe  to  class  B  stock  in  the  banks  in 
an  aggregate  amount  equal  to  15  per  centum  of  the  total  amount  of  class  A  stock 
in  ail  banks.  Such  required  amount  of  subscriptions  shall  be  allotted  among 
the  several  districts  in  the  proportion  that  the  average  amount  of  the  bank’s 
loans  to  and  discounts  for  the  production  credit  associations  of  the  district,  out¬ 
standing  during  the  immediately  preceding  five  fiscal  years,  is  of  the  average  of 
such  loans  and  discounts  of  all  banks  outstanding  during  such  five-year  period. 
The  amount  so  allotted  to  each  district  shall  be  further  allotted  to  each  production 
credit  association  on  the  basis  of  the  proportion  that  its  average  indebtedness 
(loans  and  discounts)  to  the  bank  during  the  immediately  preceding  five  fiscal 
years  is  of  the  average  of  such  indebtedness  of  all  production  credit  associations 
to  the  bank  during  such  five-year  period.  Each  production  credit  association  shall 
subscribe  to  class  B  stock  in  the  bank  of  the  district  in  the  amount  so  allotted  to 
it.  One-third  of  the  purchase  price  of  such  stock  subscription  shall  be  paid  at  the 
time  of  such  subscription,  one-tliird  shall  be  paid  within  one  year  after  the  effec¬ 
tive  date  of  said  Act,  and  the  balance  shall  be  paid  within  two  years  after  such 
effective  date.  Such  class  B  stock  shall  be  issued  as  payments  therefor  are  made. 
Any  production  credit  association  chartered  after  the  effective  date  of  the  Farm 
Credit  Act  of  1956  shall  thereupon  purchase  class  B  stock  in  the  bank  in  the 
amount  of  $5,000,  and  such  amount  shall  be  adjusted  at  the  end  of  five  years  there¬ 
after  to  an  amount  determined  by  applying  to  its  average  indebtedness  to  the 
hank  during  such  five-year  period  the  same  percentage  as  the  percentage  which 
the  initial  subscriptions  of  other  production  credit  associations  was  .of  their 
indebtedness,  as  provided  in  this  subsection:  Provided,  That  this  provision  shall 
not  apply  to  any  association  owning  stock  in  the  bank  in  such  required  amount 
as  a  result  of  merger,  consolidation,  or  reorganization  of  one  or  more  associations. 
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After  all  class  A  stock  has  been  retired,  the  bank  may  retire  class  B  stock  at  par 
and  participation  certificates  at  face  amount  under  policies  established  by  the 
Farm  Credit  Administration.  Class  B  stock  and  participation  certificates  shall 
be  retired  wtihout  preference  and  in  such  manner  that  the  oldest  outstanding 
stock  or  certificates  at  any  given  time  will  be  retired  first.  In  case  of  liquida¬ 
tion  or  dissolution  of  any  production  credit  association  or  other  financing  insti¬ 
tution,  the  stock  or  participation  certificates  of  the  bank  owned  by  such  associa¬ 
tion  or  institution  may  be  retired  by  the  bank  at  the  fair  hook  value  thereof,  not 
exceeding  par  or  face  amount,  as  the  case  may  be. 

“(h)  Lien  on  Stock  and  Participation  Certificates. — Each  Federal  inter¬ 
mediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the  bank  owned  by 
each  production  credit  association  and  on  all  participation  certificates  owned 
by  other  financing  institutions  as  additional  collateral  for  any  indebtedness 
of  the  holders  thereof  to  the  hank :  Provided,  That  the  bank  shall  make  no  loan 
or  advance  on  the  security  of  its  own  stock  or  participation  certificates.  In  any 
case  where  the  debt  of  a  production  credit  association  or  other  financing  insti¬ 
tution  is  in  default,  the  bank  may  retire  and  cancel  all  or  a  part  of  the  stock 
of  the  bank  held  by  the  association  or  of  the  participation  certificates  held  by 
the  other  financing  institutions  at  the  fair  book  value  hereof,  not  exceeding 
par  or  face  amount,  as  the  case  may  be,  in  total  or  partial  liquidation  of  the 
debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows : 

“application  of  earnings 

“Sec.  206  (a)  Annual  Application.  At  the  end  of  its  fiscal  year,  each  Federal 
intermediate  credit  hank  shall  determine  the  amount  of  its  net  earnings  after 
paying  or  providing  for  all  operating  expenses  (including  reasonable  valuation 
reserves  and  losses  in  excess  of  any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows :  ( 1 )  To  the  restoration  of  the  amount  of  the  im¬ 
pairment,  if  any,  of  capital  stock  and  participation  certificates,  as  determined  by 
its  board  of  directors;  (2)  to  the  restoration  of  the  amount  of  the  impairment, 
if  any,  of  the  surplus  account  established  by  this  subsection,  as  determined  by  its 
board  of  directors;  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 
to  create  and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  out¬ 
standing  capital  stock  and  participation  certificates  of  the  bank ;  (4)  if  said 
bank  shall  have  outstanding  capital  stock  held  by  the  United  States  during  the 
whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a 
franchise  tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not 
exceeding,  however,  a  rate  of  return  on  such  Government  capital  calculated  at 
a  rate  equal  to  the  computed  average  annual  rate  of  interest  on  all  public  issues 
of  public  debt  obligations  of  the  United  States  issued  during  the  fiscal  year 
of  the  United  States  Treasury  ending  next  before  such  tax  is  due,  as  certified 
to  the  Farm  Credit  Administration  by  the  Secretary  of  the  Treasury;  (5)  divi¬ 
dends  on  class  B  stock  and  participation  certificates  may  be  declared  as  pro¬ 
vided  in  section  205  (a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 
be  distributed  as  patronage  refunds  as  provided  in  subsection  (b)  of  this  section. 
Notwithstanding  the  provisions  of  item  (3)  of  this  subsection,  if  at  the  end  of 
any  fiscal  year  the  sum  of  the  surplus  and  reserve  account  of  any  bank  is  less 
than  its  outstanding  capital  stock  and  participation  certificates,  the  hank  shall 
continue  to  apply  such  25  per  centum  of  its  net  earnings  to  the  reserve  account 
until  the  sum  of  the  surplus  and  the  reserve  account  is  equal  to  its  outstanding 
capital  stock  and  participation  certificates.  Each  bank  shall,  on  the  effective 
date  of  the  Farm  Credit  Act  of  1956,  establish  a  surplus  account  consisting  of  its 
earned  surplus  account,  its  reserve  for  contingencies,  and  the  surplus  of  the 
production  credit  corporation  transferred  to  the  bank.  No  part  of  such  sur¬ 
plus  of  any  bank  shall  be  distributed  as  patronage  refunds.  In  the  event  of  a 
net  loss  in  any  fiscal  year  after  providing  for  all  operating  expenses  (including 
reasonable  valuation  reserves  and  losses  in  excess  of  any  such  applicable  re¬ 
serves  ) ,  such  loss  shall  be  absorbed  by ;  First,  charges  to  the  reserve  account ; 
second,  charges  to  surplus  other  than  that  transferred  from  the  production  credit 
corporation  of  the  district ;  third,  charges  to  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district ;  fourth,  the  impairment  of  class  B 
stock  and  participation  certificates ;  and  fifth,  the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end  of  its  fiscal  year  a  Federal 
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intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  refunds  de¬ 
clared  for  that  year  shall  be  paid  in  class  B  stock  to  production  credit  associa¬ 
tions  and  in  participation  certificates  to  other  financing  institutions  borrowing 
from  or  rediscounting  with  the  bank  during  the  fiscal  year  for  which  such  refunds 
are  declared.  The  recipients  of  such  patronage  refunds  shall  not  be  subject  to 
Federal  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year  a  Federal 
intermediate  credit  bank  lias  no  class  A  stock  outstanding,  pationage  refunds 
declared  for  that  year  may  be  paid  in  such  class  B  stock  and  participation 
certificates  or  in  cash  as  determined  by  the  bank.  All  patronage  refunds  shall 
be  paid  in  the  proportion  that  the  amount  of  interest  earned  by  the  bank  on  its 
loans  to  and  discounts  for  each  production  credit  association  or  other  financing 
institution  bears  to  the  total  interest  earned  by  the  bank  on  all  such  loans  and 
discounts  outstanding  during  the  fiscal  year.  Each  participation  certificate  is¬ 
sued  in  payment  of  patronage  refunds  shall  be  in  multiples  of  $5  and  shall  state 
on  its  face  the  rights,  privileges,  and  conditions  applicable  thereto.  Patronage 
refunds  shall  not  be  paid  to  any  other  Federal  intermediate  credit  bank,  or  to 
any  Federal  land  bank  or  bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution. — In  the  case  of 
liquidation  or  dissolution  of  any  Federal  intermediate  credit  bank,  after  tlie  pay¬ 
ment  or  retirement,  as  the  case  may  be.  first,  of  all  liabilities ;  second,  of  all 
class  A  stock  at  par :  third,  of  all  class  B  stock  at  par  and  all  participation  cer¬ 
tificates  at  face  amount;  any  surplus  established  pursuant  to  subsection  (a)  of 
this  section  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata, 
and  any  remaining  assets  shall  be  distributed  to  the  holders  of  class  B  stock  and 
the  holders  of  participation  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm  Loan  Act,  as  amended,  is 
hereby  amended  by  adding  at  the  end  thereof  the  following  sentence:  "The 
directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct  of  the  business 
of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows  : 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks,  when  chartered  and 
established,  shall  have  power,  subject  solely  to  the  restrictions,  limitations,  and 
conditions  contained  in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit 
Administration  not  inconsistent  with  the  provisions  of  this  Act — 

“(1)  to  discount  for,  or  purchase  from,  any  production  credit  association 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  with  its  endorse¬ 
ment,  any  note,  draft,  or  other  such  obligation  presented  by  such  association  ; 
and  to  make  loans  and  advances  to  any  such  association  secured  by  such 
collateral  as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  ; 

“(2)  to  discount  for,  or  purchase  from,  any  national  bank,  State  bank, 
trust  company,  agricultural  credit  corporation,  incorporated  livestock  loan 
company,  savings  institution,  credit  union,  and  any  association  of  agricul¬ 
tural  producers  engaged  in  the  making  of  loans  to  farmers  and  ranchers,  with 
its  endorsement,  any  note,  draft,  or  other  such  obligation  the  proceeds  of 
which  have  been  advanced  or  used  in  the  first  instance  for  any  agricultural 
purpose,  including  the  breeding,  raising,  fattening,  or  marketing  of  live¬ 
stock  ;  and  to  make  loans  and  advances  to  any  such  financing  institution 
secured  by  such  collateral  as  may  be  approved  by  the  Governor  of  the  Farm 
Credit  Administration :  Provided,  That  no  such  loan  or  advance  shall  be 
made  upon  the  security  of  collateral  other  than  notes  or  other  such  obliga¬ 
tions  of  farmers  and  ranchers  eligible  for  discount  or  purchase  under  the 
provisions  of  this  section,  imless  such  loan  or  advance  is  made  to  enable  the 
financing  institution  to  make  or  carry  loans  for  any  agricultural  purpose ;  and 
“(3)  to  make  loans  to  and  discount  paper  for  any  other  Federal  inter¬ 
mediate  credit  bank,  any  Federal  land  bank,  or  any  bank  for  cooperatives 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms  and 
at  rates  of  interest  or  discount  approved  by  the  Farm  Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
by  changing  the  word  “three”  to  the  word  “seven”. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows  : 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit  bank 

shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors  of  the  bank 
shall  from  time  to  time  determine  with  the  approval  of  the  Farm  Credit  Admin- 
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istration,  but  the  rates  charged  financing  institutions  other  than  production  credit 
associations  shall  be  the  same  as  those  charged  production  credit  associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act  is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby  amended 
by  inserting  in  paragraph  “Seventeenth”,  after  the  words  “Federal  land  banks  , 
a  comma  and  the  words  “to  Federal  intermediate  credit  banks,  or  to  banks  for 
cooperatives  oragnized  under  the  Farm  Credit  Act  of  1933,  as  amended,”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended,  is 

amended  to  read  as  follows  : 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administration,  hereinafter  in  this 
Act  referred  to  as  the  ‘Governor’,  is  authorized  and  directed  to  organize  and 
charter  twelve  banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such  bank 
shall  be  established  in  each  city  in  which  there  is  located  a  Federal  land  bank. 
The  members  of  the  several  farm  credit  boards  of  the  farm  credit  districts  pro¬ 
vided  for  in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  shall  be  ex 
officio  the  directors  of  the  respective  banks  for  cooperatives.  Such  directors  shall 
have  power,  subject  to  the  approval  of  the  Governor,  to  employ  and  fix  the  com¬ 
pensation  of  such  officers  and  employees  of  such  banks  as  may  be  necessary  to 
carry  out  the  powers  and  duties  conferred  upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  from  the 
first  sentence  the  words  “the  production  credit  corporations  and”  and  by  striking 
from  the  second  sentence  the  words  “corporations  and”. 

( c )  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
changing  “$120,000,000”  in  subsection  (a)  thereof  to  “$60,000,000”  ;  (2)  by  striking 
from  subsection  (b)  thereof  the  words  “the  production  credit  corporations  and”  ; 

(3)  by  changing  $40,000,000”  in  subsection  (e)  thereof  to  “$100,000,000”;  and 

(4)  by  striking  from  subsection  (e)  thereof  the  words  “and/or  paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  to- 
read  as  follows : 


“investment  by  governor  in  stock  of  production  credit  associations 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production  credit 
association  in  such  amounts  as  he  determines  are  required  to  meet  the  credit 
needs  of  farmers  in  the  area  served  by  such  association.  Payments  for  such  stock 
purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  authorized 
by  section  5  (a)  of  this  Act  and  such  stock  shall  be  held  by  him  on  behalf  of 
the  United  States.  The  Governor  may  at  any  time  require  any  production  credit 
association  to  retire  and  cancel  any  class  A  stock  held  by  him  in  such  association 
if,  in  his  judgment,  the  association  has  resources  available  therefor,  and  the  pro¬ 
ceeds  of  such  stock  retirements  shall  be  paid  into  such  revolving  fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is  amended  by  changing  the 
fourth  sentence  to  read  as  follows :  “Such  articles  shall  be  signed  by  the  individ¬ 
uals  uniting  to  form  the  association  and  a  copy  thereof  shall  be  furnished  to  the 
Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “production  credit  corporations” 
and  substituting  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by  deleting 
the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  the  words  “production  credit  corporations”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  “Federal  intermediate  credit  bank.” 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
changing  the  first  sentence  to  read  as  follows :  “Each  production  credit  asso¬ 
ciation  shall,  under  such  rules  and  regulations  as  may  be  prescribed  by  the  farm 
credit  board  of  the  district,  with  the  approval  of  the  Farm  Credit  Administration, 
invest  its  funds  and  make  loans  to  farmers  for  general  agricultural  purposes 
and  other  requirements  of  the  borrowers”;  (2)  by  deleting  the  second  sentence: 
(3)  by  striking  from  the  third  sentence  the  word  “corporation”  and  inserting 
in  lieu  thereof  of  the  words  “Federal  intermediate  credit  bank” ;  and  (4)  by  chang¬ 
ing  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon  and  adding  the 
following:  “Provided,  That  an  association  may,  under  rules  and  regulations  issued 
by  the  Farm  Credit  Administration,  make  loans  to  any  class  B  stockholder 
secured  by  warehouse  receipts  covering  agricultural  commodities  stored  in 
bonded  warehouses  without  the  purchase  of  additional  class  B  stock.” 
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(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal 
land  banks  or  Federal  intermediate  credit  banks”. 

(k)  Section  60  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
striking  from  the  first  sentence  the  words  “the  production  credit  corporations,”  ; 
(2)  by  striking  from  the  second  sentence  the  words  “association,  or  corporation” 
and  substituting  in  lieu  thereof  the  words  “or  association”;  and  (3)  by  striking 
from  the  third  sentence  the  words  “production  credit  corporation  or”,  “or  cor¬ 
poration”,  and  “corporation  or”,  wherever  they  appear  therein. 

(l)  Section  61  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “production  credit  corporation,”; 
and  (2)  by  striking  from  the  second  and  third  sentexrces  the  words  “association, 
or  corporation”,  wherever  they  appear  therein,  and  substituting  in  lieu  thereof 
the  words  “or  association”. 

(m)  Section  62  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  the  words  “production  credit  corporations,”. 

(n)  Section  63  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  fromthe  first  sentence  the  words  “the  production  credit  corporation.” ; 
(2)  by  striking  from  the  first  and  second  sentences  the  words  “associations,  or 
corporations”  and  “associations,  and  corporations,”  and  substituting  in  lieu  there¬ 
of  the  words  “or  associations”  and  “and  associations,”,  respectively;  and  (3)  by 
changing  the  last  sentence  to  read  as  follows :  “The  exemption  provided  herein 
shall  not  apply  with  respect  to  any  production  credit  association  of  its  property 
or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has  been  retired,  or 
with  respect  to  any  bank  for  cooperatives  or  its  property  or  income  after  the  stock 
held  in  it  by  the  United  States  has  been  retired.” 

(o)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
striking  the  words  “production  credit  corporation,”;  and  (2)  by  striking  the 
words  “association  or  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting  in  lieu  thereof  the  words  “or  association”. 

(p)  Section  86a  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  is  amended 

(1)  by  striking  from  subsection  (d)  (2)  (B)  the  words  “production  credit  cor¬ 
poration  of  the  district”  and  substituting  in  lieu  thereof  the  words  “Governor  of 
the  Farm  Credit  Administration”;  and  (2)  by  striking  from  subsection  (h)  the 
words  “production  credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is  amended  (1)  by  striking  from 
the  first  sentence  of  subsection  (a)  the  words  “production  credit  corporation,”; 

(2)  by  striking  from  the  third  sentence  of  subsection  (a)  the  word  “three”; 

(3)  by  striking  from  the  first  sentence  of  subsection  (b)  the  words  “the  bank 
for  cooperatives,  and  the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives” ;  and  (4)  by  striking  from  the 
last  sentence  of  subsection  (b)  the  words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of  1953  is  amended  by  striking 
the  words  “production  credit  corporation”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  1953  is  amended  to 
read  as  follows : 

“(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding,  after  the 
effective  date  of  this  Act  any  production  credit  association  may,  with  the  ap¬ 
proval  of  the  Farm  Credit  Administration,  issue  nonvoting  preferred  stock,  to  be 
known  as  class  C  stock,  which  may  be  purchased  and  held  by  the  Governor  of  the 
Farm  Credit  Administration  and  by  investors:  Provided,  That  the  issuance  of 
such  stock  shall  be  authorized  by  vote  of  not  less  than  two-thirds  of  the  out¬ 
standing  shares  of  class  A  stock  of  the  association  (other  than  shares  held  by 
the  Governor  of  the  Farm  Credit  Administration)  by  the  holders  thereof  in 
person  or  by  proxy  and  by  vote  of  not  less  than  two-thirds  of  the  outstanding 
shares  of  class  B  stock  of  the  association  by  the  holders  thereof  in  person  or 
by  proxy ;  and  for  this  purpose  holders  of  class  A  stock  (other  than  the  Governor 
of  the  Farm  Credit  Administration)  and  holders  of  class  B  stock  shall  be  entitled 
to  one  vote  for  each  share  of  stock  held  by  them.  Payments  for  such  stock  pur¬ 
chased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  created  by 
section  5  (a)  of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  proceeds  from 
the  retirement  of  any  such  stock  shall  be  paid  into  such  revolving  fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture  Organic  Act  of  1944, 
as  amended,  is  hereby  amended  (1)  by  striking  from  subsection  (a)  the  words 
“production  credit  corporation,”,  wherever  they  appear  therein,  and  the  word 
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“corporations.";  (2)  by  striking  from  subsection  (b)  the  words  “the  Federal 
intermediate  credit  banks,  and  the  production  credit  corporations”  and  sub¬ 
stituting  in  lieu  thereof  the  words  “and  the  Federal  intermediate  credit  banks” ; 
and  (3)  by  striking  from  subsections  (b)  and  (c)  the  words  “and  corpora¬ 
tion”,  “and  corporations”,  and  “corporation.”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United  States  Code,  are  hereby 
amended  by  striking  from  each  such  section  the  words  “or  in  which  a  production 
credit  corporation  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control  Act,  as  amended,  is  amended 
(1)  by  striking  from  section  101  the  words  “Federal  Intermediate  Credit  Banks; 
Production  Credit  Corporations;”;  (2)  by  inserting  in  section  201  immediately 
following  “(3)”  the  words  “Federal  Intermediate  Credit  Banks,  (4)”;  (3)  by 
changing  “(4)”  in  section  201  to  “(5)”;  and  (4)  by  striking  from  sections  302 
and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal  intermediate  credit  banks 
may  utilize  their  funds  for  administrative  expenses  without  regard  to  the  limi¬ 
tations  contained  in  any  other  Act  of  Congress  governing  the  expenditure  of 
appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of  the  Revised  Statutes,  as  amended, 
is  amended  (1)  by  inserting  in  next  to  the  last  sentence  immediately  before  the 
words  “Fededal  Home  Loan  Banks”,  the  words  “thirteen  banks  for  cooperatives 
or  any  of  them  or  the”;  and  (2)  by  changing  the  last  sentence  to  read  as  fol¬ 
lows  :  “The  limitations  and  restrictions  herein  contained  as  to  dealing  in  and 
underwriting  investment  securities  shall  not  apply  to  obligations  issued  by  the 
International  Bank  for  Reconstruction  and  Development  which  are  at  the  time 
eligible  for  purchase  by  a  national  bank  for  its  own  account :  Provided,  That  no 
association  shall  hold  obligations  issued  by  said  bank  as  a  result  of  underwriting, 
dealing,  or  purchasing  for  its  own  account  (and  for  this  purpose  obligations 
as  to  which  it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total 
amount  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock  actually  paid 
in  and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus  fund.” 

Sec.  202.  (a)  This  Act  shall  become  effective  on  January  1  next  following 
its  enactment. 

(b)  For  purposes  of  applying  the  amendment  in  section  103  of  this  Act,  that 
part  of  the  fiscal  year  1957  preceding  the  effective  date  of  this  Act  shall  be 
deemed  to  be  a  separate  fiscal  year. 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  application  thereof  to  any 
person  or  circumstance,  is  held  invalid,  the  remainder  of  this  Act,  and  the  ap¬ 
plication  of  such  provisions  to  other  jiersons  or  circumstances,  shall  not  be 
affected  thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  expressly  reserved. 

Mr.  Poage.  And,  of  course,  we  will  consider  along  with  that,  any 
modifications  that  anybody  wants  to  present.  I  understand  that  one 
of  our  colleagues  has  introduced  a  bill  that  has  the  support  of  the 
Bureau  of  the  Budget  and  copies  have  not  come  over  yet,  and  another 
Member  has  introduced  a  bill  that  establishes  some  kind  of  local 
mutual  aid  society,  to  replace  the  present  Farm  Credit  Association. 

Probably,  you  will  want  to  discuss  those  measures  as  we  go  along. 

I  think  probably  it  would  be  well  to  start  out  this  morning  and  get  a 
general  idea  of  this  legislation  by  calling  on  Mr.  Briggs. 

STATEMENT  OF  MARVIN  J.  BRIGGS,  CHAIRMAN,  FEDERAL  FARM 

CREDIT  BOARD 

Mr.  Biuggs.  Chairman  Poage  and  members  of  the  committee,  my 
name  is  Briggs,  Chairman  of  the  Federal  Farm  Credit  Board.  Asso¬ 
ciated  with  me  on  the  Board  and  present  today  are  two  of  the  Direc¬ 
tors,  both  nominees  of  Production  Credit :  Mr.  Munger  from  District 
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1.  Springfield;  Mr.  Matthews  from  District  10,  Houston — I  believe 
that  is  Texas,  Chairman  Poage.  The  other  members  of  the  staff  will 
be  introduced  later. 

I  think,  Mr.  Chairman,  that  we  can  shorten  my  statement  if  I  just 
read  it,  because  it  is  brief. 

Mr.  Poage.  That  will  be  fine.  You  may  proceed. 

Mr.  Briggs.  It  is  a  pleasure  to  appear  before  this  committee  and 
discuss  the  activities  of  the  Federal  Farm  Credit  Board  in  connection 
with  the  development  of  H.  R.  10285,  a  bill  which  would  merge  the 
production  credit  corporations  in  the  Federal  intermediate  credit 
banks  and  provide  the  legislative  means  for  farmer  ownership  of  these 

focinks 

All  other  farm  credit  institutions  supervised  by  the  farm  credit  in¬ 
stitutions  supervised  by  the  Farm  Credit  Administration  are  now 
either  wholly  farmer-owned  or  else  existing  law  provides  a  program 
to  accomplish  that  objective.  . 

I  shall  not  attempt  to  explain  the  provisions  of  the  bill  itself.  This 
will  be  done  bj^  Governor  Tootell,  who  will  testify  later.  My  testi¬ 
mony  will  be  limited  to  a  discussion  of  the  events  which  led  to  the 
development  of  the  legislative  recommendations  contained  in  the  bill. 

The  Federal  Farm  Credit  Board  was  established  pursuant  to  the 
Farm  Credit  Act  of  1953.  The  Board  was  given  specific  statutory 
responsibility  for  recommending  legislation  to  the  Congress  which 
would  carry  out  the  declared  policy  of  that  act  with  respect  to  the 
management,  control,  and  ownership  of  the  Federal  farm  credit 
system.  Section  2  of  that  act  reads  as  follows : 

It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facilitate 
increased  borrower  participation  in  the  management,  control,  and  ultimate 
ownership  of  the  permanent  system  of  agricultural  credit  made  available  through 
institutions  operating  under  the  supervision  of  the  Farm  Credit  Administra¬ 
tion,  and  the  provisions  of  this  Act  shall  be  construed  in  keeping  with  this  policy. 

The  Federal  Farm  Credit  Board  hereinafter  provided  for  shall  within  one  year 
after  appointment  make  recommendations  to  the  Congress  of  means,  supple¬ 
mental  to  these  provided  by  this  Act,  of  carrying  into  effect  such  declared  policy, 
including,  but  not  limited  to,  means  of  increasing  borrower  participation  in 
ownership  of  the  Federal  Farm  Credit  System  to  the  end  that  the  investment  of 
the  United  States  in  the  Federal  intermediate  credit  banks,  production  credit 
corporations,  Central  Bank  for  Cooperatives,  and  regional  banks  for  coopera¬ 
tives  may  be  retired. 

Since  it  took  office  in  December  1953,  the  Federal  Board  has  had  10 
regular  and  8  special  meetings.  The  major  portion  of  the  Boards 
work  to  date  has  been  concerned  with  the  development  of  legislative 
recommendations  to  carry  out  its  responsibility  under  the  provisions 

of  the  1953  act.  .  „ 

As  required  by  section  2  of  that  act,  quoted  above,  the  Board  on 
December  8, 1954,  transmitted  to  the  Congress  a  special  report  setting 
forth  its  recommendations  for  legislation  to  accomplish  the  objectives 
of  that  act.  This  report  was  published  as  Senate  Document  No.  7 

of  the  84th  Congress.  ,  ,  , 

For  the  reasons  set  out  in  the  report,  the  Board  made  no  recom¬ 
mendations  for  the  retirement  of  the  Government  capital  m  the  fed¬ 
eral  intermediate  credit  banks.  Instead,  it  recommended  that  the  Con¬ 
gress  delay  consideration  of  such  legislation  until  the  Board  had  made 
a  further  study  of  the  problem. 

76973—56 - 3 
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A  draft  bill  incorporating  most  of  the  recommendations  contained 
in  the  special  report  of  December  8,  1954,  was  submitted  to  the  Con¬ 
gress  in  February  1955,  and  was  introduced  in  the  House  as  H.  R. 
5168  and  in  the  Senate  as  S.  1286. 

During  the  hearings  on  the  bill,  the  representatives  of  a  number 
of  production  credit  associations  appeared  in  opposition  to  certain 
provisions  relating  to  the  production  credit  corporations. 

These  witnesses  assigned  different  reasons  for  their  opposition  but 
the  majority  of  them  agreed  that  the  matter  should  have  further 
study. 

Before  enacting  H.  R.  5168  as  the  Farm  Credit  Act  of  1955,  the 
Congress  deleted  from  the  bill  provisions  which  would  have  required 
the  retirement  of  the  Government  capital  in  the  production  credit 
corporations  and  the  gradual  assumption  by  the  production  credit 
associations  of  the  cost  of  their  supervision.  The  Farm  Credit  Ad¬ 
ministration  was  asked  by  the  committee  to  give  this  entire  problem 
further  study  and  to  make  new  recommendations  on  the  subject  at 
this  session  of  the  Congress. 

In  the  hearings  on  the  farm  credit  bill  last  year  it  was  indicated 
by  some  production  credit  associations  that  the  provisions  of  that 
bill  relating  to  the  production  credit  corporations  had  not  been 
developed  in  close  enough  cooperation  with  the  production  credit  as¬ 
sociations  who  were  expected  to  pay  off  the  Government  capital  in 
the  corporations. 

As  soon  as  it  became  apparent  that  a  further  study  of  this  problem 
was  necessary,  the  Board  felt  that  further  legislative  recommendations 
in  this  regard  should  be  developed  at  the  grassroots. 

Therefore,  the  Federal  Board  arranged  to  hold  an  informal  hearing 
in  each  of  the  12  farm  credit  districts  for  the  purpose  of  obtaining' 
the  views  and  suggestions  of  the  production  credit  associations  and 
the  other  users  of  the  credit  banks. 

It  was  the  desire  of  the  Board  to  give  the  interested  parties  an 
opportunity  to  participate  fully  in  the  development  of  new  legislative 
recommendations.  In  so  doing,  the  Board  followed  much  the  same 
procedure  which  this  committee  has  followed  from  time  to  time  in 
the  development  of  important  farm  legislation.  These  12  district 
meetings  were  held  last  summer  during  the  latter  part  of  July  and 
the  month  of  August. 

The  498  production  credit  associations  and  the  90  other  financing 
institutions — usually  referred  to  as  OFI’s — using  the  facilities  of  the 
intermediate  credit  banks  were  notified  of  these  meetings  and  urged  to 
participate  in  them. 

Here  is  something  very  important :  At  these  12  meetings,  486  of  the 
production  credit  associations — that  is  97  percent — and  63  of  the  OFI’s 
were  represented.  That  would  be  70  percent.  I  would  say  in  passing 
that  the  production  credit  associations  in  most  cases  were  represented 
by  about  all  of  their  directors.  That  is  the  local  PCA’s  were  present. 

Although  the  full  membership  of  the  Federal  Board  attended  only 
1  of  the  meetings,  each  of  the  other  meetings  was  attended  by  at  least 
3  members,  including  2  of  the  4  appointed  from  nominees  of  production 
credit  associations. 

In  addition,  the  following  were  present:  district  farm  credit  board 
members,  the  district  representative  of  the  National  Advisory  Com¬ 
mittee  of  Production  Credit  Associations,  the  President  of  the  Federal 
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intermediate  credit  bank,  the  President  of  the  production  credit  cor¬ 
poration,  and  three  members  of  the  Washington  staff  of  the  Farm 
Credit  Administration. 

In  order  to  stimulate  full  and  free  discussion,  the  following  pro¬ 
cedure  was  followed  at  each  meeting.  One  member  of  the  Federal 
Board  conducted  all  12  of  the  meetings  and  discussed  a  number  of 
questions  which  had  been  asked  from  time  to  time  in  regard  to  legisla¬ 
tion  affecting  the  production  credit  corporations  and  the  Federal 
intermediate  credit  banks. 

The  Governor  of  the  Farm  Credit  Administration  discussed  some 
important  considerations  involved  in  any  legislation  concerning  these 
institutions.  There  were  then  presented  to  the  group  various  alterna¬ 
tive  plans  which  had  been  suggested  to  the  Federal  Board  as  means  for 
retiring  the  Government  capital  in  the  credit  banks  and  the  corpora¬ 
tions. 

This  was  followed  by  a  discussion  and  a  question  and  answer  period. 
That  is  by  the  PCA  and  all  users  of  the  system.  Emphasis  was  placed 
on  the  fact  that  the  Board  was  not  trying  to  seel  any  particular  pro¬ 
gram  but  rather  wanted  to  find  out  the  thinking  of  the  people  who 
use  the  system. 

The  second  day  of  each  meeting  was  devoted  to  testimony  by  the 
interested  groups  as  to  what  legislative  recommendations  the  Board 
should  make  to  the  Congress. 

Following  this  series  of  meetings,  a  special  committee  of  the  Federal 
Board,  composed  of  the  member  who  conducted  the  12  district  meetings 
and  the  4  members  appointed  from  nominees  of  the  production  credit 
associations,  on  the  Federal  Board,  met  for  a  number  of  days  to  sum¬ 
marize  and  study  the  results  of  the  meetings,  because  records  were 
kept  of  all  meetings  and  proceedings  of  other  special  meetings. 

This  special  committee  then  reported  to  the  full  membership  of  the 
Federal  Board  at  its  regular  October  meeting  held  at  Hershey,  Pa. 
This  meeting  of  the  Federal  Board  was  held  in  conjunction  with  the 
National  Farm  Credit  Directors’  Conference,  which  is  an  annual 
meeting  of  the  farm  credit  directors  of  all  of  the  12  districts. 

The  Federal  Board  discussed  the  results  of  the  district  meetings 
with  the  district  directors  and  then  adopted  a  tentative  legislative  plan 
providing  for  merger  of  the  intermediate  credit  banks  and  the  produc¬ 
tion  credit  corporations. 

This  plan  was  incorporated  in  a  draft  bill  which  was  considered 
at  a  special  meeting  of  the  Board  held  the  first  week  in  November  1955. 
The  revised  draft  of  the  bill  was  then  taken  back  to  the  country — now 
this  is  the  second  meeting — in  November  for  a  second  series  of  meet¬ 
ings,  one  in  each  of  the  12  farm  credit  districts. 

The  purpose  of  this  second  series  of  meetings  was  to  explain  the 
provisions  of  the  draft  legislation  developed  by  the  Board  and  to  give 
the  reasons  why  the  Board  had  adapted  the  particular  plan  incor¬ 
porated  in  the  bill. 

These  meetings  were  almost  as  well  attended  as  the  first  series  of 
meetings  with  473  production  credit  associations— 95  percent  and  53 
OFI’s — 63  percent  represented. 

It  was  explained  to  the  group  that  the  bill  had  been  developed  on 
the  basis  of  the  views  of  the  majority  of  those  who  testified  at  the  first 
series  of  meetings.  Those  in  attendance  were  also  invited  to  offer  sug- 
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gestions  for  improvement  in  the  bill  and  to  make  any  comments 
regarding  the  proposed  legislation.  _ 

At  the  conclusion  of  this  series  of  meetings,  the  Federal  Board  held 
a  special  meeting  the  first  part  of  December  1955  and  agreed  upon  a 
final  draft  of  the  bill.  This  draft  was  then  submitted  to  the  Bureau 
of  the  Budget  for  the  usual  clearance. 

I  have  gone  into  considerable  detail  in  order  that  this  committee 
may  know  that  the  bill  recommended  by  the  Federal  Board  is  based 
on  the  views  of  the  people  directly  concerned.  The  bill  provides  a 
plan  which  by  far  the  greater  majority  of  the  production  credit  asso¬ 
ciations  want  and  are  willing  to  support. 

Since  these  associations  will  have  the  major  responsibility  for  re¬ 
tiring  the  Government  capital  in  the  credit  banks  and  the  corporations, 
it  is  proper  that  their  views  should  have  guided  the  Board  in  the 
development  of  its  recommendations.  We  believe  this  was  a  sound 
democratic  and  fair  approach. 

We  were  advised  by  the  Bureau  of  the  Budget  on  March  14,  1956, 
that  the  Board’s  draft  of  the  bill  is  a  step  in  the  direction  of  fulfilling 
the  President’s  recommendation  in  his  farm  message  of  J anuary  9, 
1956,  that  the  Federal  intermediate  credit  banks  and  the  production 
credit  corporations  be  merged.  The  portion  of  the  farm  message  in 
question  reads  as  follows : 

The  Farm  Credit  Administration  has  been  reorganized  to  give  farmers  a 
greater  voice  in  its  operation.  Further  legislation  will  be  proposed  to  combine 
the  production  credit  corporations  and  the  Federal  intermediate  credit  banks. 

The  Bureau  of  the  Budget  further  advised,  however,  that  the  draft 
bill  in  its  present  form  was  not  entirely  in  accord  with  the  program  of 
the  President. 

Mr.  Poage.  Do  you  understand  that  that  means  there  will  be  a  veto 
of  this  bill  if  we  pass  it  ? 

Mr.  Briggs.  I  do  not,  that  is  my  opinion. 

Mr.  Poage.  That  was  my  opinion  yesterday  or  the  day  before. 

Mr.  Briggs.  I  think  there  was  more  question  about  the  other  one  than 
this  one,  Congressman  Poage. 

It  stated  that  the  following  changes  would  need  to  be  made  in  the 
bill  to  bring  the  Board’s  proposal  into  accord  with  that  program: 

1.  Upon  liquidation  of  any  Federal  intermediate  credit  bank,  after 
payment  of  all  liabilities  and  retirement  of  all  stock  and  participation 
certificates  at  par  (or  face  amount) ,  any  remaining  portion  of  the  sur¬ 
plus  and  reserves  of  the  bank  existing  on  the  effective  date  of  the  new 
legislation  (that  would  be  now)  should  be  paid  into  the  Treasury  as 
miscellaneous  receipts.  (That  is  the  Budget’s  recommendation.) 

Under  the  Board’s  proposal,  such  surplus  and  reserves  would  be 
prorated  among  the  existing  stockholders  of  the  bank. 

2.  The  Federal  intermediate  credit  bank  should  continue,  after 
merger,  to  be  subject  to  the  budget  provisions  of  the  Government  Cor¬ 
poration  Control  Act  so  long  as  the  Government  owns  any  stock 
therein. 

Under  the  Board’s  proposal,  the  banks  would  be  taken  out  from 
under  the  budget  provisions  of  that  act  but  would  remain  under  the 
audit  provisions  as  are  other  “mixed-ownership  Government  corpora¬ 
tions.” 
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3.  The  total  of  the  two  revolving  funds,  available  for  investment  in 
stock  of  the  production  credit  associations  and  the  Federal  intermedi¬ 
ate  credit  banks,  should  be  held  at  the  present  level  of  $130  million. 

Under  the  Board’s  proposal,  the  total  of  these  revolving  funds 
would  be  increased  to  $160  million  out  of  capital  presently  in  the 

SyNow  in  the  systems,  in  both  banks :  For  reasons  explained  in  his 
letter,  a  copy  of  which  is  attached,  the  Budget  Bureau  Director  ad¬ 
vised  that  the  Farm  Credit  Administration  could  submit  for  the  con¬ 
sideration  of  the  Congress  a  draft  of  the  bill  proposed  by  the  Federal 
Board,  together  with  a  draft  of  the  bill  amended  to  conform  with  the 
President’s  program  as  set  forth  in  the  letter.  _  _ 

A  copy  of  that  letter  accompanied  the  submission  of  the  two  drafts 
of  the  proposed  legislation  to  the  Congress.  The  two  bills  differ  only 
in  the  three  respects  set  out  above.  H.  R.  10285  is  the  draft  recom¬ 
mended  by  the  Federal  Board.  .  . 

The  Federal  Board  finds  itself  in  a  difficult  position.  It  does  not 
wish  to  appear  to  be  in  opposition  to  the  program  of  the  President, 
yet  H.  R.  10285  represents  the  judgment  of  the  Board  as  how  best  to 
carry  out  the  objectives  of  section  2  of  the  Farm  Credit  Act  of  19o3. 

As  indicated,  the  Board’s  proposal  has  been  developed  in  close  co¬ 
operation  with  the  production  credit  associations  and  the  other  users 
of  the  Federal  intermediate  credit  banks.  On  the  basis  of  the  infor¬ 
mation  obtained  at  the  meetings  held  throughout  the  country,  it  is 
evident  that  the  great  majority  of  the  production  credit  associations 

favor  the  Board’s  proposal.  ,  . 

The  Federal  Board  feels  that  it  has  carried  out  its  responsibility 
under  the  Farm  Credit  Act  of  1953  by  developing  and  presenting  for 
your  consideration  its  recommendations  which  are  incorporated  m 

We  have  also  tried  to  make  clear  how  the  Board  s  recommendations 
would  need  to  be  modified  to  make  them  accord  with  the  program  of 
the  President  set  forth  in  the  letter  from  the  Director  of  the  Bureau  of 
the  Budget.  Whether  the  Board’s  proposal  should  be  so  modified  is 

for  the  Congress  to  decide.  ,  .  . 

Mr.  Chairman,  before  closing  I  should  like  to  give  the  committee 
a  brief  report  on  operations  to  date  under  Title  I  of  the  Farm  Credit 
Act  of  1955  which  became  effective  January  1  of  this  year.  I  his  brief 
report  indicates  the  performance  under  the  1953  Act.  ...» 

Title  I  of  that  act  contains  provisions  under  which  the  banks  tor 
cooperatives  will  gradually  retire  all  Government-owned  stock  m  those 
banks.  This  is  to  be  accomplished  in  part  by  cooperative  borrowers 
investing  a  class  C  stock  (that  is  the  voting  stock)  in  amounts  related. 

to  the  interest  on  their  loans  from  the  banks.  * 

The  new  law  is  applicable  to  all  loans  made  after  January  1,  lJob, 
but  not  to  loans  made  before  that  date  except  by  agreement  with  the 
borrowers 

We  are  pleased  to  report  that  about  80  percent  of  all  of  the  coop¬ 
erative  associations  with  loans  outstanding  on  January  1,  1956,  have 
voluntarily  converted  to  the  new  basis  and  are  purchasing  c  ass 

stock  of  the  banks.  ,,  «„u  nf  a 

Under  the  law  a  borrowing  association  owning  the  old  stock  ot  a 

bank  has  the  right  to  have  such  stock  retired  upon  repayment  ot  the 
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loan.  However,  of  the  $20.6  million  of  “old  stock”  of  the  banks  owned 
by  cooperative  associations  on  January  1,  1956,  76  percent  of  that 
amount  has  now  been  voluntarily  converted  to  the  new  class  B  and 
class  C  stock  of  the  banks  which  cannot  be  retired  until  all  Govern¬ 
ment  capital  in  the  banks  has  been  repaid. 

The  conversion  to  class  B  and  class  C  stock  was  made  by  80  percent 
of  the  2,562  associations  which  held  stock  in  the  banks  on  January  1, 

1956. 

Under  the  new  law,  the  banks  are  required  to  retire  each  year  an 
amount  of  Government-owned  stock  equal  to  the  amount  of  class  C 
stock  issued  for  that  year.  It  is  estimated  that  enough  class  C  stock 
will  be  issued  during  the  18-month  period,  January  1, 1956,  to  June  30, 

1957,  to  enable  the  banks  to  retire  between  $7.5  million  and  $8  million 
of  Government-owned  stock  in  the  banks. 

The  committee  will  also  be  interested  to  know  that  under  the  pro¬ 
visions  of  the  Farm  Credit  Act  of  1953  the  banks  for  cooperatives  have 
paid  franchise  taxes  as  follows : 


Period  Amount 

12  months  to  June  30,  1954 _ $1, 166,  835 

12  months  to  June  30,  1955 _  1,  533, 191 

6  months  to  Dec.  31, 1955 _  660,  510 


Total - - -  3,380,536 


We  will  just  take  a  look  at  the  production  credit.  I  asked  the  office 
for  these  figures. 

The  Government’s  investment  in  the  P.  C.  A.  Association  was  origi¬ 
nally  $90  million — that  is  the  Government’s  investment.  It  is  now 
$2  million.  The  farmers  have  put  their  own  capital  into  production 
credit  associations  to  that  extent. 

The  farmers  had  no  money  in  the  P.  C.  A.’s  in  1934.  They  now 
hold  $98,326,000  of  stock  in  the  production  credit  associations.  And 
they  have  reserves  in  the  production  credit  associations  of  more  than 
$97  million. 

This  performance  of  the  stockholders  of  the  banks  of  the  coopera¬ 
tives,  this  performance  of  the  farmers  with  PCA,  undoubtedly  indi¬ 
cates  that  if  we  give  PCA  the  opportunity  under  this  law  that  they 
will  rapidly  take  out  the  Government  capital  in  the  two  banks,  inter¬ 
mediate  credit  bank  and  the  Production  Credit  Corporation. 

Thank  you. 

Producers  Live  Stock  Credit  Association, 

Columbus,  Ohio,  April  18, 1956. 

Mr.  M.  J.  Briggs, 

President,  National  Council  of  Farmer  Cooperatives, 

744  Jackson  Place  Alt’.,  Washington,  D.  C. 

Dear  Marvin  :  During  the  annual  meeting  of  the  National  Live  Stock  Producers 
Association  in  Chicago  on  March  28,  you  conferred  with  officers  and  management 
of  the  national  association  and  of  its  affiliated  credit  associations  regarding  pro¬ 
posed  credit  hank  legislation  and  policies  thereunder.  Reports  and  discussions 
of  this  conference  were  made  on  the  following  day  to  directors  of  the  national 
association  and  to  the  managers’  conference. 

Since  the  meetings  in  Chicago,  I  have  given  considerable  thought  to  the  reports 
and  proposals  made  and  vigorously  advanced  by  P.  O.  Wilson.  In  fact,  we  have 
reviewed  the  reports,  proposals,  and  recommendations  with  officers  of  our  Pro¬ 
ducers  Livestock  Cooperative  Association  and  Producers  Live  Stock  Credit 
Association. 

Producers  Livestock  Cooperative  Association  and  Producers  Live  Stock  Credit 
Association  have  been  users  of  and  expect  to  continue  to  use  the  services  of  the 
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Bank  for  Cooperatives  and  the  Federal  Intermediate  Credit  Bank,  respectively. 
We  have,  therefore,  a  stake  in  the  organization,  representation,  and  functioning 
of  these  divisions  of  the  Farm  Credit  Administration.  We  have  joined  in  the 
reorganization  of  the  Louisville  Bank  for  Cooperatives. 

Regarding  the  reorganization  of  the  Federal  Intermediate  Credit  Bank,  we 
should,  of  course,  like  to  see  the  OFI’s  he  accorded  representation  and  considera¬ 
tions  as  nearly  equal  or  comparable  to  those  accorded  PCA’s  as  is  possible.  How¬ 
ever,  we  think  the  plan  finally  agreed  upon  and  proposed  by  you  to  the  producers’ 
group  in  Chicago  may  be,  as  we  understand  it,  as  near  the  desired  objecti\es 
we  seek  as  is  possible'  to  attain  at  this  time.  It  seems  obvioiis  that  no  proposals 
can  now  be  unanimously  agreed  upon  which  will  fully  satisfy  all  parties  and 
assure  immunity  from  later  political  implications.  Such  situations  must  be  met 
as  they  arise  by  the  leadership  of  the  Farm  Credit  Administration  and  the 
authorized  participants. 

It  seems  to  us  wholly  unwise  to  lose  the  goodwill  of  the  Farm  Credit  leader¬ 
ship  at  this  time  by  occasioning  further  delays  by  insisting  upon  provisions  that 
are  likely  not  now  attainable.  Furthermore,  our  producers’  association  was  one 
of  the  first  and  foremost  in  the  advocacy  of  your  election  to  the  positions  of 
responsibility  which  you  now  occupy.  We  then  had  full  confidence  in  you  and 
your  good  judgment.  Neither  has  been  impaired.  It  would  now  seem  to  be 
manifestly  unfair  for  us  to  withhold  from  you  the  cooperation  you  have  a  right 
to  expect  from  those  who  were  a  party  to  the  placement  of  Farm  Credit  responsi¬ 
bilities  upon  you.  We  believe  that  our  interests  will  be  best  served  by  support¬ 
ing  you  in  your  present  views  and  recommendations  and  asking  that  you  keep 
the  interests  of  the  users  and  administrators  of  the  OFI’s  in  mind  always  so 
that  their  relationships  in  the  Farm  Credit  system  and  the  considerations  afforded 
them  through  the  Federal  Intermediate  Credit  Bank  be  in  all  regards  as  nearly 
equitable  and  comparable  with  PCA’s  as  possible. 

Be  assured  of  our  appreciation  for  your  thoughtful  efforts  and  of  our  continu¬ 
ing  cooperation. 

Sincerely  and  cordially, 

F.  G.  Ketner, 

Secretary-Treasurer  and  General  Manager. 


Producers  Marketing  Association,  Inc., 

Indianapolis,  hid.,  April  12, 1956. 

Hon.  Cecil  M.  Harden, 

House  of  Representatives, 

Washington,  D.  C. 

Dear  Congressman  :  House  bill  10285  as  prepared  by  the  Farm  Credit  Board 
and  introduced  in  the  House  by  Congressman  Cooley,  we  believe  fulfills  a  need 
in  agriculture. 

We  believe  it  is  sound,  that  the  users  of  the  Farm  Credit  system  eventually  own 
it.  This  has  been  accomplished  in  the  Federal  land  banks  and  congressional 
legislation  has  set  up  a  method  to  make  this  possible  in  the  banks  for  cooperatives. 

II.  R.  10285  makes  it  possible  for  the  same  to  be  accomplished  with  the  Federal 
intermediate  credit  banks  and  the  production  credit  corporations.  We  believe  this 
hill  treats  all  users  of  these  two  corporations  fair  and  equitable  and  warrants  your 
support.  Identical  bills  have  been  introduced  by  both  Congressman  Hope  and 
Congressman  Poage. 

May  wc  urge  you  to  lend  your  support  to  tliis  bill  anrl  work  for  its  passage. 

Yours  truly,  „ 

Willard  E.  Jones,  President. 

Mr.  Poage.  The  Chair  will  ask  that  the  questions  be  confined  to 
questions  relating  to  the  procedure  that  was  used  in  presenting  these 
bills  to  the  Congress.  We  will  then  call  on  Governor  Tootell  to  dis¬ 
cuss  the  mechanics  of  the  bill.  And  I  think  we  will  proceed  a  good 
deal  more  rapidly  that  way  than  if  we  go  over  everything  with  every 
witness. 

Are  there  any  questions  of  this  witness  ? 

Mr.  Harvey.  I  have  in  front  of  me  three  bills  here,  one  I  understand, 
H.  R.  10285  does  represent  the  Board’s  proposal.  Do  either  of  the 
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other  two  bills,  one  introduced  by  yourself,  Mr.  Chairman,  and  Mr. 
Hope,  represent  that  ? 

Mr.  Poage.  They  are  identical,  and  the  one  by  Mr.  Mclntire — all 
identical  with  the  one  by  Mr.  Cooley. 

Mr.  Harvey.  They  are  all  identical  ? 

Mr.  Poage.  There  is  one  by  Mr.  King  that  has  not  been  printed. 
It  was  introduced  yesterday  afternoon.  I  understand  that  it  repre¬ 
sents  the  view  of  the  Bureau  of  the  Budget. 

Mr.  Harvey.  Very  well. 

Thank  you. 

Mr.  Poage.  Any  further  questions  of  Mr.  Briggs  ?  If  not,  we  thank 
you  very  much,  Mr.  Briggs ;  and  Governor  Tootell,  we  will  be  glad  to 
hear  from  you. 

STATEMENT  OE  R.  B.  TOOTELL,  GOVERNOR,  FARM  CREDIT  ADMIN¬ 
ISTRATION;  ACCOMPANIED  BY  JOHN  C.  BAGWELL,  GENERAL 

COUNSEL,  AND  HAROLD  A.  MILES,  DEPUTY  GOVERNOR  AND 

DIRECTOR  OF  SHORT  TERM  CREDIT  SERVICE,  FARM  CREDIT 

ADMINISTRATION 

Mr.  Tootell.  I  want  to  introduce  some  of  my  colleagues,  Mr.  Harold 
Miles  who  is  Deputy  Governor  and  Director  of  the  Short  Term  Service, 
and  General  Counsel  Bagwell,  who  is  our  General  Counsel  in  Farm 
Credit. 

If  it  meets  with  the  approval  of  you  and  your  committee,  I  should 
like  to  have  filed  in  the  record  a  formal  statement  that  has  been  pre¬ 
sented  to  the  clerk  of  the  committee  and  then  I  would  like  to  talk  rather 
informally  and  to  explain  the  provisions  of  this  bill. 

Mr.  Poage.  Yes,  sir ;  we  will  be  glad  to  have  you  do  that. 

(The  prepared  statement  is  as  follows :) 

Statement  of  It.  B.  Tootell,  Governor,  Farm  Credit  Administration 

Mr.  Chairman  and  gentlemen  of  the  committee,  I  greatly  appreciate  the  oppor¬ 
tunity  to  appear  before  you  and  present  the  views  of  the  Farm  Credit  Admin¬ 
istration  on  H.  R.  10285,  a  bill  which  would  make  important  changes  in  the 
laws  relating  to  farm  credit  institutions  concerned  with  short-  and  intermediate- 
term  credit  for  farmers  and  ranchers. 

The  Chairman  of  the  Federal  Farm  Credit  Board  has  reviewed  with  you  the 
development  of  this  proposed  legislation.  Before  discussing  its  provisions,  I 
would  like  to  present  some  background  information  about  the  Federal  Farm 
Credit  System. 

The  Farm  Credit  Administration  is  an  independent  agency  within  the  executive 
branch  of  the  Government.  The  agency  consists  of  the  Federal  Farm  Credit 
Board,  the  Governor,  and  other  officers  and  employees.  The  Federal  Board 
consists  of  13  members,  12  of  whom  are  appointed  by  the  President  with  the  advice 
and  consent  of  the  Senate.  The  13th  member  of  the  Board  is  designated  by 
the  Secretary  of  Agriculture  as  his  representative  on  the  board.  The  Farm 
Credit  Administration  supervises,  examines,  and  coordinates  the  activities  of 
the  credit  agencies  comprising  the  cooperative  Federal  farm-credit  system.  The 
Governor,  under  the  general  supervision  and  direction  of  the  Federal  Farm 
Credit  Board  is  responsible  for  the  execution  of  the  laws  creating  the  powers 
functions,  and  duties  of  the  Farm  Credit  Administration. 

There  are  in  each  of  the  12  farm  credit  districts  a  Federal  land  bank,  a  Federal 
intermediate  credit  bank,  a  production  credit  corporation,  and  a  bank  for  cooper¬ 
atives.  There  is  a  Central  Bank  for  Cooperatives  located  in  the  District  of  Colum¬ 
bia.  Each  district  has  a  district  farm-credit  board  which  also  serves  as  the 
board  of  directors  of  each  of  the  four  district  institutions.  Each  district  farm 
credit  board  consists  of  7  members,  2  elected  by  the  national  farm-loan  associa- 
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tions  of  the  district,  2  by  the  production-credit  associations  of  the  district  1 
by  the  cooperative  associations  which  hold  voting  stock  m  the  district  bank  for 
cooperatives,  and  2  members  appointed  by  the  Governor  of  the  Farm  Credit 

The  Federal  land  banks  provide  farmers  and  ranchers  with  long-term  credit 
on  farm  real  estate  through  approximately  1,100  national 

The  Federal  intermediate  credit  banks  discount  agricultural  paper  for  and  mile 
loans  to  production-credit  associations  and  other  financing  institutions  (usually 
referred  to  as  OFI’s)  which  make  short-  and  intermediate-term  loans  to  farmers 
and  ranchers.  The  production  credit  corporations  are  not  themselv^  engaged 
in  making  loans  but  supervise  the  production  credit  associations.  The  banks 
for  cooperatives  extend  credit  to  farmers’  cooperative  marketing,  purchasing,  and 

SG  Thef  cooperative  federal  farm  credit  system  provides  qualified  farmers  with 
credit  on  a  sound  basis  adapted  to  their  needs  and  at  interest  rates  based  on  the 
cost  of  money  in  the  market  plus  the  cost  of  operating  the  system,  including  pi 
vision  for  adequate  reserves.  Funds  which  are  loaned  by  the  farm-credit  institu¬ 
tions  are  obtained  largely  from  the  sale  of  bonds  and  debentures  to  the  investing 

PUEach  borrower  from  a  Federal  land  bank  is  required  to  become  a  member  of 
the  national  farm-loan  association  through  which  the  loan  is  made,  ilie  associ¬ 
ation  is  a  farmer-owned  cooperative  organization  chartered  and  supervised  by 
the  Farm  Credit  Administration.  The  borrower  subscribes  to  capital  stock  of 
tS  association  in  an  amount  equal  to  5  percent  of  the  face  amount  of  Ins  loan 
and  the  association  is  required  to  purchase  an  equal  amount  of  stock  m  the 
Federal  land  bank  of  the  district.  Farmer  members  own  all  the  capital  stock 
of  each  of  the  approximately  1,100  national  farm-loan  associations ;  and  the  as¬ 
sociations  in  turn,  own  all  of  the  capital  stock  of  the  Federal  land  banks.  Thus, 
the  Federal  land  bank  system  is  completely  farmer-owned  and  has  been  since  194< 

when  the  last  of  the  Government  capital  was  retired. 

The  production-credit  associations  are  cooperative  organizations  chartere(l  by 
the  Farm  Credit  Administration  and  supervised  by  the  production  credit  coip  ra¬ 
tions  and  the  Farm  Credit  Administration.  Each  borrower  from  a  production- 
credit  assodationTs  required  to  own  class  B  (voting)  stock  in  the  association  in 
an  amount  equal  to  5  percent  of  the  amount  of  the  loan.  The  amount  of  class  A 
(nonvoting)  ^stock  of  the  associations  originally  owned  by  the  production-credit 
cornorations  has  been  reduced  from  a  peak  of  $90  million  to  about  $—2  million 
and  440  of  the  498  associations  are  now  entirely  farmed-owned.  The  produc  1011- 
Sfdti  associations  are,  therefore,  rapidly  becoming .wholly ^farmer  owned. 

re- 

quire*?  to  purchase  qunrterll  class  C  (Toting)  stock ■  *? ft  %  perc"s 

The  net  earnings  of  the  banks,  after  reserves,  dividends  on  class  B  ( investment) 
stock  and  franchise  taxes  are  provided  for,  are  required  to  be  distributed  in 
class  C  stock  to  borrowing  cooperatives.  Class  A  (Government-owned)  stock  of 
the  banks  is  required  to  be  retired  each  year  in  an  amount  equal  to  the  amount 
of  class  C  stock  issued  for  that  year.  Over  a  reasonable  period  of  years  it  is  ex¬ 
pected  that  funds  from  the  interest  “override”  and  from  net  earnings  will  enable 
the  banks  to  retire  all  class  A  stock  now  owned  by  the  United  States. 

You  will  note  that  these  farm-credit  institutions  are  either  now  wholly  farmer 
owned  or  else  they  are  becoming  so  under  existing  law.  There  remain,  however, 
two  farm-credit  institutions — the  production-credit  corporations  and  Federal 
intermediate  credit  banks— which  have  always  been  and  still  are  wholly  Govern¬ 
ment-owned.  Present  law  does  not  provide  any  means  of  converting  either  or 
them  to  farmer-owned  institutions.  H.  R.  10285  would  provide  the  legislative 
tools  for  completing  the  job  of  converting  all  institutions  supervised  by  the 
Farm  Credit  Administration  to  wholly  farmer-owner  institutions. 

Before  getting  into  the  provisions  of  the  bill,  I  should  like  to  make  a  further 
statement  with  respect  to  those  institutions  principally  affected  by  the  proposed 
legislation. 

FEDERAL  INTERMEDIATE  CREDIT  BANKS 

The  12  Federal  intermediate  credit  banks  were  established  in  1923  to  provide 
agriculture  with  a  permanent,  stable,  and  dependable  source  of  short-  and  inter¬ 
mediate-term  agricultural  credit.  They  were  organized  to  serve  as  banks  of  dis- 
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count  and  not  as  direct  lending  banks.  They  were  authorized  to  discount  agri¬ 
cultural  paper  for  commercial  banks  and  certain  other  types  of  private  lending 
institutions  and,  later,  for  the  production  credit  associations  organized  under  the 
Farm  Credit  Act  of  1933.  In  addition,  the  banks  are  authorized  to  make  loans 
to  and  discount  paper  for  the  banks  for  cooperatives  and  to  make  certain  types 
of  loans  direct  to  farmers’  cooperative  associations. 

Prior  to  the  establishment  of  the  Federal  intermediate  credit  banks,  sea¬ 
sonal  and  short-term  credit  for  agriculture  was  supplied  principally  by  country 
banks,  individual  lenders,  and  merchants,  including  manufacturers  and  distribu¬ 
tors  of  implements,  machinery,  fertilizer,  etc.  There  were  also  a  few  agricultural 
credit  corporations  and  livestock  loan  companies  which,  in  turn,  obtained  funds 
for  lending  purposes  by  borrowing  from  and  rediscounting  with  commercial  banks. 
Under  the  Federal  Reserve  Act  of  1913,  the  Federal  reserve  banks  were  authorized 
to  discount  agricultural  paper  with  maturities  up  to  6  months  offered  by  member 
banks. 

Aside  from  emergency  seed  loans  made  by  the  Government,  beginning  in  1921, 
and  the  discounting  of  agricultural  paper  by  the  War  Finance  Corporation  for 
a  short  period,  there  were  no  other  Federal  facilities  available  to  meet  the  sea¬ 
sonal  credit  needs  of  farmers  and  ranchers  until  1923. 

The  agricultural  credit  situation  in  the  early  1920’s  was  in  a  disorganized 
state.  Credit  was  often  difficult  to  obtain  when  most  needed.  Loans  available 
from  commercial  banks  were  usually  for  90  days,  which  was  too  short  a  period 
to  meet  the  annual  cycles  of  production,  harvesting,  and  marketing  peculiar  to 
agriculture.  It  had  become  evident  that  the  seasonal  production  credit  needs  of 
agriculture  were  not  being  met  by  existing  agencies.  As  a  temporary  measure 
the  Congress,  in  1921  and  1922,  amended  the  War  Finance  Corporation  Act  of  1918 
to  permit  that  corporation  to  make  commodity  loans  to  farmers’  cooperatives  and 
to  extend  credit  to  banks  and  to  agricultural  and  livestock  credit  corporations  to 
enable  them  to  make  and  carry  loans  to  farmers  and  ranchers.  The  agricultural 
lending  powers  thus  given  to  the  War  Finance  Corporation  and  its  experience  in 
that  field  in  1921  and  1922  proved  most  helpful  in  developing  a  permanent  system 
for  seasonal  agricultural  financing.  It  demonstrated  that  what  agriculture 
needed  was  a  source  of  credit  based  upon  funds  drawn  from  the  investment  mar¬ 
kets  of  the  country  and  not  dependent  upon  local  deposits. 

In  the  light  of  these  conditions,  and  after  exhaustive  studies  and  investiga¬ 
tions,  the  Congress  undertook  to  provide  the  means  whereby  investment  funds 
could  be  made  available  to  finance  the  production  and  marketing  credit  needs 
of  agriculture.  Since  individual  farmers  and  local  lending  institutions  could 
not  reach  investors  in  the  financial  centers  directly,  it  was  concluded  to  set  up 
an  institution  or  system  which,  on  the  basis  of  obligations  of  a  large  number 
of  farmers  operating  over  a  wide  area,  could  sell  its  obligations  in  the  large 
money  centers.  This  would  make  funds  available  to  agriculture  on  terms  suited 
to  the  needs  of  farmers  and  ranchers  and  at  rates  of  interest  comparable  to  those 
paid  by  industry.  The  Federal  intermediate  credit  banks  were  created  to  provide 
that  service. 

The  establishment  of  the  Federal  intermediate  credit  banks  as  a  secondary 
source  of  credit  was  expected  to  benefit  farmers  by  enabling  banks  in  agricul- 
tural  areas  to  carry  farmers’  and  ranchers’  loans  for  longer  terms,  since  they 
could  rediscount  the  paper  when  in  need  of  funds,  and  by  encouraging  the  or¬ 
ganization  and  operation  of  privately  capitalized  financing  institutions  which 
would  make  loans  to  farmers  and  rediscount  them  with  these  new  banks.  Some 
commercial  banks  did  avail  themselves  of  the  services  of  the  credit  banks  for 
a  time  and  a  considerable  number  of  credit  corporations  were  organized  and  op¬ 
erated  for  several  years  after  the  credit  banks  were  established.  A  high  per¬ 
centage  of  the  local  credit  corporations  liquidated  a  few  years  after  their  or¬ 
ganization.  Inadequate  capital,  incompetent  management,  unprofitable  opera¬ 
tions,  unsound  lending  practices,  and  lack  of  supervision  were  important  factors 
in  the  relatively  short  life  of  many  of  these  institutions. 

As  unfavorable  agricultural  and  economic  conditions  became  more  acute  in 
the  early  1930’s,  it  became  apparent  that  the  short-term  credit  needs  of  agri¬ 
culture  were  not  being  met  because  of  the  inadequacy  of  local  institutions  which 
could  make  the  loans  in  the  first  instance,  even  though  the  rediscount  facilities 
were  sufficient  to  provide  the  necessary  funds  through  sales  of  securities  in  the 
investment  markets.  Efforts  to  have  local  interests  establish  credit  corpora¬ 
tions  and  loan  companies  eligible  to  borrow  from  the  credit  banks  were  largely 
unsuccessful  by  reason  of  the  lack  of  funds  to  capitalize  such  corporations.  Thus, 
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by  reason  of  the  inability  of  private  lending  agencies  to  meet  tbe  need  for  short¬ 
term  agricultural  credit,  the  objectives  sought  through  the  establishment  of  the 
intermediate  credit  banks  were  not  fully  accomplished.  An  adequate  source  of 
secondary  credit  was  of  little  benefit  to  agriculture  if  primary  lenders  did  not 
make  the  funds  available  to  individual  farmers.  It  was  in  this  setting  that  the 
Congress  provided,  in  the  Farm  Credit  Act  of  1933,  for  the  establishment  of  a 
system  of  local  cooperative  production  credit  associations  which  would  make  the 
rediscounting  services  of  the  Federal  intermediate  credit  banks  available  to 
every  farmer  in  the  United  States  who  has  a  satisfactory  basis  for  credit. 

As  a  result  of  the  growth  and  development  of  the  production  credit  system, 
the  major  part  of  the  credit  business  of  the  banks  is  iiowt  done  with  the  pro¬ 
duction  credit  associations.  During  the  fiscal  year  1955,  about  88  percent  of 
the  banks’  average  daily  balances  of  loans  and  discounts  outstanding  were  ac¬ 
counted  for  by  the  production  credit  associations.  In  the  fiscal  year  1954,  that 
percentage  was  87.  Among  the  farm  credit  districts  this  percentage  ranged  in 
the  fiscal  year  1955  from  66  to  96  percent. 

Most  of  the  business  now  handled  by  the  credit  banks  for  institutions  other 
than  the  production  credit  associations,  that  is  the  OFI’s,  is  for  State-chartered, 
privately  capitalized  agricultural  credit  corporations  and  livestock  loan  com¬ 
panies,  together  with  a  few  commercial  banks. 

The  Federal  intermediate  credit  banks  were  provided  with  an  initial  capital 
of  $5  million  for  each  bank  subscribed  by  the  United  States.  Additional  capital 
for  the  credit  banks  was  provided  by  an  act  of  Congress  approved  January  31, 
1934.  That  act  made  available  to  the  Farm  Credit  Administration  a  revolving 
fund  of  $40  million  and  authorized  the  Governor,  with  the  approval  of  the  Sec¬ 
retary  of  the  Treasury,  to  subscribe  for  and  to  pay  in  such  additional  capital 
and  paid-in  surplus  as  he  deemed  necessary  to  enable  any  intermediate  credit 
bank  to  meet  the  needs  of  its  eligible  borrowers.  As  of  December  31,  1955, 
the  Government’s  capital  investment  in  the  banks  was  $62.4  million  consisting 
of  the  original  $60  million  of  capital  stock  and  $2.4  million  of  paid-in  surplus. 
The  law  has  never  provided  for  ownership  of  capital  stock  of  these  banks  except 
by  the  United  States. 

The  intermediate  credit  banks  finance  their  lending  operations  primarily 
through  the  issuance  and  sale  to  the  investing  public  of  consolidated  collateral 
trust  debentures  and  by  direct  borrowings  from  commercial  banks.  During  the 
fiscal  year  1955,  these  banks  issued  $1,046,330,000  of  debentures.  At  the  end 
of  that  fiscal  year  there  were  $793,480,000  in  debentures  outstanding.  These 
debentures  are  tbe  joint  and  several  obligations  of  the  12  Federal  intermediate 
credit  banks.  They  are  not  guaranteed  either  as  to  principal  or  interest  by  the 
Federal  Government. 

PRODUCTION  CREDIT  SYSTEM 

This  system  consists  of  12  production  credit  corporations,  which  are  wholly 
Government-owned,  and  498  production  credit  associations,  440  of  which  are 
wholly  farmer-owned. 

Tbe  production  credit  corporations  were  established  under  the  Farm  Credit 
Act  of  1933  to  organize,  capitalize,  and  supervise  the  production  credit  associa¬ 
tions  in  order  to  provide  agriculture  with  a  permanent  and  dependable  source 
of  short-term  credit  on  a  cooperative  basis. 

The  production  credit  corporations  were  capitalized  by  stock  subscriptions  on 
behalf  of  the  United  States  out  of  a  revolving  fund  of  $120  million.  As  each  pro¬ 
duction  credit  association  was  organized,  the  district  production  credit  corpora¬ 
tion  subscribed  to  a  sufficient  amount  of  its  class  A  (non voting)  stock  to  permit 
it  to  begin  lending  operations.  As  stated  above,  each  borrower  from  the  asso¬ 
ciation  is  required  to  own  class  B  (voting)  stock  in  an  amount  equal  to  5  per¬ 
cent  of  the  amount  of  the  loan.  Farmers  and  ranchers  own  approximately  $23 
million  of  class  A  (uonvoting)  stock  in  their  associations.  This  is  an  investment 
they  have  made  above  what  the  law  requires  them  to  own  in  connection  with 
their  loans.  Most  of  the  associations  have  chosen  to  devote  all  their  net  earn¬ 
ings  to  building  up  their  financial  strength.  As  a  result,  their  members  have 
foregone  any  return  on  their  stock  investment.  This  has  been  done  as  a  matter 
of  loyalty  to  their  association  and  to  speed  the  day  when  their  local  association 
might  be  completely  member-owned.  As  capital  investments  by  members  grew 
and  earnings  of  the  associations  accumulated,  the  capital  stock  held  by  the 
corporations  was  retired  and  the  proceeds  returned  to  tbe  corporations.  This 
plan  of  operation  has  enabled  the  associations  to  retire  all  but  about  $2.2  mil- 
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lion  of  the  approximately  $90  million  of  Government  capital  invested  in  them  and 
only  58  associations  have  any  Government  capital  left. 

As  of  December  31,  1955,  the  corporations  had  outstanding  capital  stock  owned 
by  the  United  States  in  the  amount  of  $31,350,000  and  earned  surplus  and  re¬ 
serves  of  about  $13,500,000.  There  remains  in  the  revolving  fund  $58,650,000 
available  for  future  subscriptions  to  the  stock  of  the  corporations,  $30  million 
having  been  returned  in  1949  from  the  revolving  fund  to  the  general  fund  of  the 
Treasury.  The  operating  costs  of  the  corporations  are  paid  out  of  earnings  on 
the  investment  of  their  Government  capital  and  out  of  their  earned  surplus  and 
reserves. 

As  of  December  31,  1955,  about  479,000  farmers  and  ranchers  owned  capital 
stock  (class  A  and  class  B)  of  the  associations  amounting  to  approximately  $98 
million.  The  surplus  and  reserves  of  all  associations  totaled  $97  million  on  that 
date.  In  addition  to  these  accumulated  earnings,  the  associations  had  set  aside 
out  of  earnings  about  $10  million  as  specific  and  general  provisions  for  bad  debt 
losses.  The  associations  are  authorized  to  issue  class  C  stock  but  so  far  none  has 
been  issued.  The  volume  of  loans  made  by  the  1498  associations  during  the 
calendar  year  1955  was  approximately  $1,400  million.  We  believe  these  figures 
clearly  show  the  progress  that  has  been  made  in  building  a  sound,  cooperative 
production  credit  system  for  agriculture. 

The  function  of  the  corporations  to  organize  and  capitalize  the  production 
credit  associations  has  been  largely  achieved.  There  is,  however,  a  continuing 
need  for  production  credit  associations  to  have  available  to  them  revolving  fund 
capital  which  can  be  subscribed  to  supplement  their  members’  capital  when  neces¬ 
sary  and  appropriate  in  order  to  maintain  credit  service.  This  important  func¬ 
tion  must  be  continued  after  merger  and  the  legislation  before  you  makes  adequate 
provision  for  this  in  order  that  the  associations  may  be  able  to  meet  the  credit 
needs  of  agriculture. 

The  most  important  remaining  function  of  the  corporations  is  that  of  assist¬ 
ing  in  supervising  the  production  credit  associations.  Supervision  and  training 
in  credit  and  operating  matters  have  been  important  factors  in  the  growth  and 
development  of  the  local  associations,  both  as  to  their  financial  strength  and 
in  extending  sound  credit  service  to  agriculture.  The  production  credit  corpora¬ 
tions  prescribe  general  loan  policies  for  the  associations  and  guide  them  in  the 
application  of  sound  credit  principles.  The  corporations  make  credit  examina¬ 
tions  of  outstanding  loans  on  behalf  of  the  Governor  and  review  lending  and 
collection  policies  of  the  associations.  The  corporations  also  assist  in  the  train¬ 
ing  of  employees,  prescribe  and  approve  loan  interest  rates,  approve  the  com¬ 
pensation  of  personnel,  and  generally  guide  the  associations  in  the  conduct  of 
their  business  and  service  to  agriculture.  We  believe  that  important  supervisory 
functions  must  be  continued  and  the  legislation  makes  adequate  provision 
therefor  as  will  be  explained  later. 

I  will  now  discuss  the  provisions  of  the  bill. 

The  bill  contains  an  important  statement  of  policy  relating  to  agricultural 
credit.  It  is  declared  to  be  the  major  purpose  of  the  bill  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit.  To  that 
end  the  policy  of  the  legislation  is  to  encourage  and  promote  the  continued 
growth  and  development  of  the  production  credit  associations  as  self-supporting, 
cooperative  lending  institutions  serving  the  needs  of  agriculture.  The  policy 
declaration  also,  in  effect,  dedicates  the  credit  banks  to  the  service  of  all  agri¬ 
culture.  Its  facilities  are  declared  to  be  equally  accessible  to  the  production 
credit  associations  and  to  all  other  eligible  primary  lenders.  This  would  be 
true  even  after  the  production  credit  associations  became  the  owners  of  the 
banks.  Continued  availability  of  the  facilities  of  the  banks  to  all  qualified 
primary  lenders,  both  within  and  without  the  Federal  Farm  Credit  System, 
is  essential  to  a  nationwide  agricultural  credit  system.  The  facilities  of  the 
credit  banks  are  of  benefit  to  farmers  only  to  the  extent  that  funds  reach  them 
through  primary  lenders.  It  is  in  the  interest  of  agriculture  generally  to  pro¬ 
tect  all  users  of  the  credit  banks  and  the  policy  statement  is  designed  to  do  just 
that. 

Merger  of  corporations  and  credit  banfts 

Section  101  of  the  bill  provides  for  the  merger  of  the  production  credit  corpora¬ 
tion  of  each  district  in  the  Federal  intermediate  credit  bank  of  the  district. 
The  merged  institution  would  continue  to  be  known  as  the  Federal  intermediate 
credit  bank.  Except  for  stock  in  the  production  credit  associations  now  held 
by  the  production  credit  corporations,  all  assets  of  the  corporation  would  be 


FARM  CREDIT 


41 


transferred  to  the  credit  bank  and  the  bank  would  assume  all  obligations  of 
the  cornoration.  The  stock  which  the  production  credit  corporations  now  hold 
in  the  production  credit  associations  would  be  transferred  to  the  Governor 
and  a  like  amount  of  stock  which  the  Governor  now  holds  in  the  corporations 

W°SectionC101  erf  the  bill  provides  for  a  continuation  of  the  necessary  supervisory 
and  service  functions  heretofore  performed  by  the  production  credit  corpora¬ 
tions.  Most  of  these  functions  would  be  transferred  to  the  credit  banks.  The 
need  of  the  production  credit  associations  for  assistance  and  supervision  is 
generally  recognized. 

The  Federal  Board  deliberated  at  length  the  question  of  how  best  to  provide 
the  associations  with  the  necessary  supervision  and  assistance.  It  was  first 
thought  that  the  production  credit  corporations  should,  continue  to  perform 
these  functions  and  the  farm  credit  hill  considered  by  this  committee  last  year 
so  provided.  After  obtaining  the  views  of  the  production  credit  associations 
and  upon  further  consideration  of  the  problem,  the  Federal  Board  has  con¬ 
cluded  that  these  functions  can  be  carried  out  effectively  by  the  credit  banks 
at  some  overall  savings  in  cost.  In  addition,  merger  of  the  corporations  m  the 
credit  banks  will  simplify  the  corporate  setup  of  farm  credit  at  the  district 
level  and,  we  believe,  result  in  an  improved  credit  service  to  farmers  and 

r&ncliGrs  • 

The  bill  directs  the  Farm  Credit  Administration  to  provide  for  the  organization 

and  assignment  of  functions  within  the  credit  banks  in  a  manner  which  will 
assure  proper  supervision  of  and  assistance  to  the  production  credit  associations. 
This  would  authorize  a  separation  of  discounting  and  supervisory  functions  with¬ 
in  the  banks  if  deemed  necessary  to  assure  helpful  and  effective  supervision  of 
the  associations  independent  of  the  present  discounting  functions  of  the  banks. 
Although  all  officers  and  employees  of  the  bank  would  be  responsible  to  the  piesi- 
dent  and  the  board  of  directors,  under  such  a  separation  those  directly  respon¬ 
sible  for  discounting  operations  would  not  be  responsible  for  supervising  the 
SiHLX  With  the  banks.  Thus,  the  “gj™ 

Credit  Administration  to  provide  for  appropriate  handling  of  the  discounting  and 
supervisory  functions  of  the  merged  institutions  consistent  with  recognized 

PrThePcost°il;heLb?upSvisOTyDanService  functions  would  be  paid  by  the  banks. 
The  income  derived  from  the  existing  surplus  of  the  production  credit  corpora¬ 
tions  which  is  now  devoted  to  the  payment  of  such  costs  would  a°n.tinae  J 

used  after  merger.  It  is  anticipated  that  the  merger  will  result  m  substantial 

Sa  Section1 101  of  the  bill  also  provides  the  manner  in  which  the  board  of  directors 
of  each  bank  shall  select  officers  and  employees  for  the  merged  institution.  The 
officers  and  employees  of  the  bank  and  corporation  would  become  officers  and 
employees  of  such  institution  to  the  extent  they  are  qualified  and  needed.  The 
bill  is  so  drawn  that  there  would  be  no  break  in  the  continuity  of  se  vice 
officers  and  employees  who  are  retained  and  consequently  their  retirement  rights 

would  be  protected. 

Stock  of  the  banks  after  merger  _ 

Section  102  of  the  bill  contains  amendments  which  would  provide  a  new  capita 
structure  for  the  banks.  After  merger  there  would  be  two  ctesa es  of stock 
class  A  with  a  par  value  of  $100  and  class  B  with  a  par  value  of  $o.  The 
banks  now  have^nly  one  class  of  stock,  all  of  which  is  owned  by  the  Gover 

meciass  A  stock— On  the  effective  date  of  the  legislation,  the  present  stock  of 
each  credit  bank  now  held  by  the  Secretary  of  the  Treasury,  amounting  to  $60 
million  for  all  twelve  banks,  would  be  truster*.  * 

Credit  Administration.  The  Governor  would  be  authorized  “  Ser  exist- 
capital  by  appropriate  transfers  of  funds  among  the  several  banks.  mi 

msmm 

cL? byGrea"on0of°Sie  transfer  of  the  production  credit  association  stock  held  by 
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tlie  corporations,  would  also  be  exchanged  for  an  equal  par  amount  of  class  A 
stock  of  the  banks.  All  such  class  A  stock  would  be  held  by  the  Governor  on 
behalf  of  the  United  States  and  no  dividends  would  be  paid  on  such  stock. 

The  bill  provides  for  the  retirement  of  class  A  stock  on  a  liexible  basis.  When- 
ever  the  net  worth  of  the  bank  amounts  to  more  than  one-sixtli  of  its  highest 
month-end  balance  of  debentures  and  other  such  obligations  outstanding  dur- 
inng  the  preceding  5  years,  the  minimum  amount  of  class  A  stock  which  the 
back  would  retire  would  be  the  total  amount  of  class  B  stock  and  participation 
certificates  issued  for  that  year.  As  will  be  explained  later,  class  B  stock  would 
be  issued  to  the  production-credit  associations  and  the  participation  certificates 
would  be  issued  to  the  OFI’s.  Whenever  at  the  end  of  any  fiscal  year  the  net 
worth  of  the  bank  amounts  to  one-sixth  or  less  of  such  outstanding  indebted¬ 
ness,  the  amount  of  class  A  stock  to  be  retired  would  be  determined  by  each  bank. 
Thus,  the  provisions  relating  to  the  retirement  of  class  A  stock  afford  a  consider¬ 
able  degree  of  flexibility  and  would  permit  the  banks  to  accelerate  or  retard 
retirements  of  capital  stock  in  accordance  with  variations  in  the  credit  demands 
upon  them. 

The  proceeds  from  the  retirement  of  class  A  stock  would  be  paid  into  the 
Treasury  as  miscellaneous  receipts  until  there  is  so  pair  a  sum  equal  to  the 
amount  of  class  A  stock  issued  by  the  bank  in  exchange  for  the  stock  of  the 
production  credit  corporation  of  the  district.  The  proceeds  from  further  re¬ 
tirements  of  class  A  stock  of  the  bank  would  go  into  the  revolving  fund  which 
under  present  law  is  available  for  investment  in  capital  stock  of  the  credit 
banks  when  the  need  therefor  arises.  The  present  $90  million  revolving  fund 
avai’an'e  for  investment  in  capital  stock  of  the  production  credit  associations 
would  be  reduced  to  $60  million. 

Ciass  IS  stock. — Glass  B  stock  would  be  issued  only  to  production-credit  asso¬ 
ciations.  The  associations  would  be  required,  within  60  days  after  the  effective 
date  of  the  legislation,  to  subscribe  to  an  aggregate  amount  of  class  B  stock 
equal  to  15  percent  of  the  total  amount  of  class  A  stock  of  all  12  banks.  In 
dollars,  this  would  amount  to  about  $13  million  for  all  498  production  credit 
associations.  This  amount  would  be  apportioned  among  the  associations  on 
the  basis  of  their  use  of  the  banks  during  the  previous  5-year  period ;  that 
is,  each  association  would  be  required  to  subscribe  to  class  B  stock  in  an  amount 
slightly  in  excess  of  2  percent  of  the  average  amount  of  the  loan  and  dis¬ 
count  indebtedness  of  the  association  to  the  bank  during  the  immediately  pre¬ 
ceding  5  years.  The  associations  would  be  given  a  period  of  2  years  in  which 
to  pay  for  such  stock  subscriptions. 

The  class  B  stock  subscription  of  an  association  with  a  $1  million  average 
volume  of  loans  and  discounts  with  the  bank  would  be  approximately  $20,000. 
This  subscription  would  be  paid  in  three  installments.  One-third,  or  approxi¬ 
mately  $6,700,  would  be  paid  within  2  months  after  the  effective  date  of  the 
legislation,  another  one-third  would  be  paid  within  a  year,  and  the  remaining 
one-third  would  be  paid  within  2  years.  A  typical  production  credit  asso¬ 
ciation  with  an  average  volume  of  loans  and  discounts  of  $1  million  at  the  bank 
probably  would  have  a  net  worth  ranging  between  $275,000  and  $300,000. 

The  bill  is  designed  to  permit  maximum  flexibility  in  setting  the  banks’ 
discount  rates  which  will  determine  their  earnings.  During  periods  of  relatively 
high  money  costs,  or  of  unsatisfactory  agricultural  conditions,  it  is  expected 
that  the  spread  or  margin  between  the  discount  rate  and  the  cost  of  money 
to  the  banks  would  be  narrow.  When  money  costs  are  relatively  low  and 
agriculture  is  in  a  more  satisfactory  condition  the  interest  spread  would  be 
wider,  the  earnings  of  the  banks  would  be  greater,  and  Government  capital 
would  be  retired  more  rapidly.  This  flexibility  in  the  rate  of  paying  off  Govern¬ 
ment  capital  in  the  credit  banks  is  one  of  the  important  features  of  the  bill.  It 
keeps  before  the  banks  and  associations  the  goal  of  adequate  progress  toward 
retirement  of  that  Government  capital,  but  permits  a  desirable  and  necessary 
degree  of  latitude  in  the  amount  of  annual  payments  for  that  purpose.  It  will 
protect  the  associations  from  the  rigidity  of  a  fixed  schedule  of  annual  payments, 
which  in  times  of  high  money  costs  and  reduced  net  income  in  agriculture 
would  place  undue  additional  burdens  on  the  associations  and  their  members. 

It  is  estimated  that  after  the  merger  becomes  effective  the  12  Federal  inter¬ 
mediate  credit  banks  as  a  system  will  be  able  to  meet  their  operating  costs 
out  of  investment  income  and  an  average  interest  spread  of  one-tenth  of  1 
percent  between  their  lending  rates  and  the  cost  of  money.  In  other  words, 
taking  investment  income  into  account,  the  average  “break  even”  point,  for  the 
12  banks  will  be  about  one-tenth  of  1  percent,  although  that  rate  will  vary 
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among  the  different  banks.  It  is  expected  that  over  the  entire  period  of  purchase 
this  Unread  will  average  around  one-lialf  of  1  percent.  The  average  spread 
during  the  past  10  years  has  been  slightly  less  than  four-tenth  of  1  peicent. 
With  an  average  spread  of  one-lialf  of  1  percent  it  is  expected  that  most  of  the 
banks  would  retire  all  Government  capital  within  a  period  of  less  than  30  years. 
Some  banks  would  pay  out  in  less  than  20  years.  These  estimates  are  bas  il 
upon  the  assumption  that  the  future  volume  of  business  of  the  banks  Mill  be 
slightly  more  than  their  present  loan  and  discount  volume. 

After  all  class  A  stock  is  retired,  noncumulative  dividends  of  not  to  exceed 
5  percent  would  be  authorized  to  be  paid  on  class  B  stock  and  participation 
certificates.  After  all  class  A  stock  is  retired,  the  banks  would  be  authorized 
to  retire  class  B  stock  at  par  and  participation  certificates  at  face  amount  in 
accordance  with  the  cooperative  principle  of  retiring  first  the  oldest  outstanding 
stock  and  certificates.  In  the  event  of  liquidation  or  dissolution  of  a  production 
credit  association  or  an  OFI,  the  bank  could  at  any  time  also  retire  at  book 
value,  not  exceeding  par  or  face  amount,  class  B  stock  and  participation  certifi¬ 
cates' of  the  bank  owned  by  such  association  or  institution. 

Lien  on  stock  and  participation  certificates. — The  bank  would  have  a  first  lien 
on  all  stock  in  the  bank  owned  by  the  production-credit  associations  and  on 
all  participation  certificates  owned  by  OFI’s  as  additional  collateral  for  any 
indebtedness  owing  by  the  holders  to  the  bank.  The  bank,  however,  Mould  be 
prohibited  from  making  any  loan  or  advance  on  the  security  of  its  own  stock 
or  participation  certificates. 

Application  of  earnings 

Section  103  of  the  bill  contains  amendments  which  would  provide  a  new 
method  for  application  of  net  earnings  of  the  banks.  After  providing  for  .valua¬ 
tion  reserves  and  for  any  losses  in  excess  of  such  reserves,  the  net  earnings  ot 
each  bank  would  be  applied,  first,  to  restoring  any  impairment  in  the  capital 
stock  and  participation  certificates ;  second,  to  restoring  any  impairment  in 
the  surplus  account  of  the  bank;  third,  25  percent  of  the  remaining  net  earnings 
would  be  used  to  create  and  maintain  a  reserve  account  equal  to  -5  percent  ot 
the  outstanding  stock  and  participation  certificates  of  the  bank,  fouith,  if  any 
class  A  stock  is  outstanding  during  all  or  any  part  of  the  fiscal  year,  the  bank 
would  pav  25  percent  of  the  remaining  net  earnings  to  the  Treasury  as  a  fran¬ 
chise  tax,  not  exceeding,  however,  a  rate  of  return  on  the  Government  s  invest¬ 
ment  in  the  bank  equal  to  the  average  cost  of  money  to  the  Treasury ;  fifth,  if 
no  class  A  stock  is  outstanding,  the  remaining  net  earnings  would  be  available 
for  payment  of  dividends  of  not  to  exceed  5  percent  on  class  B  stock  and  par¬ 
ticipation  certificates ;  and  sixth,  any  remaining  net  earnings  would  be  distributed 
as  patronage  refunds  to  the  production  credit  associations  and  the  OFI’s  patron¬ 
izing  the  bank.  As  long  as  there  is  any  class  A  stock  outstanding,  patronage 
refunds  would  be  paid  in  class  B  stock  to  the  production-credit  associations  and 
in  participation  certificates  to  the  OFI’s.  After  all  class  A  stock  is  retired, 
patronage  refunds  could  be  paid  in  class  B  stock  and  participation  certificates 
or  in  cash  at  the  election  of  the  bank.  Recipients  of  patronage  refunds  in  the 
form  of  class  B  stock  and  participation  certificates  issued  at  the  time  class  A 
stock  is  outstanding  would  not  be  subject  to  Federal  income  taxes  on  such  re¬ 
funds.  Since  the  class  B  stock  and  participation  certificates  would  have  no 
realizable  cash  value,  they  would  not  in  any  real  sense  constitute  income  to  the 
recipients.  This  exemption  M7ould  not  apply  to  patronage  refunds  made  after  all 
class  A  stock  of  the  bank  is  retired.  _ 

Section  103  of  the  bill  also  specifies  how  losses  are  to  be  absorbed  in  any  year 
in  which  the  bank  has  a  net  loss.  Such  losses  M7ould  be  charged,  first,  to  the 
reserve  account;  second,  to  surplus  other  than  that  transferred  to  the  bank  fiom 
the  production-credit  corporation ;  third,  to  surplus  transferred  to  the  bank  from 
the  production-credit  corporation ;  fourth,  by  impairment  of  class  B  stock  and 
participation  certificates ;  and  fifth,  by  impairment  of  class  A  stock. 


Surplus  account 

Under  section  103  of  the  bill,  each  bank  would  be  required,  on  the  effective 
date  of  the  legislation,  to  establish  a  surplus  account  consisting  of  its  earned 
surplus  its  reserve  for  contingencies,  and  the  surplus  transferred  to  the  bank 
from  the  production-credit  corporation.  For  all  12  banks  this  would  amount  to 
about  $62.5  million.  This  surplus  would  not  be  allocated  and  it  could  not  be 
paid  out  in  the  form  of  patronage  or  other  dividends.  It  would  be  "frozen  as 
a  part  of  the  permanent  structure  of  the  bank.  Such  surplus  would,  however, 
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be  available  to  absorb  losses  but  any  impairment  would  have  to  be  restored  before 
net  earnings  could  be  used  to  pay  dividends. 

Distribution  of  assets  upon  liquidation 

Section  103  of  the  bill  also  provides  for  the  distribution  of  assets  in  the  event 
of  liquidation  or  dissolution  of  any  bank.  After  payment  of  debts,  class  A  stock 
would  first  be  retired  at  par  and  then  class  B  stock  and  participation  certifi¬ 
cates  would  be  retired  at  par  or  face  amount.  The  remaining  assets  would  be 
distributed,  first,  by  prorating  among  class  A  and  class  B  stockholders  any  sur¬ 
plus  established  on  the  effective  date  of  the  legislation ;  and  second,  by  prorat¬ 
ing  any  residual  assets  among  the  holders  of  class  B  stock  and  the  holders  of 
participation  certificates. 

Discounts  and  loans 

Section  104  of  the  bill  contains  a  number  of  amendments  to  existing  law  relat¬ 
ing  to  the  discount  and  lending  authority  of  the  credit  banks. 

Under  present  law  a  credit  bank  may  make  loans  to  production-credit  as¬ 
sociations  upon  any  security  approved  by  the  Governor  of  the  Farm  Credit 
Administration,  such  as  Government  bonds,  but  loans  to  OFI’s  may  be  made  only 
on  the  security  of  agricultural  paper  eligible  for  discount  by  the  bank.  Sec¬ 
tion  104  of  the  bill  would  remove  this  discrepancy  and  permit  loans  to  OFI's 
on  such  collateral  as  may  be  approved  by  the  Governor,  provided  the  proceeds 
are  used  to  make  or  carry  loans  for  agricultural  purposes. 

Under  present  law  the  credit  banks  are  authorized  to  make  certain  types  of 
loans  direct  to  farmers’  cooperative  associations.  This  authority  duplicates 
to  some  extent  the  lending  functions  of  the  banks  for  cooperatives.  Under 
section  104  of  the  bill  the  banks  could  make  loans  to  farmers’  cooperative  asso¬ 
ciations  only  to  enable  them  to  make  loans  to  farmers  and  ranchers  for  agri¬ 
cultural  purposes.  This  section  of  the  bill  also  would  permit  credit  banks  to 
make  temporary  loans  to  Federal  land  banks  and  banks  for  cooperatives  upon 
terms  and  at  interest  rates  approved  by  the  Farm  Credit  Administration. 

.  The  credit  banks  now  have  authority  by  law  to  discount  paper  with  maturi¬ 
ties  up  to  3  years.  Section  104  of  the  bill  would  increase  this  limit  to  7  years. 
This  provision  would  permit  the  production-credit  associations  and  OFI’s  to 
meet  the  demands  of  farmers  for  longer  term  loans.  It  is  recognized,  of  course, 
that  farmers  and  ranchers  have  need  for  loans  for  semicapital  purposes  which 
ordinarily  require  more  than  1  year  to  repay.  Such  purposes  would  include 
bulk  milk  tanks,  heavy  equipment,  soil-conservation  practices,  farm  buildings 
and  repairs,  and  other  comparable  items.  The  associations  have  always  financed 
operations  of  these  types,  but  have  taken  12-month  notes  and  freely  renewed  the 
balance  where  performance  has  been  satisfactory.  However,  a  strong  demand 
has  arisen  for  more  realistic  terms  of  maturity  for  obligations  of  the  types 
mentioned.  This  amendment  will  permit  the  credit  banks  to  discount  loans 
"2th  ,loriger  maturities  in  proper  cases  and  thus  render  a  more  flexible  and 
effective  credit  service  in  this  field. 

Under  existing  law  discount  and  interest  rates  charged  by  the  credit  banks 
may  not,  except  with  the  approval  of  the  Governor  of  the  Farm  Credit  Admin¬ 
istration,  exceed  by  more  than  1  percent  the  interest  rates  borne  by  the  last  pre¬ 
ceding  issue  of  credit-bank  debentures.  Section  104  of  the  bill  would  remove  this 
limitation  and  authorize  the  credit  banks  to  determine  the  discount  and  interest 
rates  to  be  charged  by  them,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration  The  bill  would  require  that  the  same  interest  rates  apply  to  both  the 
production  credit  associations  and  the  OFI’s. 

Section  104  of  the  bill  would  also  amend  existing  law  to  authorize  the  Fed¬ 
eral  laihl  banks  to  make  loans  to  the  credit  banks  and  to  banks  for  coopera¬ 
tives.  This  and  other  provisions  of  the  bill,  coupled  with  provisions  of  existing 
law,  would  authorize  complete  interbank  borrowings  within  the  Farm  Credit 
System  upon  terms  and  rates  of  interest  approved  by  the  Farm  Credit  Admin¬ 
istration.  Frequently  the  need  of  some  banks  of  the  system  for  funds  for  short 
periods  could  be  met  by  loans  from  other  banks  with  idle  funds.  It  is  in  the 
interest  of  economy  and  efficiency  to  permit  such  interbank  borrowings. 

.  £,emai^der  of  title  I  of  the  bill  contains,  for  the  most  part,  amendments 
to  the  Farm  Credit  Acts  or  1933,  1937,  and  1953.  These  amendments  are  largely 
tec  lnical  changes  made  necessary  by  reason  of  the  merger  of  the  production- 
credit  corporations  and  the  Federal  intermediate  credit  banks.  One  of  the 
changes,  however,  dealing  with  the  revolving  funds,  is  important  enough  to. 
comment  upon.  6 
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Revolving  funds 

Section  105  of  the  bill  would  amend  section  5  of  the  Farm  Credit  Act  of  1933 
to  reduce  to  $60  million  the  revolving  fund  which  is  now  available  for  the  pur¬ 
chase  of  stock  in  the  production  credit  corporations  but  which,  under  the  terms 
of  the  bill,  would  become  available  for  the  purchase  by  the  Governor  of  the 
Farm  Credit  Administration  of  stock  in  production  credit  associations.  This 
revolving  fund  was  originally  $120  million  but  $30  million  thereof  was  returned 
in  1949  to  miscellaneous  receipts  of  the  Treasury.  It  is  our  feeling  that  a 
revolving  fund  of  $G0  million  would  be  adequate  for  the  purpose  of  capitaliz¬ 
ing  production  credit  associations,  including  reinvestment  in  class  A  stock  of 
those  associations  needing  additional  capital  because  of  drought  or  other  adverse 
conditions. 

Section  105  of  the  bill  would  also  increase  from  $40  million  to  $100  million, 
from  capital  already  in  the  system,  the  revolving  fund  out  of  which  the  Gov¬ 
ernor  is  authorized  to  purchase  capital  stock  of  the  credit  banks.  Under  this 
provision  of  the  bill  the  proceeds  from  the  retirement  of  class  A  stock  of  the 
banks,  amounting  to  $G0  million  for  all  12  banks,  would  be  paid  into  the  revolving 
fund  and  continue  to  be  available  for  reinvestment  in  the  credit  banks  as  the 
need  therefor  arises.  In  view  of  the  present  agricultural  situation,  it  is  antici¬ 
pated  that  short-term  credit  in  increasing  volume  will  be  required  by  farmers 
and  ranchers  and  it  is  essential  that  adequate  capital  funds  be  available  to 
support  borrowings  by  the  banks  to  finance  the  volume  of  credit  they  will  be 
called  upon  to  supply. 

Miscellaneous  provisions 

Section  201  of  title  II  of  the  bill  would  remove  the  credit  banks  from 
the  group  of  “wholly  owned  Government  corporations”  named  in  section  101 
of  the  Government  Corporation  Control  Act  and  add  them  to  the  “mixed-owner¬ 
ship  Government  corporations”  named  in  section  201  of  that  act.  This  would 
mean  that  the  credit  banks  would  no  longer  be  subject  to  the  budget  provisions 
of  that  act  requiring  the  submission  of  an  annual  budget  program  and  an  annual 
authorization  by  the  Congress  for  the  expenditure  of  the  banks’  funds  for  admin¬ 
istrative  expenses.  As  “mixed-ownership  Government  corporations,”  the  banks 
would  continue  to  be  subject  to  audit  by  the  General  Accounting  Oflice  as  long 
as  there  is  any  Government  capital  in  them.  The  amendments  contained  in 
section  201  of  the  bill  would  give  the  Government  Corporation  Control  Act  the 
same  applicability  to  the  credit  banks  as  it  has  to  the  Federal  land  banks  and  the 
banks  for  cooperatives. 

Section  201  of  the  bill  would  also  amend  the  National  Bank  Act  to  remove 
the  present  limitation  on  national  banks  investing  in  debentures  issued  by  the 
banks  for  cooperatives.  A  national  bank  is  now  prohibited  from  investing  in 
such  securities  an  amount  exceeding  10  percent  of  its  paid-in  capital  and  unim¬ 
paired  surplus.  This  limitation  is  not  applicable  to  bonds  issued  by  the  Federal 
land  banks  or  to  debentures  issued  by  the  Federal  intermediate  credit  banks 
and  the  proposed  amendment  would  place  all  such  farm  credit  securities  on 
the  same  basis  insofar  as  their  purchase  by  national  banks  is  concerned. 

I  should  like  now  to  discuss  more  specifically  the  status  of  financing  institu¬ 
tions  other  than  the  production  credit  associations  under  the  proposed  legisla¬ 
tion.  These  other  financing  institutions  (usually  referred  to  as  OFI’s)  con¬ 
sist  largely  of  privately  owned  credit  corporations,  various  types  of  cooperative 
credit  institutions,  and  a  few  commercial  banks.  The  OFI’s,  except  national 
banks  and  Federal  credit  unions,  are  chartered  under  the  laws  of  various  States 
and  none  of  them  is  subject  to  supervision  by  the  Farm  Credit  Administration. 
Unlike  the  production  credit  associations  which  are  restricted  to  borrowing  from 
and  rediscounting  with  the  credit  banks,  the  OFI’s  are  free  to  obtain  funds  from 
any  source  to  finance  their  lending  operations.  There  are  at  this  time  approxi¬ 
mately  90  OFI’s  rediscounting  with  and  borrowing  from  the  credit  banks.  Dur¬ 
ing  the  fiscal  year  ended  June  30,  1955,  they  contributed  about  9  percent  of  the 
volume  of  business  of  the  12  banks.  Among  the  several  districts  these  per¬ 
centages  ranged  from  1%  percent  in  Columbia  to  nearly  25  percent  in  the  Berke¬ 
ley  bank. 

Some  of  the  OFI’s  have  expressed  objection  to  the  legislation  for  reasons  which 
you  doubtless  will  hear  from  them  directly  during  the  course  of  the  hearings. 
We  in  Farm  Credit  feel  that  the  services  of  the  intermediate  credit  banks  should 
continue  to  be  fully  available  to  such  institutions  as  heretofore.  It  is  the 
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declared  purpose  and  intent  of  the  proposed  legislation  to  assure  a  continuation 
of  such  services.  It  is  our  view,  therefore,  that  the  objections  to  the  bill  voiced 
by  some  OFI’s  are  not  well  founded. 

One  of  the  principal  objections  of  the  OFI’s  to  the  proposed  legislation  is  that 
they  would  not  be  permitted  to  acquire  ownership  in  the  banks  on  the  same  basis 
as  the  production-credit  associations.  The  Federal  farm  credit  system  is  made 
up  of  cooperative  institutions  supervised  by  the  Farm  Credit  Administration. 
They  are,  for  the  most  part,  farmer  owned  and  the  policy  of  the  Farm  Credit  Act 
of  1953  is  to  encourage  and  facilitate  increased  farmer  ownership  and  control  of 
all  institutions  in  the  system.  The  OFI’s  with  which  the  credit  banks  are  au¬ 
thorized  to  deal  consist  of  a  wide  variety  of  types  of  organizations.  They  include 
State  and  national  banks;  agricultural  credit  corporations  organized  by  banking 
interests  and  operated  as  affiliates  or  companion  lending  agencies ;  agricultural 
and  livestock  credit  corporations  set  up  as  subsidiaries  or  affiliates  of  farmers’ 
cooperative  associations ;  and  credit  corporations  organized  by  small  groups  of 
local  investors  to  engage  in  the  lending  business.  Credit  unions  also  may  redis¬ 
count  with  and  borrow  from  the  credit  banks.  Thus,  the  OFI’s  represent  widely 
differing  interests.  They  are  organized  under  statutes  of  various  jurisdictions; 
they  do  not  serve  common  purposes  or  objectives  and  are  not  under  a  common 
supervisory  authority.  The  majority  of  them  are  organized  and  operated  for 
profit  and  are  not  farmer  owned. 

In  contrast  to  OFI’s,  the  production  credit  associations  are  local  cooperative 
farmer-owned  organizations  which  exist  for  the  single  purpose  of  making  sound 
loans  to  their  members ;  they  are  organized  and  operate  under  a  single  Federal 
statute,  with  similar  policies  and  objectives ;  they  are  subject  to  a  consistent  pat¬ 
tern  of  supervision  and  examination  through  the  Farm  Credit  Administration ; 
they  elect  2  members  of  the  7-man  board  of  directors  in  each  district  and 
participate  in  the  nomination  of  persons  for  consideration  by  the  President  in 
selecting  members  of  the  Federal  Farm  Credit  Board ;  and  these  associations 
furnish  the  great  bulk  of  the  business  of  the  credit  banks.  It  is  wholly  consist¬ 
ent  with  the  concept  of  the  Federal  farm  credit  system,  as  a  coordinated  group 
of  cooperative  institutions  to  be  owned  by  farmers  and  ranchers,  but  the  purchase 
of  the  credit  banks  should  be  accomplished  by  the  production  credit  associations 
acting  together  to  that  end. 

The  fear  has  been  expressed  that  once  the  credit  banks  are  completely  owned 
by  the  production-credit  associations  an  effort  will  be  made  to  have  the  services 
of  the  credit  banks  limited  to  production-credit  association  business.  There  are 
two  reasons  why  this  cannot  happen.  First,  the  declared  policy  of  this  bill 
makes  it  perfectly  clear  that  the  services  of  the  credit  banks  shall  continue  to  be 
available  to  the  OFI’s  on  the  same  basis  as  to  production-credit  associations  even 
after  the  banks  are  completely  owned  by  the  associations.  Secondly,  under  the 
bill  the  banks  will  continue  to  be  controlled  by  the  several  district  farm-credit 
boards  and  operate  under  the  general  supervision  of  the  Federal  Farm  Credit 
Board.  The  production-credit  associations  elect  only  2  of  the  7  members 
of  the  district  board.  The  district  board  and  the  Federal  Board  are  set  up  to 
represent  all  phases  of  agricultural  financing  and  have  responsibility  for  proper 
administration  of  the  laws  enacted  by  the  Congress.  It  is  inconceivable  to  us 
that  the  district  board  or  the  Federal  Board  would  permit  discrimination  in  any 
way  against  the  OFI’s.  Indeed,  under  the  provisions  of  the  bill  it  would  be 
contrary  to  law  for  them  to  do  so.  Therefore,  under  the  provisions  of  the  bill 
and  in  view  of  the  broad  representation  on  the  district  board  and  the  Federal 
Board,  the  OFI’s  need  have  no  fear  about  their  right  to  the  continued  use  of 
the  facilities  of  the  credit  banks. 

To  summarize,  the  proposed  legislation  provides  definite  rights  and  benefits  to 
the  OFI’s  as  follows : 

1.  The  OFI’s  are  guaranteed  the  right  to  utilize  the  credit  facilities  of  the  Fed¬ 
eral  intermediate  credit  banks  upon  the  same  terms  and  at  the  same  rates  of 
interest  as  the  production  credit  associations. 

2.  The  banks  would  be  authorized  to  make  direct  loans  to  OFI’s  on  the  security 
of  any  collateral  approved  by  the  Governor,  as  may  now  be  done  for  the  produc¬ 
tion-credit  associations.  The  present  law  does  not  specifically  authorize  direct 
loans  to  OFI’s  except  on  the  security  of  notes  eligible  for  discount  by  the  banks. 

3.  The  production-credit  associations  are  restricted  to  borrowing  from  and 
rediscounting  with  the  credit  banks,  whereas  the  OFI’s  are  free  to  obtain  funds 
from  any  source. 
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4.  The  OFI’s  would  share  in  the  future  net  earnings  of  the  credit  banks  on 
the  same  basis  as  the  production-credit  associations,  that  is,  on  the  basis  of 
patronage.  If  a  dividend  is  paid  on  class  B  stock  held  by  production-credit 
associations,  a  like  dividend  must  be  paid  on  participation  certificates  held  bv 
OFI’s. 

5.  Participation  certificates  held  by  OFI’s  would  be  entitled  to  the  same 
rights  as  those  applicable  to  class  B  stock  held  by  production-credit  associations 
with  respect  to  retirement  of  such  holdings.  Although  liquidation  or  dissolution 
of  the  credit  banks  is  not  intended  or  foreseeable,  the  OFI’s  would  in  such 
eventuality  share  in  the  surplus  and  reserves  of  the  banks  accumulated  after 
the  effective  date  of  the  bill  on  the  same  basis  as  the  production-credit  associ¬ 
ations. 

Mr.  Tootell.  I  would  like  to  review  just  a  little  bit  and  refresh  your 
thinking  on  the  farm  credit  system.  The  Farmer  Credit  Administra¬ 
tion  is  a  Federal  agency  which  in  1953  became  again  an  independent 
agency  of  the  Government  in  the  executive  branch. 

While  we  still  are  housed  over  in  the  South  Agriculture  Building, 
we  no  longer  are  a  part  of  the  Department  of  Agriculture.  The 
agency  consists  of  the  Federal  Farm  Credit  Board  of  13  members, 
the  Governor  of  the  Farm  Credit  Administration  and  his  staff. 

Twelve  of  the  members  of  this  Board  are  appointed  by  the  Presi¬ 
dent  from  nominees  that  are  elected  by  the  users  of  the  system.  Nomi¬ 
nees  are  elected  by  the  users  of  the  land  banks,  by  the  users  of  the 
co-op  banks  and  by  the  production-credit  associations. 

The  function  of  this  Federal  agency,  the  Farm  Credit  Administra¬ 
tion,  is  to  supervise,  to  coordinate  the  activities  of,  and  to  examine  the 
district  units  and  local  units  that  make  up  the  farm  credit  system. 

There  are  12  farm  credit  districts  in  the  United  States,  and  in  each 
of  them  there  are  4  distinct  institutions:  A  Federal  land  bank,  an 
intermediate  credit  bank,  a  production  credit  corporation,  and  a  bank 
for  cooperatives.  Those  are  common  to  all  12  farm  credit  districts. 

Each  of  these  districts  has  a  governing  board  of  seven  men.  Five 
of  them  are  elected  by  the  users  of  the  system  and  two  appointed  by 
the  Governor  of  the  Farm  Credit  Administration. 

When  the  co-op  banks  retire  some  more  of  their  Government  capital 
they  will  elect  a  second  representative  on  district  boards  and  the  Gov¬ 
ernor  will  appoint  but  one  member  of  the  district  boards. 

The  district  board  of  seven  members  serves  as  the  board  of  direc¬ 
tors  of  each  of  these  four  district  corporations. 

The  Federal  land  banks  are  the  agencies  that  make  long-term  mort¬ 
gage  loans  to  farmers,  through  the  National  farm  loan  associations. 
There  are  1,100  of  those  local  cooperative  farm  loan  associations  in 
the  United  States,  and  it  is  through  them  that  farmers  make  applica¬ 
tion  for  and  have  their  Federal  land-bank  loans  closed. 

The  Federal  intermediate  credit  banks  are  banks  of  discount  for 
agricultural  loans  that  are  made  primarily  for  agricultural  produc¬ 
tion  purposes. 

The  production-credit  corporations  were  created  to  bring  into  be¬ 
ing  and  to  supervise  the  production-credit  associations  of  which  there 
are  498  in  the  United  States. 

The  banks  for  cooperatives  make  loans  to  farmers  cooperative  as¬ 
sociations  which  are  engaged  in  marketing  and  purchasing  or  service 
activities  of  various  kinds.  This  cooperative  farm-credit  system 
which  had  its  beginning  back  in  1916  when  the  land  banks  first  came 
into  being,  provides  a  well-rounded  and  dependable  source  of  credit 
that  is  tailored  to  meet  the  needs  of  farmers. 
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The  farm  credit  institutions  largely  lend  money  which  they  obtain 
by  selling  their  bonds  and  debentures  in  the  investment  market.  Each 
of  these  four  farm  credit  institutions  was  originally  capitalized  by 
the  Federal  Government. 

By  1947  the  12  Federal  land  banks  had  retired  all  of  the  Govern¬ 
ment  capital  in  them  and  were  entirely  owned  by  their  farmer  bor¬ 
rowers. 

The  production  credit  associations  are  cooperative  organizations 
that  are  chartered  by  the  Farm  Credit  Administration  and  super¬ 
vised  by  it.  Each  borrower  from  a  PCA  subscribes  to  stock  in  his 
local  PCA  equivalent  to  5  percent  of  his  loan.  And  it  is  largely  in 
this  way  that  the  PCA’s  have  built  up  their  capital  structure  and  re¬ 
tired  Government  capital. 

Mr.  Briggs  mentioned  to  you  that  the  PCA’s  in  1934  had  $90  mil¬ 
lion  of  Government  capital  invested  in  them.  And  they  have  retired 
all  but  $2,200,000  of  that  amount  of  capital  which  we  feel  is  a  very 
fine  record. 

You  will  note  that  two  of  these  farm  credit  institutions,  the  land 
banks  and  the  co-op  banks,  now  have  either  retired  their  Government 
capital  or  they  have  a  means  by  which  they  are  currently  engaged  in 
the  process  of  systematically  retiring  Governing  capital.  But  such 
provisions  has  never  been  made  so  far  as  the  intermediate  credit  banks 
and  the  production  credit  corporations  are  concerned.  This  legis¬ 
lation  proposes  a  mechanism  whereby  over  a  period  of  time  and  as 
these  farmers  cooperative  credit  institutions  are  able  to,  they  will  re¬ 
tire  the  remaining  Government  capital  in  the  system. 

I  want  to  talk  now  a  little  more  in  detail  about  the  two  institutions 
which  are  principally  affected  by  this  legislation,  namely,  the  interme¬ 
diate  credit  banks  and  the  production-credit  corporations. 

The  intermediate  credit  banks  are  banks  of  discount.  They  make 
no  loans  directly  to  individual  farmers  but  rather  they  discount  paper 
for  agencies  that  are  primary  lenders  and  do  make  loans  directly  to 
farmers. 

I  am  sure  that  all  members  of  this  committee  are  familiar  with  the- 
history  of  agricultural  credit  going  back  to  1920  and  even  before  that 
and  know  that  farmers  were  largely  dependent  upon  mercantile  credit 
and  upon  commercial  banks  which  were  not  designed  to  meet  the  needs 
of  farmers.  Often  at  a  time  when  farmers  most  needed  credit  the 
local  bank  was  short  of  deposits  and  did  not  have  lending  funds. 

We  know  of  the  rather  hectic  credit  situation  in  agriculture  in  the 
early  20’s  growing  out  of  the  depression  following  World  War  I,  and 
the  fact  that  the  War  Finance  Corporation  came  into  the  picture  and 
rendered  some  temporary  assistance.  The  first  Government  seed  loan 
came  into  being  about  1921,  I  believe,  and  it  was  out  of  this  back¬ 
ground  and  this  unsatisfactory  short-term  credit  situation  in  agricul¬ 
ture  that  the  Congress  passed  the  Agricultural  Credits  Act  of  1923 
that  brought  into  being  the  12  Federal  intermediate  credit  banks. 

That  provided  a  mechanism  by  which  the  farmers  of  this  country 
could  pool  their  credit  and  go  into  the  investment  markets  and  hire 
funds  at  favorable  rates  of  interest,  at  rates  of  interest  comparable  to 
the  rates  charged  commercial  concerns. 

The  establishment  of  the  credit  banks  as  banks  of  discount  was  just 
one  step  in  meeting  this  need,  and  the  Congress  assumed  that  the  pri- 
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mary  lenders  would  come  into  existence  to  effectively  use  these  ser¬ 
vices. 

As  a  matter  of  fact,  since  the  credit  banks  were  created  in  1923 
there  have  been  about  1,200  agricultural  credit  corporations  and  re¬ 
lated  institutions  which  we  call  OFI’s,  other  financing  institutions, 
which  have  availed  themselves  of  the  discount  privileges  with  the  in¬ 
termediate  credit  banks.  A  higher  percentage - 

Mr.  Dixon.  Will  you  yield  to  one  question  ? 

Mr.  Tootell.  Yes. 

Mr.  Dixon.  I  have  had  some  complaint  from  these  OFI’s  about  this 
bill.  It  might  be  in  order  to  have  him  make  a  statement  there  about 
that.  I  would  like  to  know  what  effect  the  bill  would  have  on  the 
OFI’s. 

Mr.  Tootell.  If  you  do  not  mind  in  the  development  of  my  presen¬ 
tation,  my  remarks  here,  I  shall  try  to  bring  that  out. 

Mr.  Dixon.  Thank  you  very  much. 

Mr.  Tootell.  A  high  percentage  of  these  credit  corporations  and 
OFI’s, — these  1,200  that  used  the  facilities  of  the  credit  banks — went 
broke  or  voluntarily  went  out  of  existence. 

There  are  now  about  90,  or  perhaps  it  is  94,  which  are  currently 
using  the  facilities  of  the  intermediate  credit  banks. 

When  the  great  depression  of  the  1930’s  came  on  and  farmers  were 
again  confronted  with  an  acute  credit  situation  it  was  found  that 
these  OFI’s,  these  primary  lenders — and,  by  the  way,  they  include 
commercial  banks  which  had  a  special  department  created  as  primary 
agricultural  lending  institutions,  and  which  discounted  with  the  credit 
banks — simply  were  not  adequate  to  get  the  job  done. 

Congress  found  on  investigation  that  only  a  very,  very  small  per¬ 
centage  of  American  farmers  had  access  to  primary  lenders  which  were 
using  the  facilities  of  the  credit  banks.  And  that  is  what  brought  into 
being  the  production-credit  system  in  1933. 

As  a  matter  of  fact,  the  intermediate  credit  bank  system,  this  bank 
of  discount  was  primarily  failing  because  such  a  very,  very  few  farmers 
had  access  to  it.  It  does  not  do  any  good  to  have  a  very  fine  discount 
bank  unless  you  have  primary  lenders  that  are  out  there  lending  money 
to  farmers  and  offering  their  paper  for  discount  to  the  credit  bank. 

That  was  exactly  the  situation.  So  Congress  in  1933  created  a  sys¬ 
tem,  a  system  which  made  available  to  every  farmer  and  rancher  in 
the  United  States,  who  had  a  basis  for  credit,  a  channel  through  which 
he  could  get  a  loan  which  would  be  discounted  with  this  Federal  Inter¬ 
mediate  Credit  Bank.  This  was  the  production  credit  system. 

This  system  of  production  credit  associations,  these  local  associa¬ 
tions,  have  as  their  supervising  agencies  in  each  district,  the 
production-credit  corporations. 

The  major  part  of  the  credit  business  of  the  intermediate  credit  banks 
is  done  and  has  been  done  with  these  production-credit  associations. 
For  the  past  2  years  something  like  87  or  88  percent  of  all  of  the 
business  of  the  intermediate  credit  banks  has  been  handling,  dis¬ 
counting  the  paper  and  making  loans  to  production-credit  associations. 

Most  of  the  business  handled  by  the  credit  banks  for  institutions 
other  than  the  associations,  is  for  these  OFI’s  which  for  the  most 
part  are  State  chartered,  privately  capitalized  agricultural  credit  cor¬ 
porations  and  livestock  loan  companies,  together  with  a  few  commer¬ 
cial  banks. 
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Each  of  the  12  Federal  intermediate  credit  banks  was  provided  ini¬ 
tially  with  $5  million  of  Government  capital,  and  they  still  retain 
that-  $5  million  of  Government  capital.  That  was  the  best  judgment 
of  the  Congress  at  the  time,  as  to  the  amount  of  capital  that  would  be 
needed  in  each  district  to  support  the  loan  volume  that  these  banks 
would  have. 

History  has  proven,  however,  that  the  loan  volume  of  the  12  district 
banks  varies  considerably,  and  that  their  needs  for  capital  are  not 
identical.  This  bill  contains  a  provision  under  which  the  Farm  Credit 
Administration  would,  at  the  effective  date  of  this  act,  reallocate  this 
$60  million  of  basic  Government  capital  among  the  12  banks  in  pro¬ 
portion  to  the  use  which  each  of  them  has  made  of  the  credit  banks — 
that  is,  in  relation  to  the  loan  volume  of  each  of  these  credit  banks  in 
the  last  5  years. 

I  mentioned  before  that  the  credit  banks  primarily  finance  their 
loans  by  the  sale  of  consolidated  intermediate-credit  bank  debentures — 
that  means  debentures  that  are  the  responsibility  of  all  12  of  the  banks, 
to  the  investing  public. 

1  hey  also  borrow  some  money  for  short  periods  of  time  from  com- 
•  ^,an^s'  ,  ^'it  during  fiscal  year  1955  these  banks  issued 
$1,016, 350,000  of  debentures.  And  at  the  end  of  fiscal  year  1955  they 
had  outstanding  almost  $800  million  in  debentures. 

these  debentures  are  not  guaranteed  either  as  to  interest  or  prin¬ 
cipal  by  the  Federal  Government  and  never  have  been. 

^°w  I  would  like  to  turn  to  the  production-credit  system  in  a  little 
more  detail,  lie  have  in  each  of  the  12  districts,  you  will  recall,  a 
production-credit  corporation  which  supervises  the  associations. 
There  are  498  associations,  and  440  of  them  now  are  completely  fanner- 
owned.  They  have  retired  their  Government  capital. 

The  production-credit  corporations  had  in  the  beginning  a  three¬ 
fold  purpose,  one  to  organize  production-credit  associations,  two,  to 
capitalize  them,  and,  three,  to  supervise  them. 

1  he  job  of  organizing  was  completed  some  years  ago.  The  job  of 
capitalizing  them  is  largely  completed.  The  important  job  remaining, 
and  one  which  will  be  a  continuing  one,  is  that  of  supervision  of 
production-credit  associations. 

There  are  some  differences  of  opinion  as  to  just  how  much  super¬ 
vision  production-credit  associations  need  after  these  22  or  23  years  of 
operation.  Of  course,  our  observation  is  that  they  need  varying 
amounts.  Some-  of  them  need  comparatively  little  because  they  do  a 
fine  job  without  it;  others  need  a  substantial  amount  of  supervision. 

ihe  associations  may  also  from  time  to  time  need  access  to  funds 
for  the  purpose  of  recapitalizing  them.  And  for  that  reason  this  act 
provides  for  the  continuance  of  a  revolving  fund,  out  of  which  the 
Governor  may  over  the  years  subscribe  to  additional  capital  in  pro¬ 
duction-credit  associations  that  may  have  need  for  it. 

Within  the  past  3  years  there  has  been  six  production  credit  associa¬ 
tions  in  two  different  parts  of  the  country,  that-  have  paid  off  all  of 
their  Government  capital  but  found  it  necessary  to  come  back  and 
ask  for  resubscription  of  some  Government,  capital  in  order  to  bolster 
their  financial  condition. 

Three  of  those  are  out  in  the  chairman’s  territory,  in  the  drought- 
area,  and  the  other  three  are  in  Congressman  McTntire’s  district,  due 
to  a  very  bad  potato-price  situation  a  year  ago. 
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We  expect  that  over  time  it  will  be  necessary  to  do  just  that  thing  in 
connection  with  other  associations,  but  that,  as  they  get  on  their  feet 
and  are  able,  they  will  repay  that  capital  just  as  they  have  demon¬ 
strated  a  desire  and  ability  to  do  in  the  past. 

Mr.  Briggs  commented  a  bit  about  this  matter  of  the  Government 
capital  retirement  from  PCA’s  and  about  the  total  amount  of  surplus 
and  reserves  which  they  have. 

I  would  mention  again  that  these  PCA’s,  since  1934,  have  built  up 
capital  stock  amounting  to  $98  million  and  reserves  and  surpluses 
of  $97  million. 

In  addition  to  that,  thej^  have  another  $10  million  of  valuation  re¬ 
serves,  that  is,  reserves  that  are  set  up  for  specific  losses,  that  are 
foreseeable. 

I  want  to  emphasize  that  out  of  this  $98  million  of  capital  the  users 
of  the  system  have  subscribed  to  their  PCA,  $23  million  is  in  “A” 
stock  which  they  were  not  required  to  buy  in  support  of  their  loans. 

They  subscribe  to  the  “A”  stock  in  order  to  speed  up  the  retirement 
of  Government  capital  and  speed  the  day  when  they  can  say,  “We 
own  our  product  on  credit  association,”  and,  of  course,  to  give  their 
association  additional  capital. 

As  of  December  31,  last,  the  production-credit  corporations  com¬ 
bined  for  the  12  districts  had  $31,350,000  of  Government  capital  re¬ 
maining  in  them,  and  earned  surpluses  and  reserves  of  about  $13V2 
million. 

There  are  479,000  farmers  and  ranchers  in  the  United  States  who 
own  stock  in  production-credit  associations,  and  most  of  these  cur¬ 
rently  are  borrowers. 

I  believe,  gentlemen,  this  is  all  I  will  try  to  do  with  regard  to  giving 
the  background  of  this  farm  credit  system,  and  these  specific  institu¬ 
tions  that  are  affected  by  the  legislation. 

I  will  now  get  into  a  rather  brief  summary  of  the  provisions  of  the 
bill  itself. 

Mr.  Poage.  I  think  it  might  help  the  proceeding  if  the  members 
who  want  to  go  into  the  background  might  question  you  about  back¬ 
ground  only  and  not  about  the  provisions  of  the  bill.  Then  we  will 
let  you  take  up  the  provisions  of  the  bill  because  I  think  if  we  will 
keep  these  things  separated  as  to  subject  matter,  we  will  proceed 
faster ;  otherwise  we  will  cover  it  several  times. 

Are  there  any  questions  about  the  background  and  operations  of 
the  local  PCA’s  ? 

Mr.  GatiiijStgs.  With  regard  to  the  reallocation  of  this  $60  million 
to  the  districts,  I  wonder  just  how  that  capitalization  will  be  placed  in 
these  districts,  just  what  rule  or  guide  will  be  used. 

Mr.  Poage.  May  I  suggest  now— I  know  he  mentioned  that  but 
I  did  suggest  that  if  we  would  withhold  questions  about  the  pro¬ 
visions  of  the  bill,  until  he  discusses  the  provisions  of  the  bill  as  such, 
I  think  it  would  help. 

He  spent  a  good  deal  of  time  in  discussing  the  background  which 
has  been  very  helpful,  I  am  sure,  but  if  we  needed  further  informa¬ 
tion  about  the  background,  the  history  of  the  operations,  the  way  the 
thing  lias  been  operated,  it  would  be  better. 

Your  question  goes  to  the  new  bill.  I  think  if  we  could  separate 
our  questions  we  would  make  more  time. 
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Mr.  Gathings.  All  right. 

Mr.  Poage.  Any  questions  about  the  present  operation  ? 

Mr.  Hagen.  I  am  for  the  bill.  I  want  to  qualify  my  statement  to 
that  extent. 

Very  often  we  receive  complaints  from  farmers,  for  example,  that 
these  production-credit  associations  are  too  conservative. 

I  was  wondering  in  the  statute  establishing  these  production-credit 
associations,  are  there  any  rules  which  guarantee  that  they  hold  open 
some  avenue  to  easier  credit  than  the  private  financial  lending 
institutions. 

Mr.  Tootell.  Not  precisely  that.  We  have  always  emphasized  to 
the  production-credit  associations  and  other  agencies  of  the  farm 
credit  system  that  they  are  vested  with  a  public  interest  and  have  a 
responsibility  to  go  just  as  far  as  they  can  safely  go  in  financing  the 
credit  needs  of  farmers. 

On  the  other  hand  we  can’t  depart  from  the  fact  that  there  are 
certain  minimum  standards  for  making  sound  loans  that  the  coopera¬ 
tive  credit  system  can’t  ignore  and  remain  a  system  very  long.  We 
feel  that  below  certain  standards  the  only  type  of  agency  that  could 
render  that  kind  of  credit  service  would  have  to  be  one  that  lends 
Government  money  and  which  the  Congress  specifies  shall  make  high- 
risk  loans. 

Mr.  Hagen.  Well,  I  mean,  you  do  exert  some  pressure  that  they 
adopt  a  lending  policy  in  the  public  interest,  so  to  speak  ? 

Mr.  Tootell.  Yes,  we  do. 

Mr.  Hagen.  One  further  question.  Under  this  bill  will  you  lose 
any  of  that  authority  that  you  have  ? 

Mr.  Tootell.  No,  not  at  all.  This  bill  does  not  in  any  way  diminish 
the  amount  of  supervisory  responsibility  that  the  district  farm  credit 
board  and  the  Farm  Credit  Administration  has. 

Mr.  Hagen.  You  will  still  exert  some  general  direction  over  their 
policy  ? 

Mr.  Tootell.  Yes.  We  feel  that  because  they  are  federally  char¬ 
tered  institutions  and  got  their  start  through  the  free  use  of  Govern¬ 
ment  capital,  they  are  permanently  vested  with  a  public  interest,  that 
the  Farm  Credit  Administration  as  a  public  agency  is  required  to 
preserve. 

Mr.  Christopher.  For  the  record,  would  you  say  that  over  the  past 
21  years  the  production-credit  associations  have  done  a  good  job  or  a 
poor  job  ?  What  would  be  your  answer  to  that  ? 

Mr.  Tootell.  Well,  I  would  say,  speaking  in  the  main,  that  they 
have  done  a  good  job. 

Mr.  Christopher.  Thank  you,  sir. 

Mr.  Tootell.  I  would  go  on  and  qualify  that  and  say  that  you  can 
prove  any  accusation  that  is  made  against  production  credit  by  what 
some  association  at  some  time  or  other  has  done. 

Mr.  Christopher.  That  would  be  true  of  individuals,  too,  I  think. 

Mr.  Tootell.  I  believe  it  would,  sir. 

Mr.  Matthews.  Mr.  Chairman,  I  want  to  tell  the  Governor  how 
much  I  appreciate  his  bringing  up  this  bill  and  giving  us  this  explana¬ 
tion  of  it.  I  am  sorry  I  have  not  been  able  to  be  here.  I  have  a  little 
campaign  down  in  my  district  that  is  keeping  me  very  busy. 
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As  I  understand,  the  people  in  our  production-credit  associations  in 
Florida  are  generally  pretty  well  pleased  with  this  bill.  It  that  not 
right  ? 

Mr.  Tootell.  It  is  our  understanding  that  all  of  them  are. 

Mr.  Matthews.  As  I  recall,  last  year  when  we  discussed  similar 
legislation  many  of  the  production-credit  associations  in  Florida  espe¬ 
cially  in  the  8tli  district  that  I  represent,  were  a  little  bit  concerned 
about  the  extra  cost  that  might  accrue  to  them  in  taking  over  the  pro¬ 
duction-credit  corporations.  And  I  talked  with  them  this  past  sum¬ 
mer  and  they  seemed  to  think  that  this  legislation  was  generally  ac¬ 
ceptable.  I  just  wanted  to  know  if  that  was  your  opinion,  also. 

Mr.  Tootell.  Every  association  in  your  district  has  so  indicated  to 
us. 

Mr.  Matthews.  I  want  to  thank  you,  sir,  and  I  want  to  pay  tribute 
to  these  production-credit  associations  in  my  district.  I  think  they 
are  doing  a  wonderful  job.  Generally,  I  believe  our  farmers  are  very 
pleased  with  the  work  they  are  doing. 

Mr.  Tootell.  Thank  you.  We  are  glad  to  know  that. 

Mr.  Johnson.  Do  these  PCA’s  have  the  say  as  to  what  the  interest 
rate  will  be,  or  do  you  people  in  Washington  have  that? 

Mr.  Tootell.  The  board  of  directors  of  each  production-credit  asso¬ 
ciation  recommends  what  the  interest  rate  shall  be.  The  actual  ap¬ 
proval  of  that  presently  rests  with  production  credit  corporation  in 
the  district.  That  means  the  board  of  directors  and  the  offices  of  the 
district  PCA. 

At  one  time  it  was  required  that  the  approval  had  to  be  given  or 
obtained  also  from  the  Farm  Credit  Administration,  but  that  is  one 
of  the  delegations  to  the  district  that  we  have  accomplished. 

Mr.  Johnson.  I  wish  I  had  brought  along  a  paper  I  was  given 
in  the  Easter  recess.  I  was  in  my  district  and  one  of  the  farmers 
brought  up  a  notice  where  his  local  association  had  written  him  a  form 
letter  telling  him — I  am  quoting  from  memory,  but  I  think  it  was 
raising  the  interest  rate  from  5%  to  6  percent. 

Is  that  general  throughout  the  country  ? 

Mr.  Tootell.  Yes,  sir;  it  is.  That  is  simply  because  we  have  to 
hire  the  funds  that  we  lend  to  farmers  and  the  cost  of  money  has  gone 
up  tremendously. 

About  18  months  ago  our  intermediate  credit  band  debentures  sold 
with  a  coupon-interest  rate  of  1  y2  percent.  And  yesterday  we  priced 
a  big  issue  of  credit  bank  debentures  and  we  had  to  put  3 y2  percent 
coupons  on  those  same  9  months’  debentures. 

Of  course,  the  PCA’s  for  the  last  year  in  which  interests  costs  have 
been  climbing  have  absorbed  a  good  deal  of  that,  but  they  are  coming 
to  a  point  now  where  they  just  can’t  absorb  any  more  of  it. 

All  of  the  increase  in  interest  rate  is  going  to  have  to  be  passed  on 
pretty  rapidly  to  the  borrowing  farmer. 

Mr.  Johnson.  As  a  banker  would  you  say  that  was  a  good  or  bad 
sign? 

Mr.  Tootell.  Well,  let  me  say  this,  it  makes  pretty  tough  going 
for  the  PCA’s,  because  some  of  their  competitors  do  not  have  to  hire 
their  loan  funds.  They  are  not  faced  with  that  same  necessity,  you 
see,  of  paying  the  market  rate  for  the  use  of  their  money  each  month. 
This  makes  tough  competition. 
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I  think  that  the  general  situation  in  the  economy  which  creates  a 
demand,  a  great  demand  for  money  for  capital  expansion  is  a  very 
healthy  thing  and  farmers  benefit  from  that,  too. 

But,  of  course,  we  would  much  prefer  to  see  lower  interest  rates 
which  we  would  pass  on  to  the  farmer.  We  would  pass  on  the  benefit 
of  any  lower  interest  rates  to  the  farmer. 

Mr.  Poage.  Any  further  questions  ? 

Mr.  Dixon.  1  have  a  letter  here  from  the  Utah  Livestock  Production 
Credit  Association.  They  are  not  opposed  to  the  bill,  but  I  would  like 
to  read  what  they  have  to  say  and  maybe  you  could  answer  their 
misgivings. 

Mr.  Poage.  If  you  want  to  raise  a  question  about  the  pending  bill, 
you  will  remember  I  asked  Mr.  Gathings  if  he  would  hold  his  question 
about  the  bill,  because  the  Governor  has  not  discussed  those  provisions 
yet. 

Mr.  Dixon.  This  is  on  the  rate.  That  is  what  the  witness  was  talk¬ 
ing  about. 

Mr.  Poage.  Go  right  ahead. 

Mr.  Dixon  (reading)  : 

We  are  fearful  that  with  the  present  high  discount  rate  of  our  money  from 
it  and  the  possibilities  of  other  increases  in  the  discount  rate,  that  the  proposed 
merger  at  the  present  time  may  increase  the  cost  of  our  funds  to  a  point  that 
we  could  be  increased  out  of  the  loan  market  and  lose  much  of  our  effectiveness. 

Will  this  merger  increase  the  discount  rate  further? 

Mr.  T  ootell.  We  believe  that  it  will  not,  Mr.  Dixon.  I  believe  in 
my  statement  here  that  I  will  make  a  little  further  and  in  some  data  I 
will  give  in  explanation  that  we  can  demonstrate  that  reasonably 
satisfactorily.  I  will  try  to  do  that  because  I  think  that  is  the  most 
pertinent  question  of  this  whole  business.  It  is  a  very  important  one. 

Mi-.  Christopher.  Is  it  your  honest  opinion  that  this  merger  would 
result  in  lower  interest  rates  to  the  farm  borrowers  or  higher  interest 
rates  to  the  farm  borrowers  eventually  ? 

Mr.  I  ootell.  It  is  my  belief  that  it  would  result  in  lower  interest 
rates  to  farm  borrowers  over  a  period  of  years.  Actually - 

Mr.  Christopher.  Over  a  period  of  how  many  years,  Mr.  Governor  ? 

Mr.  Tootell.  As  long  as  the  system  operates.  And  I  would  say 
that  the  lower  interest  rates  would  begin  with  the  first  year,  but  you 
see  that  is  the  sort  of  thing  you  can  never  prove.  You  do  not  keep 
your  old  system  and  have  it  for  a  benchmark  and  then  have  the 
actual  operating  cost  of  your  new  system  and  make  that  comparison. 

But  we  feel  sure  that  as  a  result  of  doing  away  with,  well,  let  us 
say  one  of  two  sets  of  district  officers,  and  of  combining  certain  other 
functions,  that  the  job  can  be  done  at  a  lesser  cost,  as  well  as  being- 
done  with  greater  efficiency. 

Just  this  last  fall  at  the  request  of  the  Federal  Farm  Board  we 
employed  the  firm  of  Arthur  Anderson  &  Co.,  of  Chicago,  which  is 
a  very  reputable  auditing  and  accounting  firm  to  make  a  study  for 
us  of  possibilities  of  streamlining  the  functions  of  the  production- 
credit  corporations  and  the  intermediate  credit  banks,  assuming  that 
they  might  be  merged,  and  it  was  the  belief  of  this  very  reputable  firm 
that  the  district  institutions  would  be  able  to  effect  a  very  substantial 
saving  as  a  result  of  merger  and  streamlining  operations. 

Mr.  Poage.  I  believe  we  have  about  covered  any  questions  relating 
to  the  present  organization.  And  rather  than  going  into  further 
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questions  about  the  future,  I  wonder  if  you  might  proceed  to  give  us 
a  discussion  of  the  provisions  of  the  bill  now. 

Mr.  Tootell.  Very  well.  I  would  like  to  call  your  particular  atten¬ 
tion  to  the  policy  statement  which  is  section  2  of  the  bill,  and  which 
emphasizes  the  fact  that  service — a  sound  and  dependable  effective 
service  to  agriculture  will  continue  to  be  the  primary  objective  of  the 
operation  of  this  institution  under  the  proposed  legislation,  and  that 
it  will  be  the  intention  of  this  legislation  to  encourage  and  promote 
the  continued  growth  and  development  of  the  production-credit  sys¬ 
tem,  to  make  its  facilities  equally  available  to  the  office,  and  to  other 
qualified  lenders. 

This  bill  would  provide  that  the  merged  institutions  continue  to  be 
known  as  the  Federal  intermediate  credit  bank  in  each  district.  And 
even  after  merger  and  even  after  the  Government  capital  might  be 
all  retired  at  some  future  time  that  the  facilities  of  this  merged  insti¬ 
tution  would  continue  to  be  made  available  to  the  OFI’s  as  well  as  to 
the  production-credit  associations. 

This  question  of  how  best  to  provide  the  future  supervisory  service, 
the  necessary  supervisory  service  to  production-credit  associations  is 
one  to  which  the  Federal  Board  gave  a  tremendous  amount  of  thought 
over  the  last  2  years  and  more. 

A  year  ago  when  the  Board  was  here  with  its  proposal  for  a  plan 
which  would  permit  the  production-credit  associations  to  buy  the  pro¬ 
duction-credit  corporations,  the  Board  was  of  the  opinion  that  that 
might  be  the  best  solution. 

However,  since  going  out  to  the  country  and  working  so  closely 
with  all  of  the  production-credit  associations  and  getting  their  more 
considered  opinions  on  it,  it  is  the  belief  of  the  Board  that  this  remain¬ 
ing  supervisory  function  and  service  function  to  production-credit 
associations  can  be  satisfactorily  done  through  the  merged  institution. 

It  is  the  belief  of  the  Board  that  it  will  result  in  some  overall  sav¬ 
ings,  which  will  mean  lower  interest  rates  in  .the  future  to  farmers, 
compared  with  what  they  would  be  if  you  continued  the  two  separate 
institutions. 

Then,  in  addition,  you  will  have  a  simplification  of  the  corporate 
structure  and  we  believe  improved  credit  services. 

Well  now,  we  get  down  to  the  matter  of  the  stock  in  this  merged 
institution.  There  would  be  two  classes  of  stock  in  the  merged  insti¬ 
tutions:  “A”  stock,  which  would  be  issued  in  denominations  of  $100 
par  value  and  “B”  stock  in  the  denominations  of  $5  par  value. 

On  the  effective  date  of  the  legislation,  which  would  be  January  1, 
1957,  the  present  Government  capital  in  both  of  the  institutions, 
would  be  represented  by  “A”  stock. 

The  “B”  stock  would  be  the  voting  stock  and  the  stock  which  the 
production-credit  associations  would  acquire  as  they  retire  the  Gov¬ 
ernment  capital  and  purchase  ownership. 

Within  60  days  after  the  effective  date  of  this  act,  each  production- 
credit  association  would  be  required  to  subscribe  to  capital  in  the 
merged  intermediate-credit  bank.  In  the  aggregate  for  the  United 
States  as  a  whole,  this  would  amount  to  15  percent  of  the  Government 
capital  of  approximately  $86  million,  or  it  would  be  about  $13  million 
that  the  498  PCA’s  would  subscribe. 

Within  60  days  they  would  make  a  downpayment  of  a  third  of  that 
subscription.  Then  within  a  year  they  would  pay  in  the  second  third, 
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and,  before  2  years  had  expired,  they  would  pay  in  the  last  third. 

That  would  be  a  purchase  of  “B”  stock,  an  outright  purchase  of  “B” 
stock  and  would  be  the  only  outright  purchase  that  the  production- 
credit  associations  would  make. 

Let  us  see  about  how  that  will  work  for  a  PC  A  that  has  an  average 
of  about  a  million  dollars  in  discounts  with  its  district  credit  bank. 
It  would  meaan  that  the  association  would  subscribe  to  about  $20,000 
of  capital.  It  would  pay  a  third  of  that  within  60  days.  That  would 
be  $6,700  that  it  would  have  to  pay  out  of  its  current  assets.  Then 
inside  of  a  year  it  would  buy  another  $6,700  worth  and  then  in  the 
second  year  $6,700  worth,  for  a  total  of  $20,000  for  a  production-credit 
association  that  did  about  a  million  dollars’  worth  of  business  with  the 
bank. 

Such  an  association  would  have  a  net  worth  of  somewhere  between 
$275,000  and  $300,000.  So  it  would  be  trading  assets  about  this  way : 
It  would  be  subscribing  about  7  percent  of  its  net  worth  in  this  new 
institution,  and  it  would  not  lose  any  assets.  It  would  simply  give 
up  certain  assets  in  the  form  of  cash  or  Government  bonds  and  sub¬ 
stitute  capital  stock  of  this  newly  created  credit  bank  for  it. 

Mr.  McIntire.  May  I  ask  a  question  at  that  point  ? 

Mr.  Poage.  Certainly. 

Mr.  McIntire.  Do  I  understand  correctly  that  in  this  merged  insti¬ 
tution,  it  is  the  purpose  to  continue  stock  as  an  asset  on  the  books  of 
the  PCA,  and  that  it  does  not  impair  the  total  lending  ability  of  that 
PCA  in  relation  to  its  total  assets  ? 

Mr.  Tootell.  That  is  right,  in  this  sense:  That  its  net  worth  re¬ 
mains  the  same,  just  a  substitution  of  assets;  and  that  credit-bank 
stock  can  be  used  for  figuring  loan  ratio  purposes. 

But  there  is  this  one  important  difference,  and  that  is  that  the  PCA 
could  not  pledge  the  credit-bank  stock  to  the  credit  bank  and  borrow 
against  it. 

You  see,  it  can  pledge  Government  bonds  which  it  might  sell  in 
order  to  buy  stock.  That  is  the  fundamental  difference.  It  gives  up 
some  earning  power. 

Mr.  McIntire.  It  may  give  up  some  earning  power,  but  if  it  can’t 
pledge  the  stock  of  an  FICB  as  collateral  for  its  borrowing  from  the 
FICB,  then,  in  the  present  situation,  it  can  pledge 'these  other  invest¬ 
ments  as  collateral.  Why  does  not  that  limit  the  lending  ratio  of  the 
PCA  in  relation  to  its  total  capital  ? 

Mr.  Tootell.  I  would  like  to  ask  Mr.  Miles,  who  is  Director  of 
Short  Term  Credit  Service,  to  take  that  one. 

Mr.  Miles.  As  you  probably  know,  by  law,  a  PCA  cannot  discount 
more  than  $10  in  loans  at  the  bank  for  each  $1  of  its  net  worth. 

Net  worth  that  would  be  represented  by  stock  purchased  in  the 
bank  would  be  included  as  part  of  its  assets  and  could  be  used  in  figur¬ 
ing  that  limitation. 

Mr.  McIntire.  Then  you  are  modifying  the  existing  situation 
slightly  by  that  point  ? 

Mr.  Mills.  No,  I  think  not;  because  that  limitation  is  based  upon 
the  net  worth  of  the  association  in  relation  to  its  loans  and  discounts 
at  the  bank. 

Mr.  McIntire.  Well  then - 

Mr.  Miles.  And  it  does  not  specify  as  to  just  how  those  assets  are 
invested. 
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Mr.  McIntire.  Then  the  point  is  that  this  lending  ratio  is  in  re¬ 
lation  to  its  net  worth  and  not  in  relation  to  a  physical  asset  ? 

Mr.  Miles.  That  is  true. 

Mr.  McIntire.  Thank  you. 

Mr.  Johnson.  You  said  that  the  Government  capital  would  go  into 
class  “A”  stock. 

Mr.  Tootell.  Yes. 

Mr.  Johnson.  You  did  not  mention  what  was  going  to  become  of 
the  surplus  in  there.  Will  that  go  to  the  Government  or  go  to  the 
PC A’s  that  have  been  dealing  with  it  ? 

Mr.  Tootell.  The  surplus  from  both  the  corporation  and  the  credit 
bank  would  become  a  permanent  part  of  the  capital  structure  of  this 
new  institution. 

Mr.  Johnson.  Are  these  PCA’s  going  to  own  a  share  of  that  sur¬ 
plus  ? 

Mr.  Tootell.  Yes,  sir. 

Mr.  Johnson.  All  the  Government  will  get  back  will  be  their  orig¬ 
inal  capital,  not  any  of  the  surplus  ? 

Mr.  Tootell.  Unless  the  credit  banks  should  be  liquidated  prior  to 
the  retirement  of  all  of  the  Government  capital,  in  which  event  the 
Government  as  an  “A”  stockholder  would  share  pro  rata  along  with 
the  “B”  stockholders  in  dividing  up  any  surplus. 

Mr.  Johnson.  You  probably  get  into  it  further  in  your  discussion. 

Eventually  the  “A”  stock  will  be  liquidated  ? 

Mr.  Tootell.  That  is  true. 

Well  now,  I  have  pointed  out  here  this  initial  subscription  to  the 
capital  stock  of  the  credit  banks  amounting  to  15  percent  of  the  capi¬ 
tal.  From  that  point  on  all  of  the  retirement  of  Government  capital 
from  the  credit  banks  would  be  from  the  earnings  of  the  credit  banks, 
and  each  year  after  paying  their  operating  costs,  setting  up  neces¬ 
sary  reserves,  and  paying  franchise  tax,  the  net  earnings  of  an  inter¬ 
mediate  credit  bank  would  be  allocated  to  the  users  in  the  form  of 
additional  “B”  stock  to  the  production-credit  associations  and  in  the 
form  of  participation  certificates  to  the  OFI’s. 

Mr.  Poage.  What  can  the  OFI’s  do  with  those  certificates? 

Mr.  Tootell.  They  can  treasure  them  only  until  all  of  the  Govern¬ 
ment  capital  is  retired  from  the  system,  because  this  proposed  law 
would  provide  that  no  dividends  may  be  paid  either  on  “B”  stock 
or  on  patronage  certificates  until  after  all  Government  capital,  the 
“A”  stock,  was  retired. 

So  that  it  is  a  matter  of  their  being  an  asset  which  would  have 
value  at  sometime  in  the  future  but  not  currently. 

Mr.  Poage.  Could  they  sell  those  certificates  to  a  PC  A  ? 

Mr.  Tootell.  Well,  I  had  not  thought  of  that.  My  guess  is  there 
would  be  PCA’s  and  a  good  many  of  them  which  would  have  faith 
in  the  value  of  those  over  time.  If  they  were  properly  discounted 
for  the  element  of  time,  I  would  think  that  there  would  be  PCA’s 
that  might  be  willing  to  invest  in  them. 

Mr.  Poage.  But  there  would  be  no  prohibition  against  the  sale 
of  those  ? 

Mr.  Tootell.  No;  I  think  not  at  all.  Would  you  think  so? 

Mr.  Bagwell.  No;  that  is  right.  There  is  no  provision  in  the  bill, 
Mr.  Poage,  for  the  purchase  of  these  by  the  PCA’s. 
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Mr.  Poage.  There  is  no  prohibition  against  it. 

Mr.  Bagwell.  That  is  true.  PCA  generally  have  authority  to 
invest  their  funds  in  such  securities  as  may  be  approved  by  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  but  no  provision  is  made 
specifically  with  reference  to  these  participation  certificates. 

Mr.  Dixon.  Are  these  OFI’s  being  divested  of  some  rights  there 
of  ownership  which  they  have  ? 

Mr.  Tootell.  No,  sir.  I  can  say  very  emphatically  they  are  not. 
Congressman  Dixon,  because  they  have  no  such  rights  at  the  present 
time  and  never  have  had  any  in  the  credit  banks. 

Mr.  Dixon.  They  have  helped  to  build  up  the  service  and  credit 
structure  of  the  organization. 

Mr.  Tootell.  Yes;  they  have.  They  have  helped  to  build  up  some¬ 
where  in  the  neighborhood — I  think  as  near  as  we  can  tell — some¬ 
where  near  20  percent,  perhaps,  of  the  surplus  and  reserves. 

While  we  are  on  that  point,  however,  I  think  it  must  be  obvious 
that  it  is  essentially  the  big  volume  of  business  that  the  PCA’s 
have  given  the  credit  banks,  the  fact  that  they  account  for  85-87 
percent  of  the  volume  of  business  of  the  credit  banks.  It  has  been 
that,  volume  which  the  PCA’s  have  given  the  credit  banks  that  per¬ 
mitted  the  credit  banks  to  remain  as  economical  institutions.  I  think 
the  credit  banks  would  have  gone  out  of  existence  if  they  had  had 
to  depend  on  the  OFI’s  for  business. 

And  actually,  you  see,  the  PCA’s  through  furnishing  this  big- 
volume  of  business  have  held  an  umbrella  over  the  OFI’s  since  1934 
by  supporting  for  the  OFI’s  and  making  available  to  them  a  satis¬ 
factory  place  where  they  could  discount  their  paper. 

It  is  our  feeling  that  on  the  basis  of  that  alone,  and  the  fact  that  the 
OFI’s  presently  have  no  ownership  interests  at  all  in  the  surplus  of  the 
credit  banks  that  they  are  not  being  in  any  way  discriminated  against 
by  not  being  permitted,  under  our  proposal,  to  have  some  ownership 
interest. 

Mr.  Dixon.  Will  their  business  in  any  way  be  impaired  through  the 
merger  ? 

Mr.  Tootell.  Not  in  any  sense.  We  feel  that  it  is  adequately 
guaranteed  in  the  policy  statement  of  the  bill  and  in  four  or  five  other 
places  in  the  act  itself,  and  certainly,  in  our  testimony  here  and  in  the 
legislative  history.  I  am  sure  that  you  folks  will  see  to  it  that  the 
OFI’s  interests  are  safeguarded,  and  their  opportunity  continued  to 
have  fair  access  to  the  credit  banks  in  the  future. 

Mr.  McIntire.  You  just  mentioned  that  the  PCA  could  not  use  the 
“B”  stock  to  collateralize  their  discounts. 

Mr.  Tootell.  Yes,  sir. 

Mr.  McIntire.  I  think  the  record  should  show  whether  or  not  the 
agricultural  corporation,  OFI,  can  use  these  certificates  to  collateralize, 

Mr.  Tootell.  They  definitely  could  not, 

Mr.  McIntire.  They  cannot  ? 

Mr.  Iootell.  .No.  Although  those  certificates  would  constitute — I 
mean  the  credit  banks  would  have  a  lien  against  those  certificates  in 
case  the  OFI  failed. 

Mr.  McIntire.  To  the  extent  that  any  creditor  would  have  a  lien 
against  the  assets  of  an  institution  ? 

Mr.  I  ootell.  That  is  right,  but  only  to  that  extent. 
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Mr.  McIntire.  These  certificates  would  be  recognized  in  the  net 
worth  of  the  OFI  at  par  ? 

Mr.  Tootell.  That  is  right. 

3  In  that  respect  they  would  not  differ  a  bit  from  the  “B”  stock  of  the 

PCA. 

Mr.  McIntire.  That  is  the  point  I  wanted  the  record  to  be  clear  on. 

Mr.  Tootell.  Just  the  same. 

Mr.  McIntire.  Thank  you. 

Mr.  Tootell.  In  this  matter  of  the  subsequent  retirement  of  Govern¬ 
ment  capital  after  this  initial  subscription  on  the  part  of  PCA,  we 
think  that  is  probably  the  strongest  feature  of  this  and  probably  if 
it  were  not  for  the  great  flexibility  that  is  involved  in  this  feature,  the 
great  majority  of  production-credit  associations  in  this  country  at 
this  time  would  not  want  to  undertake  the  purchase  of  credit  banks. 

But  you  see  the  way  this  would  operate  now,  the  PCA’s  would  not 
be  saddled  with  a  fixed,  rigid  schedule  of  payments  which  they  would 
have  to  make  annually  or  quarterly  in  retirement  of  Government  cap¬ 
ital.  After  the  initial  subscription,  they  would  retire  Government 
capital  from  the  intermediate  credit  banks  only  as  the  credit  banks  had 
net  earnings  and  the  credit  banks  would  have  net  earnings  only  to  the 
extent  that  the  interest  rate  charged  by  the  credit  bank  was  pushed  up 
high  enough  above  the  cost  of  doing  business  to  make  a  net  return.  It 
wonld  definitely  be  the  policy  to  not  undertake  to  operate  and  earn  a 
net  return  at  times  when  the  cost  of  money  was  very  high,  as  it  is  at  the 
present,  or  when  the  income  situation  in  agriculture  was  unsatisfactory 
as  it  is  at  the  present. 

And  it  would  only  be  in  times  when  the  farmers  and  the  produc¬ 
tion  credit  associations  were  in  better  position  to  pay  that  the  credit 
banks  would  be  operated  for  profit.  At  such  times  Government  cap¬ 
ital  would  be  retired. 

We  feel  that  is  a  very  strong  feature  of  this  bill.  And  it  is  a  very 
important  consideration  in  view  of  the  present  income  situation  iii 
agriculture. 

Mr.  Dixon.  Would  you  state  whether  or  not  all  of  the  PCA’s  have 
funds  available  without  injury  for  the  initial  payment? 

Mr.  Tootell.  It  is  our  belief,  Congressman  Dixon,  that  they  do 
have.  We  have  not  canvassed  each  and  every  association  on  that. 

You  see,  this  total  15-percent  subscription  would  involve  about  7 
percent  of  the  net  worth  of  the  typical  association,  and  that  would  be 
subscribed  and  paid  in  over  a  2-year  period. 

We  feel  that  if  there  are  a  few  associations  over  the  next  2  years 
or  so,  whose  net  worth  position  were  such  that  they  could  not  pay  this, 
we  would  be  justified  in  putting  some  additional  Government  capital 
in  the  form  of  “A”  stock  in  the  association. 

Mr.  Johnson.  Is  there  any  provision  in  case  of  an  emergency  get¬ 
ting  the  Government’s  money  back  ? 

Mr.  T  'ootell.  Very  definitely  so,  in  both  the  intermediate  credit 
bank  and  the  PCA.  There  is  that  provision  in  the  present  law.  It 
would  not  be  changed  very  much. 

I  will  comment  a  little  later  on  a  slight  change  in  the  revolving 
fund  that  would  be  available  for  that  purpose,  but  the  general  prin¬ 
ciple  is  there. 
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Mr.  Hagen.  Would  you  state  what  possible  sources  of  earnings 
exist  to  these  intermediate  banks?  Do  they  just  make  money  out  of 
the  money  they  loan  to  the  PC  A  or  do  they  invest  funds  elsewhere? 

Mr.  Tootell.  That  is  a  very  good  question.  Primarily  it  is,  of 
course,  out  of  the  money  they  ioan  through  the  discounting  of  paper 
of  the  PCA’s,  and  the  OFI’s.  The  also  make  some  loans  directly 
to  farmers’  cooperative  associations.  Although  only  a  very  small 
amount  of  their  business  is  done  that  way. 

Then  they  do  not  have,  of  course,  as  income  interest  on  the  invest¬ 
ments  that  they  have  made  with  the  Government  capital  which  is  in 
the  system. 

You  see,  under  this  program  here  we  would  be  changing  the  cap¬ 
ital  structure  of  the  intermediate  credit  banks  in  this  way :  Presently 
they  have  a  net  worth  of  about  $110  million,  the  12  intermediate 
credit  banks.  By  combining  most  of  the  assets  of  the  production- 
credit  corporations  with  them,  we  would  come  up  with  12  institutions 
that  had  a  combined  net  worth  of  $149  million,  considerably  strength¬ 
ening  the  net  worth  of  the  intermediate-credit  banks  at  a  time  when 
we  think  they  may  look  forward  to  a  bigger  job  than  they  probably 
have  ever  had  before. 

Mr.  Poage.  You  mean  what  banks — the  new  ones? 

Mr.  Tootell.  The  new  credit  bank  which  is  the  merged  bank  would 
have  the  $149  million  net  worth  as  against  the  present  $110  million 
net  worth. 

Mr.  Christopher.  Mr.  Governor,  in  view  of  your  statement  a  few 
minutes  ago  that  it  was  costing  the  Farm  Credit  Administration  about 
300  percent  more  to  obtain  money  in  the  public  money  market  at  the 
present  time,  than  it  did  a  few  years  ago,  and  in  view  of  the  present 
depressed  condition  of  agriculture  in  the  United  States,  would  you  tell 
this  committee  what  the  great  hurry  is  to  increase  the  responsibility 
of  the  production-credit  associations  by  this  merger?  Would  this  be 
a  good  time  ?  Is  this  a  good  time  for  agriculture  or  is  it  a  bad  time, 
considering  the  money  market  and  the  present  condition  of  the  Ameri¬ 
can  farmer  ? 

Mr.  Tootell.  Well,  certainly,  there  have  been  much  more  favorable 
times  and  I  think  I  might  say  it  is  not  a  particularly  good  time,  but 
we  are  confronted  with  this  situation : 

For  something  more  than  2  years  now  the  employees  both  of  the  in¬ 
termediate  credit  banks  and  the  production-credit  corporations  in  each 
of  the  12  districts  have  been  faced  with  a  knowledge  that  something 
was  going  to  be  done  in  the  way  of  reorganization. 

They  have  had  the  j  itters.  Some  of  the  very  good  employees,  partic¬ 
ularly  of  production-credit  corporations,  have  gone  to  other  jobs,  not 
many  of  them,  but  it  has  been  difficult  if  not  impossible  for  the  pro¬ 
duction-credit  corporations  to  step  out  and  hire  good  competent  people 
to  replace  those  who  were  retiring  in  the  last  couple  of  years,  simply 
because  of  the  uncertainty  as  to  what  the  future  is  with  the  production- 
credit  corporations  in  particular. 

We  have  a  morale  situation  there  and  a  personnel  situation  that  is 
bad.  It  reduces  the  efficiency  of  these  two  at  a  time  when  we  feel  we 
ought  to  be  giving  the  best  possible  service  to  American  agriculture. 

And  I  am  sure  it  is  the  feeling  of  most — well,  the  great  majority— 
of  the  production-credit  association  people,  the  great  majority  of 
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boards  of  directors  in  the  12  districts,  as  well  as  our  Farm  Credit 
Boai  d,  that  it  is  important  to  get  this  thing  settled  and  be  on  our  way. 

Mr.  Christopher.  On  your  way  where  ?  You  said,  “be  on  our  wav,” 
to  where?  J 

Mr.  Tootell.  On  our  way,  sir — on  our  way  to  a  consolidated  institu¬ 
tion  which  has  only  one  set  of  officers  instead  of  two,  which  will  operate 
more  efficiently  and  more  economically. 

Mr.  Christopher.  You  just  said  that  you  thought  that  you  had  done 
a  good  job  over  the  last  21  years,  however. 

Mr.  Tootell.  Yes,  sir.  And  I  continue  to  say  that,  but  if  all  insti¬ 
tutions  in  this  country  of  ours  which  have  done  good  work  were  satis¬ 
fied  to  rest  on  their  laurels  we  would  not  have  much  progress. 

Mr.  Christopher.  Is  not  this  tremendous  increase  in  interest  cost, 
is  not  that  the  feature  that  is  working  against  our  production-credit 
associations  and  our  borrowers?  The  production-credit  rates  are 
equal  to  bank  rates  in  most  places  in  the  United  States  right  now.  If 
anything  happens  to  increase  them  we  will  be  driven  to  the  banks  for 
credit  and  our  production-credit  associations  will  cease  to  exist.  What 
little  saving  we  could  make  by  merger  will  be  infinitesimal.  You 
could  not  find  it  with  a  microscope  in  comparison  to  what  these 
increased  interest  rates  are  doing  for  our  associations. 

Mr.  Tootell.  Well,  we  certainly  will  have  to  agree  that  the  increased 
interest  rates  growing  out  of  the  increased  cost  of  money  loom  very, 
very  large  in  comparison  with  any  saving  that  might  be  done  through 
consolidation,  sir, 

Mr.  Poage.  Would  you  say  that  the  consideration  of  this  legislation, 
because  it  has  not  become  legislation  yet,  certainly  the  legislation  pro¬ 
posed  here  had  nothing  in  the  world  to  do  with  the  increased  interest 
rates  which  have  already  occurred  ? 

Mr.  Tootell.  That  is  exactly  right.  And  if  anyone  has  any  ques¬ 
tion  in  his  mind  about  that,  all  he  has  to  do  is  to  study  the  statistics 
in  the  money  market. 

Our  intermediate  credit  bank  debentures  continue  to  sell  at  essen¬ 
tially  the  same  position  relative  to  Government  securities,  as  they 
have  down  through  the  years  when  there  was  not  even  any  talk  about 
merger. 

We  have  talked  with  the  people  who  buy  our  scurities  and  said, 
“What  effect  would  that  have  if  the  credit  banks  and  corporations 
were  to  be  merged— what  effect  would  that  have  upon  the  sale  of  our 
securities  ?” 

They  say,  “Good  Heavens,  you  are  talking  about  making  $149  mil¬ 
lion  institution  out  of  one  that  is  presently  $110  million.  We  look 
essentially  at  the  balance  sheet  and  the  earning  statement.” 

The  mere  fact  of  consolidation  would  not  make  a  whit  of  difference. 

Mr.  Poage.  Is  it  not  true  that  this  change  in  the  interest  rate,  which 
I  deplore  just  as  much  as  anybody  else — I  think  it  is  a  bad  thing  for 
the  country.  There  are  differences  of  opinion  about  that;  but  this 
change  in  the  interest  rates,  is  not  confined  to  the  Farm  Credit  Admin¬ 
istration.  It  has  gone  all  the  way  through  our  whole  economy. 

Just  this  morning  I  read  the  financial  analysis  of  the  First  National 
Bank  of  Dallas  that  pointed  out  that  the  money  available  for  loans 
had  geen  greatly  reduced  in  the  Southwestern  area. 
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It  pointed  out  that  the  banks  were  cashing  their  Government  securi¬ 
ties  in  order  to  provide  funds  to  make  their  ordinary  loans,  and  that 
in  turn  that  many  of  their  corporate  depositors  had  now  found  that 
the  Government  securities  were  now  attractive  to  them,  and  they  were 
turning  around  and  buying  these  securities  and  reducing  the  deposits 
in  the  banks,  and  in  that  way  aggravating  the  very  situation  that  con- 

11  It^eems  to  me  that  what  we  have  is  that  we  have  all  of  the  seeds, 
and  maybe  we  have  more  than  the  seeds.  I  think  I  can  see  the  gieen 
coming  up  through  the  ground,  of  a  good  first-class  depression  or 
panic, &call  it  whatever  you  want  to,  because  when  I  look  out  there 
across  to  those  fields  they  look  to  me  just  exactly  like  they  did  in  the 
spring  of  1929.  They  have  such  a  striking  resemblance.  I  see  exactly 
the  same  kind  of  growth  out  there  on  those  fields  all  over  the  United 

States.  .  . 

Now,  maybe  it  won’t  happen  this  fall.  I  hope  it  won  t.  Hut  w  e  hav e 

seen  that  kind  of  harvest.  _  . 

Mr.  Christopher.  That  was  the  object  of  my  questioning.  I  wanted 

that  brought  out  and  in  the  record. 

Mr.  Poage.  I  do  not  think  he  is  to  blame  for  it. 

Mr.  Hill.  You  do  not  think  the  wish  is  father  to  the  thought. 

Mr.  Poage.  I  lost  more  money  in  1929  than  I  have  ever  made  any 
year  since.  I  do  not  wish  to  go  through  it  again. 

Mr.  Hill.  That  is  what  I  figured. 

Mr.  Tootell.  I  would  just  like  to  add  this  point,  that  last  year  the 
production-credit  associations  of  this  country,  in  spite  of  this  increase 
in  money  costs,  did  a  greater  volume  of  business  than  in  any  other 
year  of  tlieir  history  of  operation. 

Back  again  to  the  matter  of  operating  as  near  as  possible  at  the 
break-even  point  in  times  of  low  agricultural  income.  The  best  guess 
on  this — and  it  really  isn’t  a  guess,  it  is  a  matter  of  using  our  own 
operating  records — indicates  to  us  that  on  the  average  the  12  credit 
banks  of  this  country  with  a  capital  structure  as  would  be  provided 
through  this  merger  would  be  able  to  operate  with  only  a  one-tenth 
of  1  percent  interest  rate  in  order  to  break  even. 

I  am  sure  I  need  to  clarify  that  statement. 

The  income  from  their  capital  which  would  be  invested  largely 
in  Government  securities  would  come  within  one-tenth  of  1  percent 
of  being  sufficient  to  pay  the  total  operating  costs.  That  would  be 
for  the  typical  intermediate  credit  bank  in  the  United  States.  And 
it  would  be  the  intention  to  operate  just  as  near  that  break-even  cost 
as  possible  in  times  like  these  or  even  approaching  this. 

Over  the  past  10  years  the  margin  that  the  intermediate  credit 
banks  have  charged  has  averaged  37/100ths  of  1  percent.  The  break¬ 
even  point  on  an  average  would  be  one-tenth  above  debenture  cost. 
We  would  think  that  over  a  period  of  20  or  30  years,  which  would 
be  probably  the  time  that  it  would  take  for  the  great  majority  of  the 
credit  banks  to  retire  all  of  their  Government  capital,  that  the  spread 
would  have  to  be  in  the  neighborhood  of  one-half  of  1  percent.  Just 
slightly  more  than  it  has  been  on  an  average  for  the  last  10  years, 
when  the  credit  banks  were  not  retiring  Government  capital,  you  see. 

After  all  class  A  stock  in  the  credit  banks  would  be  retired,  non- 
cumulative  dividends  not  to  exceed  5  percent  would  be  authorized  by 
the  act. 
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In  the  event  of  liquidation  or  dissolution  of  a  production  credit  asso¬ 
ciation  or  an  OFI,  the  bank  could  at  any  time  also  retire  at  book  value 
but  not  exceeding  par  or  face  amount,  the  class  B  stock  and  partici¬ 
pation  certificates  which  such  association  or  institution  owns. 

I  would  like  to  go  into  just  a  little  the  matter  of  application  of 
earnings. 

Mr.  Poage.  What  is  the  reason  for  that  ?  As  I  understand  it  by  that 
you  mean  that  if  an  institution  goes  broke,  instead  of  having  to  sell  this 
stock  on  the  market,  that  you  take  it  at  par. 

Mr.  Tootell.  That  is,  it  would  be  discretionary.  A  district  board 
or  I  mean  the  board  and  officers  of  an  intermediate  credit  bank  if  they 
saw:  fit  to,  would  have  the  authority  here  to  retire  in  cash  the  participa¬ 
tion  certificates  of  an  OFI. 

Certainly,  that  would  not  be  done  if  it  were  a  very  large  amount  or  if 
it  would  impair  the  financial  standing  of  the  credit  bank.  We  hope 
that  there  would  not  be  any  occasion  for  that.  But  it  could  be  done. 

Mr.  Poage.  It  seems  to  me  that  it  puts  considerable  pressure  on  the 
board  when  the  board  meets  that  kind  of  situation.  They  will  have  a 
good  deal  of  sub  rosa  argument  in  favor  of  it. 

Mr.  Tootell.  There  could  be  a  lot  of  argument  over  what  the  dis¬ 
count  would  be  on  any  such  settlement. 

Mr.  Poage.  I  thought  you  said  it  would  be  paid  at  par. 

Mr.  Tootell.  Not  exceeding  par  or  face  amount,  sir. 

Mr.  Poage.  I  see. 

Mr.  Tootell.  Well,  now,  I  would  like  to  go  into  this  matter  of  appli¬ 
cation  of  earnings  in  just  a  bit  of  detail.  I  realize  we  have  to  move 
on  here. 

Section  103  of  the  bill  contains  amendments  which  would  provide  a 
new  method  of  application  of  net  earnings  of  the  bank.  After  provid¬ 
ing  for  valuation  reserves  and  for  any  losses  in  excess  of  such  reserves, 
the  net  earnings  of  each  bank  would  be  applied,  first,  to  the  restora¬ 
tion  of  any  impairment,  in  the  capital  stock  and  participation  certifi¬ 
cates  ;  second,  to  restoring  any  impairment  in  the  surplus  account  of 
the  banks;  third,  25  percent  of  the  remaining  net  earnings  would  be 
used  to  create  and  maintain  a  reserve  account  equal  to  25  percent  of  the 
outstanding  stock  and  participtation  certificates  of  the  bank;  fourth, 
if  any  class  A  stock  stock  is  outstanding  during  any  part  of  that  year, 
then  the  credit  bank  would  pay  a  franchise  tax  of  25  percent  on  the 
remaining  net  earnings. 

That  is  the  same  provision  that  this  committee  recommended  and 
it  was  enacted  in  connection  with  the  co-op  bank  legislation  a  year  ago. 

As  long  as  there  is  any  class  A  stock  outstanding,  patronage  re¬ 
funds  would  be  paid  in  B  stock  to  the  production  credit  associations, 
and  participation  certificates  to  the  OFI’s. 

After  it  is  retired,  of  course,  then  those  participation  benefits  could 
be  paid  either  in  stock  and  certificates  or  in  cash,  as  the  board  might 
choose. 

The  present  surplus  that  would  be  retained  in  the  credit  bank  and 
that  to  be  transferred  from  the  corporation  in  each  district  would  be 
frozen.  It  would  be  not  available  to  pay  dividends,  but  would  be  set 
up  here  as  a  part  of  the  permanent  capital  structure  in  each  credit 
bank. 

We  feel  that  is  amply  safeguarded. 
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Mr.  Briggs  mentioned  the  matter  of  a  letter  we  had  from  the  Bureau 
of  the  Budget  which  took  exceptions  to  three  features  of  this  bill.  I 
want  at  this  time  to  tie  one  of  them  in  with  my  testimony  with  respect 
to  distribution  of  assets  of  a  credit  bank  on  liquidation. 

This  bill  would  provide  that,  after  payment  of  debts,  class  A  stock 
would  first  be  retired  at  par  and  then  class  B  stock,  and  participa¬ 
tion  certificates  would  be  retired  at  par  or  face  amount. 

Mr.  Hagen.  You  keep  talking  about  liquidation  but  it  is  not  con¬ 
templated  that  these  banks  would,  however,  be  liquidated,  is  it  ? 

Mr.  Tootell.  We  feel  that  it  is  an  academic  question,  but  on  the 
other  hand,  we  believe  it  is  very  important  and  particularly  when 
Government  capital  is  involved,  as  it  is  at  the  present  time,  to  define 
the  matter  of  ownership  interest  on  down  the  road. 

And  even  after  Government  capital  is  retired - 

Mr.  Hagen.  There  is  no  implication  in  the  bill  that  it  leads  towards 

liquidation  ?  j 

Mr.  Tootele.  No,  we  feel  that  it  definitely  would  strengthen  the  1 
credit  banks  and  certainly  make  much,  much  less  likely  their  liquida¬ 
tion.  I  think  I  would  like  to  get  in  the  record  at  this  point  the  fact 
that  no  intermediate  credit  bank  could  go  broke  unless  and  until  the 
great  majority  of  the  production  credit  associations  and  OFI’s  which 
borrow  from  it  go  broke.  They  are  the  primary  lenders,  and  they 
have  to  lose  their  assets  really  before  an  intermediate  credit  bank  is  in 
position  to  take  a  loss. 

So  we  think  that  the  possibility  of  the  intermediate  credit  bank 
going  broke  is  very  remote.  But  on  the  other  hand,  we  are  required 
by  the  Bureau  of  the  Budget  and  we  want  ourselves,  of  course,  to  have 
it  clearly  understood  as  to  the  ownership  interest  in  these  institutions 
after  the  Government  capital  is  retired. 

It  was  the  recommendation  of  the  Federal  Farm  Credit  Board  that 
after  all  of  the  Government  capital  is  retired  the  F ederal  Government 
have  no  residual  interest  in  this  surplus  but  at  this  point  I  should  point 
out  here  the  objection  of  the  Bureau  of  the  Budget. 

They  say  this,  that  there  would  be  no  justification  for  distributing 
this  surplus  to  the  stockholders  at  time  of  liquidation,  that  when  a 
bank  is  dissolved  and  the  surplus  is  no  longer  required  for  the  purpose  | 
for  which  it  was  intended,  it  should  be  returned  to  the  Treasury,  as 
is  now  provided  by  law  in  the  case  of  the  Federal  intermediate  credit 
banks,  which,  of  course,  always  have  been  wholly  Government-owned 
institutions. 

While  we  think  this  is  an  academic  point,  it  ceases  to  be  solely  that 
from  the  standpoint  of  recognizing  a  continuing  Government  interest. 

If  these  institutions,  after  the  production  credit  associations  pur¬ 
chase  them,  if  the  Government  were  to  continue  to  have  an  interest 
by  virtue  of  this  surplus,  our  production  credit  associations  think  it  • 
would  be  very  undesirable.  It  might  give  a  justification  to  the  Gov¬ 
ernment  for  interfering  in  management,  and  making  other  require¬ 
ments  that  would  be  objectionable  to  the  purchasers  of  the  system. 

That  matter  wTas  threshed  out  pretty  well  sometime  ago  in  connec¬ 
tion  with  the  banks  for  co-ops.  We  were  required  to  make  a  similar 
recommendation  regarding  the  banks  for  co-ops  legislation  a  year  ago, 
and  both  Houses  of  Congress  had  the  feeling  that  the  recommenda¬ 
tion  of  the  Federal  Farm  Credit  Board  was  what  it  wanted  to  approve. 
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Mr.  Johnson.  You  are  giving  tlie  PCA  the  same  deal  that  the 
banks  for  co-ops  received  ? 

Mr.  Tootell.  That  is  right;  and  that  the  land  banks  had  before 
them  and  that  the  production  credit  associations  have  in  the  retire¬ 
ment  of  their  own  Government  stock,  you  see.  There  has  never  been 
any  question  raised  about  the  latter. 

Mr.  McIntire.  Would  it  not  also  be  fair  to  say  that  the  present 
surpluses  of  the  FICB’s  are  substantially  sums  accumulated  out  of  the 
earnings  that  have  been  obtained  on  interest  money  paid  by  the  par¬ 
ticipating  PCA’s  and  OFI’s  and  that  substantially  these  surpluses 
a.  accumulations  of  interest  paid  by  the  farmer  users  of  the  system? 

Mr.  Tootell.  We  believe  that,  Congressman  McIntire.  We  do  not 
subscribe  to  the  view  which  some  advance  that  these  surpluses  are  due 
solely  to  the  fact  credit  banks  have  had  the  free  use  of  Government 
capital.  The  credit  banks  for  years  have  charged  a  higher  margin, 
above  their  debenture  cost,  than  was  necessary  to  pay  their  operating 
costs  in  order  to  build  permanent  capital  in  the  form  of  surpluses. 
They  have  consciously  done  that  and  prided  themselves  in  increasing 
their  own  financial  strength. 

The  alternative  to  that  would  be  to  have  called  for  additional  sub¬ 
scriptions  of  Government  capital  to  take  care  of  that.  I  think  your 
point  is  very  well  taken. 

This  is  as  good  a  stopping  point  as  any,  from  my  standpoint. 

Mr.  Poage.  We  are  far  from  through  with  this  discussion. 

Mr.  Tootell.  I  would  try  to  finish  my  statement  here  in  half  an 
hour  whenever  you  desire. 

Mr.  Poage.  The  committee  will  stand  in  recess  until  2 : 30  o’clock. 

(Whereupon,  at  12 : 00  o’clock  noon,  the  committee  recessed  to  re¬ 
convene  at  2 :  30  o’clock  p.  m.,  this  day.) 

AFTERNOON  session 

Mr.  Poage.  The  subcommittee  will  please  come  to  order. 

We  will  proceed  with  Governor  Tootell  explaining  the  provisions 
of  the  pending  legislation. 

STATEMENT  OF  R.  B.  TOOTELL — Resumed 

Mr.  Tootell.  Mr.  Chairman,  the  next  item  I  would  like  to  call  to 
the  attention  of  your  committee  is  an  amendment  which  would  permit 
the  credit  banks  in  the  future  to  discount  paper  submitted  to  them  for 
terms  up  to  7  years. 

Since  the  beginning  of  the  credit  banks  they  have  been  authorized 
to  discount  paper  for  terms  up  to  3  years.  Particularly,  with  the  in¬ 
creased  capital  requirements  in  agriculture  and  the  great  expenditures 
which  farmers  have  for  such  things  as  heavy  equipment,  the  con¬ 
version  in  dairy  areas  to  bulk  milk  tanks,  soil  conservation  programs, 
farm  building  programs,  et  cetera,  a  good  many  farmers  have  need 
for  a  type  of  credit  that  truly  is  intermediate  in  terms — it  is  longer 
than  1  year,  but  shorter  than  ordinarily  is  extended  on  real  estate 
security. 

And  we  feel  that  there  is  a  definite  place  for  that. 

I  might  call  attention  to  the  fact  that  Congressman  McIntire  of 
this  subcommittee  some  weeks  ago  introduced  a  bill  which  would  do 
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just  this  thing.  It  is  a  very  short  bill,  and  its  sole  purpose  would  be 
to  increase  the  possible  term  of  credit  bank  loans  up  to  7  years.  I 
think  I  need  say  no  more  about  that. 

And  other  features  of  this  bill  would  make  it  possible  for  a  complete 
system  of  inter-bank  borrowings  between  the  farm  credit  units,  the 
land  banks,  the  intermediate  credit  banks  and  the  co-op  banks. 

There  are  times,  for  period  of  from  1  week  to  perhaps  30  days, 
where  one  farm  credit  institution  is  in  need  of  funds,  and  another  farm 
credit  institution,  either  in  the  same  district  or  in  another  district, 
has  a  surplus  of  funds. 

And  by  making  it  possible  for  them  to  borrow  from  each  other  for 
a  short  period  of  time,  the  efficiency  of  their  operations  can  be  in¬ 
creased  because  they  use  idle  funds  and  the  institution  that  is  borrow¬ 
ing  ordinarily  can  borrow  from  a  fellow  member  of  the  system  at  a 
little  more  economical  rate  than  they  would  have  to  pay  in  the  market. 

'Mr.  Poage.  That  is  one  of  the  problems  there  that  disturbed  me 
somewhat. 

I  readily  see  the  advantage  of  the  inter-system  borrowing  but  at 
the  same  time,  as  I  understand  it,  we  have  one  board  sitting  here  that 
represents  each  of  the  segments.  That  board  goes  out  and  i  f  per  chance 
any  two  of  the  group  were  to  work  together,  even  without  the  consent 
of  a  third  group  in  the  board,  they  might  borrow  that  third  member 
blue  in  the  face,  could  they  not  ? 

Mr.  Tootell.  Well,  we  think  it  unlikely. 

Mr.  Poage.  Yes ;  I  think  so. 

Mr.  Tootell.  But  I  am  sure  it  could  not  happen  because  they  are 
required  to  get  the  approval  of  the  Farm  Credit  Administration  for 
any  such  inter-bank  borrowing. 

As  a  matter  of  fact,  our  finance  officer  actually  does  the  arranging; 
he  locates  the  bank  that  has  the  surplus  of  funds  and  locates  the  bank 
that  wants  to  do  the  borrowing,  and  arranges  to  get  them  together. 

And  we,  as  well  as  the  district  institutions,  have  to  approve  the 
transaction. 

Mr.  Poage.  You  mean  that  the  local  bank  making  the  loan  has  to 
approve  it  or  does  the  district  board  have  to  approve  the  local  board? 

Mr.  Tootell.  Not  the  district  board.  They  have  delegated  that 
function  to  the  officers  of  the  district  bank. 

Mr.  Poage.  What  I  am  getting  at  is  this :  Suppose  the  land  bank 
and  the  bank  of  cooperatives  wanted  to  borrow  from  PCA — put  it 
that  way — from  the  intermediate  credit  bank,  and  the  local  inter¬ 
mediate  bank  did  not  want  to  make  them  the  loan.  They  would  have 
to  make  them  the  loan  under  this. 

Mr.  Tootell.  They  would  not  have  to.  It  is  a  matter  of  a  nego¬ 
tiated  proposition.  Just  last  week  the  co-op  banks  borrowed  $7 
from  the  land  banks,  out  of  money  that  the  land  banks  got  from  the 
recent  bond  sale.  And  that  was  done  in  a  very  businesslike  wav. 
The  rate  was  negotiated.  The  term,  which  was  a  30-day  term,  was 
negotiated,  and  the  co-op  banks  issued  a  special  form  of  debenture 
which  was  drawn  up  and  executed  in  our  office,  and  had  to  be  approved 
both  by  the  Governor  and  the  Deputy  Governor,  in  order  to  make 
it  legal. 

So  we  think  we  have  the  gap  plugged  up  on  that  very  completely. 
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Mr.  Poage.  Please  understand,  I  think  it  is  a  liigldy  desirable  ar¬ 
rangement.  I  think  we  need  to  have  that  kind  of  arrangement. 

All  I  am  trying  to  get  at  is  to  make  sure  that  protection  there  is  for 
the  institution  from  which  the  funds  are  taken,  and  in  this  case  it  was 
the  land  bank.  I  recognize  the  land  bank  is  probably  in  the  strongest 
position  of  any  of  them,  is  it  not  ?  And  probably  you  will  never  be 
able  to  take  it  from  the  land  bank  when  it  is  objectionable,  but  theo¬ 
retically,  the  other  agencies  would  have  a  majority  on  the  board  and 
the  board  makes  the  decision. 

What  I  am  trying  to  get  at  is,  would  the  land  bank  officials,  regard¬ 
less  of  any  board,  have  a  right  to  turn  down  that  loan  ? 

Mr.  Tootell.  They  would,  indeed. 

Mr.  Poage.  That  is  what  I  wanted  to  know. 

Mr.  Tootell.  Yes,  sir,  they  would.  And  we  think  the  fact  that  it 
would  have  to  be  approved  by  our  office  as  well  as  probably  negotiated 
by  our  office,  means  that  there  are  ample  safeguards  on  it. 

Mr.  Poage.  I  think  there  are  safeguards,  but  I  just  wanted  to  make 
it  clear  that  the  institution  that  is  putting  up  the  money  has  to 
consent  to  it. 

Mr.  Tootell.  Yes. 

The  next  point  I  would  like  to  refer  to  is  that  of  revolving  funds. 
We  just  touched  on  it  at  one  point  this  morning  in  our  testimony. 

The  original  revolving  fund  set  up  for  the  production  credit  system 
was  $120  million  in  1933. 

In  1919  that  was  reduced  by  law  to  $90  million,  and  $30  million  of 
that  was  returned  to  the  general  funds  or  miscellaneous  receipts  of 
the  Treasury. 

This  bill  would  reduce  that  revolving  fund  still  further  to  $60 
million,  which  would  be  available  in  the  future  to  capitalize  produc¬ 
tion  credit  associations. 

That  matter  has  been  discussed  at  some  length  with  the  district 
boards  and  the  production  credit  corporation  officials  in  the  districts, 
nnd  a  year  ago  it  was  agreed  that  $60  million  should  be  sufficient. 

Mr.  Poage.  Is  that  achieved  by  the  provision  on  page  16  ? 

Mr.  Tootell.  I  will  ask  John  Bagwell  to  answer  that  question,  Mr. 
Chairman. 

Mr.  Bagwell.  Page  16,  that  is  right,  Mr.  Chairman. 

Mr.  Poage.  Section  105  ? 

Mr.  Bagwell.  That  is  right. 

Mr.  Tootell.  Now,  as  so  the  revolving  fund  for  the  intermediate 
credit  bank,  there  has  been  a  revolving  fund  of  $40  million  available 
to  add  to  the  capital  structure  of  the  credit  banks  since  1934,  and 
from  time  to  time  some  of  that  has  been  subscribed  in  the  form  of 
paid-in  surplus  to  credit  banks  that  needed  it  to  support  its  loan 
volume.  ... 

Presently  about  two  and  one-half  million  dollars  of  that  $40  million 
is  out  in  three  of  the  banks. 

The  proposal  of  the  board  is  that  there  be  added  to  this  present  $40 
million  revolving  fund  all  of  the  $60  million  of  Government  capital 
<is  it  is  retired. 

In  other  words,  the  revolving  fund  for  the  credit  banks  would  be 
built  up  to  a  total  of  $100  million  out  of  capital  that  already  is  in  the 
system. 
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As  the  $60  million  of  capital  is  retired,  that  money  instead  of  going 
into  the  general  funds  of  the  Treasury,  would  be  added  to  the  revolv¬ 
ing  fund. 

Mr.  Johnson.  What  is  the  advantage  of  taking  the  60  from  one 
and  putting  it  into  the  other? 

I  say,  what  is  the  advantage  ? 

Mr.  Tootell.  One  of  them  is  a  revolving  fund  for  the  production- 
credit  associations,  which  is  a  distinct  thing. 

And  the  other,  a  revolving  fund  for  the  credit  banks.  They  are  two 
separate  things. 

Mr.  P oage.  You  reduce  the  revolving  fund  ? 

Mr.  Tootell.  For  the  associations. 

Mr.  J ohnson.  And  increase  it  for  the  bank  ? 

Mr.  Poage.  For  the  banks. 

Mr.  Tootell.  And  increase  it  for  the  credit  banks  ? 

Mr.  Johnson.  The  production-credit  associations  will  have  the  1 
advantage  of  it  because  they  work  through  the  banks. 

Mr.  Tootell.  That  is  right.  It  is  definitely  to  the  advantage  of 
the  production-credit  associations,  as  well  as  the  OFI’s  that  the  credit 
banks  at  all  times  be  amply  capitalized. 

Of  course,  you  understand  about  these  revolving  funds  that  the 
money  in  them  is  not  sterilized  and  tied  up,  but  rather  there  is  simply 
a  credit  there,  I  mean  a  memorandum  item  in  the  books  of  the  Treasury 
Department.  However,  it  is  a  contingent  liability  that  the  Treasury 
has  to  make  good  on  if  called  upon  to  put  these  funds  back  in. 

Mr.  Johnson.  And  if  it  isn’t  necessary,  there  would  be  no  $100  mil¬ 
lion  in  there  except  when  necessary  ? 

Mr.  Tootell.  That  is  right. 

J  ou  see,  at  the  present  time  out  of  the  $40  million  of  authorized 
revolving  fund,  there  is  only  $2.5  million  subscribed. 

This  is  another  of  the  points  at  which  the  Bureau  of  the  Budget 
disagreed  with  the  recommendation  of  the  Federal  Board. 

You  see,  the  sum  total  of  these  two  revolving  funds  presently,  90 
for  production  credit,  40  for  intermediate,  makes  $130  million. 

The  Board’s  proposal  was  that  the  sum  total  of  the  two  be  $160  mil-  J 
lion.  And  the  Bureau  of  the  Budget  expressed  its  opinion  that  the 
present  $130  million  total  should  be  sufficient,  and  said  it  did  not 
care  how  that  was  allocated  as  between  the  two. 

The  Bureau  even  made  one  suggestion  that  is  not  in  its  letter,  that 
possibly  the  two  funds  could  be  combined,  so  that  there  would  be 
greater  flexibility. 

_  Frankly,  we  had  not  explored  that,  and  subsequent  to  their  sugges¬ 
tion  on  it  we  have  the  possibility  of  combining  the  two.  But  their 
recommendation  is  that  the  ceiling  for  those  be  the  present  $130  mil¬ 
lion  rather  than  $160  million  recommended  by  the  Board. 

Mr.  Johnson.  I  cannot  see  how  you  get  your  $130  million.  You 
had  $40  million  and  you  have  $120  million.  You  get  $160  million. 

Mr.  Tootell.  That  is  the  Board’s  recommendation. 

Mr.  Johnson.  According  to  the  bill  by  changing  $120  million,  in 
subsection  (a)  thereof  to  $60  million  and  by  changing  $40  million  in 
subsection  (e)  thereof,  to  $100  million - 

Mr.  Tootell.  There  isn’t  in  fact,  $120  million  in  the  production 
credit  revolving  fund  at  the  present  time  and  has  not  been  for  a  good 
many  years.  It  has  actually  been  only  $90  million.  And  this  is  really 
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to  correct  in  the  law  a  situation  which  was  brought  about,  a  reduction 
in  that  revolving  fund,  I  think,  by  administrative  action. 

Mr.  Bagwell.  By  an  appropriation  act. 

Mr.  Tootell.  By  an  appropriation  act  some  years  ago. 

Mr.  Bagwell.  In  the  basic  law,  the  $120  million  figure  was  not 
changed. 

Mr.  Tootell.  This  is  the  first  time  that  an  effort  has  been  made  to 
change  that  basic  law  from  $120  million. 

There  are  a  number  of  miscellaneous  provisions.  One  that  is  very 
significant  from  our  standpoint,  has  to  do  with  the  relationship  of 
the  merged  credit  banks  to  the  Corporation  Control  Act  or  the  juris¬ 
diction  of  the  Corporation  Control  Act. 

Presently,  the  land  banks  and  the  co-op  hanks,  by  virtue  ot  having 
some  user  capital  in  them,  are  classified  as  “Mixed  ownership  corpo¬ 
rations”  and  specifically  do  not  come  under  the  budget  provisions  of 
the  Corporation  Control  Act. 

The  land  banks,  because  they  have  no  Government  capital  remaining 
in  them,  are  not  even  subject  to  audit  under  the  audit  provisions  of 
the  Corporation  Control  Act. 

The  banks  for  cooperatives  when  they  complete  the  retirement  ot 
the  Government  capital  will  also  be  exempted  from  the  audit  provi¬ 
sions  of  the  Corporation  Control  Act. 

The  board  recommended  identical  treatment  for  the  intermediate 
•credit  banks,  feeling  that  as  soon  as  the  production  credit  associations 
under  this  law  would  subscribe  to  capital  in  the  credit  banks,  the 
credit  banks  would  become  mixed  ownership  institutions  in  fact,  and 
would  immediately  become  exempt  from  the  budget  provisions  of  the 
Corporation  Control  Act. 

This  brings  up  the  third  point  at.  which  the  Bureau  of  the  Budget 
made  an  exception.  Its  point  No.  2  was  that  the  intermediate 
credit  banks  should  remain  under  the  budget  provisions  as  well  as 
the  audit  provisions  of  the  Corporation  Control  Act,  until  the  last 
dollar  of  Government  capital  is  out;  not  when  the  first  dollar  ot  user 

capital  is  subscribed.  .  ,  ,, 

And  we  feel  that  is  a  rather  fundamental  difference  between  the 

two.  , 

Mr.  McIntire.  On  that  point,  that  is  a  shift  somewhat  of  the  posi¬ 
tion  in  the  interpretation  of  the  jurisdiction  of  the  Corporation  Con¬ 
trol  Act  as  it  applied  previously  to  the  other  corporations;  is  it  not' 
Mr.  Tootell.  We  felt  that  it'  was.  And  we  felt  that  it  would  not 
be  desirable,  our  board  felt  that  way  about  it.  And  particularly  for 
this  reason.  Even  in  the  Farm  Credit  Administration,  m  our  ex¬ 
pense  for  the  Washington  office,  we  do  not  get  an  appropriation  for 
tax  money.  The  cost  of  maintaining  the  Washington  office  is  borne 
by  assessments  which  are  levied  against  the  district  institutions. 

'  We  do  go  to  the  Bureau  of  the  Budget  each  year  to  get  an  approval 
to  request  of  Congress  the  authority  to  spend  the  money  which  we 
o-et  from  the  district  institutions  through  assessments  on  them. 

&  So  long  as  the  credit  banks  and  the  corporations  were  wholly  Gov¬ 
ernment  owned,  we  felt,  of  course,  that  it  was  entirely  proper  that  we 
go  through  that  routine  in  order  to  get  approval  of  the  budgets  tor 
these  district  institutions,  even  though  those  funds  came  out  ot  their 
operating  income. 
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But  it  is  the  belief  of  the  Board  that  as  soon  as  the  intermediate 
credit  banks  become  mixed  ownership  institutions,  in  other  words,, 
as  soon  as  the  PCA’s  make  their  initial  payment,  that  the  budget  pro¬ 
visions  should  no  longer  apply. 

Mr.  Poage.  And  as  soon  as  tire  payments  are  all  made,  the  Govern¬ 
ment  stock  is  all  retired,  the  audit  provisions  should  not  apply. 

Mr.  Iootell.  J  hat  is  the  feeling  of  our  board.  And  as  a  matter  of 
fact,  the  Bureau  of  the  Budget  raised  no  objection  to  that. 

I  have  mentioned  this  matter  of  the  expenditures  in  the  Washington 
office.  And  earlier  this  morning  I  talked  about  our  desire  to  operate 
the  system  as  economically  as  possible. 

Since  the  Farm  Credit  Administration,  our  Washington  office,  and 
folks  who  are  on  the  Washington  payroll  become  an  independent 
agency  in  December  1953,  we  have  reduced  the  personnel  of  the  Farm 
Credit  Administration  by  25  percent— from  a  total  of  322  payroll 
strength  as  of  early  December  1953,  to  245  presently.  That  was  not 
just  a  matter  of  reducing  the  number  of  clerks  and  stenographers  and 
so  forth.  We  eliminated  two  deputy  governor  positions,  and  we  have 
cut  out  other  higher  salaried  people.  We  think  that  is  a  rather  typi¬ 
cal  cross  section. 

We  believe  we  have  done  it  without  any  impairment  at  all  in  the 
efficiency  of  our  operation. 

Again  we  employed  the  Arthur  Anderson  people  a  year  ago  last 
winter  to  make  a  study  of  our  examination  organization  and  pro- 
cediire,  and  we  have  reduced  the  size  of  our  examination  force  by  a 
third,  and  its  expense  by  essentially  that  same  amount. 

llie  district  institutions  believe,  and  we  believe  that  we  are  getting 
a  better  examination  job  done,  one  that  results  in  more  readily  i usable 
information  for  management,  than  we  had  under  the  old  system. 

I  cite  those  things  because  they  have  quite  a  bearing  on  this  matter 
of  economical  operation. 

We  have  been  able  to  absorb  all  of  the  mandatory  pav  increases 
the  longevity  pay  increases,  the  increased  per  diem  expenses  and  all 
of  those,  and  at  the  same  time  reduced  our  requests  for  appropri¬ 
ations  for  the  authorization  for  the  Washington  office  by  $90,000. 

Mr.  Poage.  What  has  happened  in  the  field? 

Mi.  Tootell.  The  field  has  just  about  held  even  on  its  personnel. 

1  here  has  been  a  slight  increase  the  last  2  years  in  the  intermediate 
credit  banks  because  of  greater  volume  of  business,  but  it  has  been 
just  a  very  few. 

lliis  Arthur  Anderson  report  that  was  made  for  us  just  this  past 
winter  indicates  possibilities  for  rather  substantial  saving  that  would 
come  about  with  the  streamlining  that  would  be  possible  with  this 
meiger.  Much  of  it  would  be  in  the  discount  operations  of  the  inter¬ 
mediate  credit  banks,  as  a  matter  of  fact. 

We  believe  these  further  savings  that  will  be  made  will  make  it 
possible  for  us  to  extend  every  bit  as  good  service  or  better  service, 
and  do  it  at  actually  a  lesser  cost  than  at  the  present  time  with  our 
present  organization. 

•  WcInitre.  On  that  matter  which  you  just  referred  to  there 
in  the  reduction  in  the  overhead  and  personnel,  that  is  exclusive  of 
the  cooperative  service  division  which  remained  in  the  department? 

Mr.  Iootell.  That  is  right.  The  cooperative  service  division 
stayed  in  the  department. 
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Mr.  McIntire.  And  this  change  as  to  the  number  of  personnel 
which  existed  prior  thereof  as  an  independent  agency  did  not  involve 
a  change  in  relation  of  the  department  service  division— I  mean  this 
change  in  personnel  is  subsequent  to  the  establishment  of  that? 

Mr.  Tootell.  Yes,  it  is.  That  is  right.  And  as  of  the  effective  day 
when  the  personnel  was  transferred — well,  the  coop  service  people 
were  transferred  out - 

Mr.  McIntire.  Yes. 

Mr.  Tootell.  That  was  the  personnel  strength  on  the  effective  day. 

Mr.  Chairman,  I  should  like  next  to  close  with  some  comments 
about  the  status  of  OFI’s  or  the  other  financing  institutions,  and  their 
relationship  to  this  system. 

There  are  at  the  present  time  about  90  OFI’s  that  are  discounting 
with  or  borrowing  with  the  intermediate  credit  banks. 

During  the  fiscal  year  ended  last  June  they  contributed  about  9 
percent  of  the  total  volume  of  business  of  the  12  banks. 

I  might  say  that  the  percentage  of  business  that  they  contributed 
varies  materially  between  districts,  from  iy2  percent  in  the  Colum¬ 
bia  district  to  about  25  percent  in  the  Berkely  district. 

Mr.  Poage.  What  do  you  mean ;  iy2  percent  of  what  ? 

Mr.  Tootell.  Of  the  total  volume  of  business  done  by  the  credit 

Mr.  Poage.  Of  all  of  the  business  done  in  the  United  States? 

Mr.  Tootell.  Done  in  these  respective  banks.  One  and  one-half 
percent  done  in  the  Columbia  district;  25  percent  in  the  Berkely 
district.  But  9  percent  average  for  all  12.  And  in  your  Houston  dis¬ 
trict  it.  runs  a  little  better  than  20  percent  usually,  Congressman 
Poage.  That  is  the  second  largest  from  the  standpoint  of  OFI  busi- 

I16SS 

Some  of  the  OFI’s  have  expressed  objections  to  us- — they  did  at  our 
hearings  last  summer — to  some  of  these  proposals.  _ 

Our  board  has  gone  to  great  lengths  to  take  into  account  the  in¬ 
terests  of  the  OFI’s.  ,  , 

Mr.  P.  O.  Wilson,  who  speaks  for  a  rather  large  number  of  them, 
lias  met  with  our  Federal  Farm  Credit  Board  on  at  least  two  occa¬ 
sions  and  discussed  our  mutual  interests.  And  the  Board  has  given 
a  good  deal  of  consideration  to  his  recommendations.  . 

One  of  the  principal  objections  of  the  OFI’s  to  the  proposed  legis¬ 
lation  is  that  they  would  not  be  permitted  to  acquire  ownership  m  the 

credit  banks  the  same  as  would  the  PCA’s. 

Now  I  want  to  point  out  that  the  Federal  farm  credit  system  is 
made  up  of  cooperative  instiutions,  supervised  by  the  Farm  Credit 
Administration.  They  are,  for  the  most  part,  farmer  owned.  And 
the  policy  of  the  Farm  Credit  Act  of  1953  is  to  encourage  and  facili¬ 
tate  farmer  ownership  and  control  of  all  institutions  in  the  system. 

The  OFI’s  with  which  the  credit  banks  are  authorized  to  deal, ^con¬ 
sist  of  a  wide  variety  of  types  of  organizations.  They  include  btate 
and  national  banks,  agricultural  credit  corporations,  organized  by 
banking  interests  and  operated  as  affiliates  or  companion  lending 
agencies,  agricultural  and  livestock  credit  corporations  set  up  as  sub¬ 
sidiaries  or  affiliates  of  farmers  cooperative  associations,  and  credit 
corporations  organized  by  small  groups  of  local  investors  to  engage 
in  the  lending  business.  Credit  unions  are  also  permitted  by  law  to 
discount. 
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Mr.  Poage.  Do  any  of  them  do  it  now  ? 

Mr.  Tootell.  Not  at  the  present  time. 

There  are  two,  I  am  told. 

I  hus,  the  OFI  s  represent  widely  different  interests.  They  are 
organized  under  statutes  of  various  jurisdiction.  They  do  not  serve 
common  purposes  or  objectives,  and  are  not  under  a  common  super¬ 
visory  authority.  I  he  majority  of  them  are  organized  and  operate 
for  profit,  and  are  not  farmer  owned. 

In  contrast  to  OFI’s,  the  production  credit  associations  are  local 
cooperative  farmer-owned  organizations,  which  exist  for  the  single 
purpose  of  making  sound  loans  at  cost  to  their  members. 

They  are  organized  and  operate  under  a  single  Federal  statute, 
with  similar  policies  and  objectives. 

They  are  subject  to  a  consistent  pattern  of  supervision  and  examina¬ 
tion  through  the  Farm  Credit  Administration. 

They  elect  two  members  of  the  seven-man  board  of  directors  in 
each  district  and  participate  in  the  nomination  of  persons  for  con¬ 
sideration  by  the  president  in  selecting  members  of  the  Federal  Farm 
Credit  Board. 

And  these  associations  furnish  the  great  bulk  of  the  business  of 
the  credit  bank. 

It  is  wholly  consistent  with  the  concept  of  the  Federal  farm  credit 
system  as  a  coordinated  group  of  cooperative  institutions  to  be  owned 
by  iarmers  and  ranchers,  that  the  purchase  of  the  credit  banks  should 
be  accomplished  by  the  production  credit  associations,  acting  together 
to  that  end. 

The  fear  has  been  expressed  that  once  the  credit  banks  are  com¬ 
pletely  owned  by  the  production  credit  associations,  that  their  facili¬ 
ties  would  not  be  equally  accessible  to  the  OFI’s.  There  are  two 
reasons  why  we  believe  this  cannot  happen. 

First,  it  is  the  declared  policy  of  this  act  to  make  the  facilities  of 
the  credit  banks  equally  accessible  to  the  OFI’s. 

And  secondly,  under  the  bill  the  banks  would  continue  to  be  con¬ 
trolled  by  the  several  district  farm  credit  boards,  and  also  operate 
under  the  general  supervision  of  the  Farm  Credit  Administration. 

And  as  a  matter  of  fact,  we  could  not  discharge  our  duty  as  a  farm 
credit  administration  if  we  did  not  see  that  the  law  was  enforced  and 
the  OFI’s  were  given  equal  access. 

1  would  like  to  summarize  our  views  with  regard  to  this  bill  and 
the  OFI’s  on  these  points. 

One,  the  OFI’s  are  guaranteed  the  right  to  utilize  the  credit  facilities 
of  the  Federal  intermediate  credit  banks  upon  the  same  terms  and  at 
the  same  rates  of  interest  as  the  production  credit  associations. 

Two,  the  banks  would  be  authorized  to  make  direct  loans  to  OFI’s 
on  the  security  of  any  collateral  approved  by  the  Governor  or  as  may 
now  be  done,  by  the  production  credit  associations. 

The  present  law  does  not  specifically  authorize  direct  loans  to  OFI’s 
except  on  the  security  of  notes  eligible  for  discount  by  the  banks. 

In  other  words,  this  is  a  change  made  to  improve  the  accessibility 
and  service  of  the  credit  banks  to  OFI’s  as  such. 

Mr.  Poage.  To  accept  the  general  credit  of  the  OFI  than  to  accept 
a  specific  pledge,  is  that  it  ? 

Mr.  Tootell.  That  is  correct,  sir.  Rather  than  just  to  accept  agri¬ 
cultural  paper. 
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Three,  the  production  credit  associations  are  restricted  to  borrow¬ 
ing  from  and  rediscounting  with  the  credit  banks,  whereas  the  OFI’s 
are  free  to  obtain  funds  from  any  source. 

And  not  infrequently  do,  from  other  sources. 

Mr.  Johnson.  Can  they  give  you  one  type  of  paper  and  give  a  better 
type  of  paper  to  somebody  else,  or  do  you  have  some  say-so  about  it? 

Mr.  Tootell.  We  have  no  say  as  to  that.  We  have  control  only  over 
the  paper  which  they  offer  us. 

Mr.  Poage.  But  you  do  not  have  to  take  it  ? 

Mr.  Tootell.  We  do  not  have  to  take  it. 

Mr.  McIntire.  Might  I  say  as  to  that  point,  does  the  FICB  have  to 
take  the  paper  offered  by  the  PCA  ? 

Mr.  Tootell.  It  seems  to  me  that  I  have  heard  at  times  that  they 
have  refused  to  accept  PCA  paper.  [Laughter.] 

Mr.  Poage.  To  go  a  little  further  on  that,  you  have  pointed  out  that 
the  PCA’s  cannot  borrow  from  anybody  else. 

Mr.  Tootell.  Right. 

Mr.  Poage.  Why  do  we  limit  the  PCA’s  to  this  source  of  credit  as 
being  exclusive  ?  Why  do  we  make  it  exclusive  ?  Is  it  simply  to  pre¬ 
rent  them  from  becoming  general  credit  institutions  ? 

Mr.  Tootell.  I  would  think  there  are  two  reasons  that  come  to  mind 
and  then  I  will  ask  Mr.  Miles  if  he  has  any  to  add. 

One,  of  course,  is  to  avoid  this  matter  of  split  lines  of  credit  which 
might  develop  into  a  very  unsound  proposition.  And  the  other  is 
the  production  credit  system  was  set  up  as  a  complement  to  the  inter¬ 
mediate  credit  bank  system  and  to  provide  the  channels  through  which 
the  credit  bank,  as  a  secondary  bank  of  discount,  would  reach  the 
farmers.  If  for  a  temporary  period  of  time  when  the  PCA’s  might 
be  able  to  borrow  equally  advantageously  outside  of  the  credit  banks 
or  even  more  advantageously,  they  did  that,  and  pulled  out  from  under 
the  credit  bank,  you  might  not  "have  a  strong  credit  bank  at  a  time 
when  you  needed  it. 

Do  you  have  any  other  points  ? 

Mr.  Miles.  I  think  that  covers  it.  I  might  add  this,  that  even 
though  OFI’s  have  the  opportunity  to  go  elsewhere  for  credit,  split 
lines  of  credit  are  not  looked  upon  favorably  by  any  credit  institution. 

Mr.  Poage.  My  bank  does  not  look  upon  that  practice  favorably, 
either. 

Mr.  Tootell.  Point  No.  4  the  OFI’s  would  share  in  the  future  earn¬ 
ings  of  the  credit  bank  on  the  same  basis  as  the  production  credit  asso¬ 
ciation.  That  is,  on  the  basis  of  the  patronage  that  they  contribute. 

If  a  dividend  is  paid  on  class  B  stock  held  by  production  credit  as¬ 
sociation,  under  this  law  a  like  dividend  would  have  to  be  paid  on  the 
participation  certificates,  the  participation  certificates  that  are  in  the 
possession  of  the  OFI’s. 

And  point  five,  participation  certificates  held  by  the  OFI  s  would 
be  entitled  to  the  same  rights  as  those  applicable  to  class  B  stock  held 
by  PCA’s  with  respect  to  the  retirement  of  such  holdings. 

*  Although  liquidation  or  dissolution  of  the  credit  bank  is  not  in¬ 
tended  or  foreseeable,  the  OFI’s  would  in  such  eventuality,  share  m 
the  surplus  and  reserves  of  the  banks  accumulated  after  the  effective 
date  of  the  bill  on  the  same  basis  as  the  production  credit  associations. 

As  both  Mr.  Briggs  and  I  have  previously  indicated,  the  board  has 
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given  a  tremendous  amount  of  thought  to  this  legislation.  It  has  been 
participated  in  by  a  very  high  percentage  of  the  officials  of  production 
credit  associations,  directors  of  production  credit  associations  over  the 
country.  We  are  impressed  with,  might  I  say,  the  impossibility  of 
ever  getting  498  production  credit  associations  scattered  all  over  the 
United  States  to  agree  unanimously  on  any  single  point.  I  believe 
that  is  an  accurate  statement. 

We  know  that  a  very  substantial  majority  of  the  PCA’s  in  this  coun¬ 
try  are  favorable  to  this  legislation. 

The  Board  feels  that,  it  would  enable  our  farm  credit  system  to  better 
serve  and  more  efficiently  serve  the  farmers  and  ranchers  of  this  coun¬ 
try.  And  we  will  appreciate  favorable  consideration  that  your  com¬ 
mittee  may  give  to  it. 

Mr.  Poage.  Mr.  Tootell,  Mr.  Gathings  has  a  question. 

Mr.  Gathings.  I  would  like  to  ask  you  with  regard  to  the  allocation 
of  this  $G0  million.  As  it  stands  now,  there  is  a  $5  million  capitaliza-  | 
t.ion  in  the  12  banks,  and  under  the  terms  of  this  legislation  that  money 
would  be  reallocated,  but  it  would  be  on  a  different  scale  than  the 
present  $5  million,  and  I  would  just  like  to  know  what  basis  and  what 
criteria  you  would  use  in  reallocating  the  funds  to  the  12  districts; 
what  rule  and  guide  would  be  followed  by  you  in  doing  this? 

Mr.  Tootell.  Well,  each  of  the  district  credit  banks  would  have  the 
sum  total  of  its  reserves  and  surplus — credit  bank  reserves  and  sur¬ 
plus  of  the  Production  Credit  Corporation  that  is  involved  in  the 
merger  plus  the  capital  of  the  Production  Credit  Corporation. 

Now,  each  of  the  12  would  have  that. 

Then  the  $60  million  of  credit  bank  capital,  the  original  credit  bank 
capital  that  up  to  now  is  allocated  on  the  basis  of  $5  million  to  each 
would  be  reallocated  in  a  manner  that  would  give  a  total  capital  to 
each  of  the  12  that  would  support  at  the  same  ratio  the  volume  of 
business  which  it  is  contemplated  each  of  those  12  would  have  in  the 
next  few  years. 

Let  me  see  if  I  can  make  that  clear - 

Mr.  Gathings.  How  do  you  arrive  at  that  ? 

Mr.  Tootell.  It  is  largely  on  the  basis  of  the  volume  of  business, 
the  peak  volume  of  business  which  each  of  them  has  had  during  the  ( 
last  5  years.  And  so  far  as  I  know,  we  have  made  no  ad j  ustments  from 
that.  It  has  been  a  matter  of  the  peak  volume  of  each  credit  bank  for 
the  last  5  years.  We  take  that  and  determine  what  percentage  that 
is  of  the  total  peak  volumes  of  all  12,  and  then  we  prorate,  get  a  pro  . 
rata  share,  you  see,  of  $60  million.  The  district  pro  rata  share. 

What  it  actually  would  figure  out  would  be  to  give  the  credit  banks 
the  capital  to  support  at  approximately  a  6-to-l  ratio  their  anticipated 
volume  of  business. 

.  However,  the  proposed  law  is  not  specific  on  that  matter  of  ratio.  It 
simply  says  that  the  capital  would  be  allocated  in  a  manner  to  be  de¬ 
termined  by  the  Farm  Credit  Administration  in  an  equitable  manner. 

Mr.  Gathings.  Do  you  have  any  data  at  hand  now  to  give  the  com¬ 
mittee  an  estimate  of  just  what  that  would  mean  to  the  12  districts* 

Mr.  Tootell.  Mr.  Miles  could  do  that,  yes. 

I  would  like  to  ask,  Mr.  Chairman,  that  Mr.  Miles  answer  that  and 
comment  further  on  it. 

Mi.  Miles.  4ou  understand,  gentlemen,  that  these  allocations  may 
change  between  now  and  the  end  of  this  year,  before  the  bill  becomes 
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■eifective,  because  of  the  business  that  will  be  done  by  the  respective 

banks  during  the  remainder  of  the  period. 

These  estimates  were  made  to  illustrate  to  the  associations  the  man¬ 
ner  in  which  the  capital  might  be  reallocated  in  order  to  give  them 
an  idea  as  to  what  they  could  expect  in  the  matter  of  capital  structure. 
So  they  are  estimates,  and  they  are  not  final  figures. 

In  District  No.  1,  Springfield,  it  is  estimated  that  the  peak  indebted¬ 
ness  that  we  could  normally  expect  over  the  next  several  years  would 
be  $45,785,000.  They  have  actually  had  a  $45  million  peak.  They 
would  have  a  total  net  worth  of  their  merged  bank  of  $7,600,000,  in 
round  numbers.  They  would  have  remaining  out  of  their  present  $5 
million  capital,  $650,000. 

In  the  Baltimore  District,  it  is  estimated  that  they  would  have  a 
peak  indebtedness  of  $48  million;  they  have  actually  had  a  $47,305,000 
peak  within  the  past  5  years.  They  would  have  a  total  net  worth  of 
$7,960,000.  They  would  have  of  their  $5,000,000  capital  now, 
$1,385,000.  „ 

In  the  Columbia  District,  it  is  estimated  that  they  might  reasonably 
expect  to  have  a  peak  indebtedness  of  $85,800,000 ;  they  have  actually 
reached  a  peak  for  the  past  5  years  of  $84,500,000.  They  would  have 
an  allocation  out  of  the  $60  million  of  $7 ,550,000. 

In  the  Louisville  bank,  it  is  estimated  they  would  have  a  peak  of 
around  $99  million.  Actually,  as  of  now,  since  these  figures  were 
compiled,  they  have  hit  a  peak  of  $100  million.  So  they  are  right  up 
to  that  peak  at  the  present  time.  They  would  have  a  total  net  worth 
of  their  bank  of  $16,400,000,  in  round  numbers.  And  they  would 
have  out  of  the  $60  million,  $7,750,000. 

In  New  Orleans,  it  is  estimated  they  might  have  a  peak  of  $83,580,- 
000 ;  they  have  actually  hit  a  $82  million  peak.  They  would  have  a 
net  worth  of  $13,852,000,  and  would  have  out  of  the  $60  million, 
$7,685,000. 

St.  Louis,  it  is  estimated,  would  have  a  peak  of  $92,195,000,  and 
unless  they  have  hit  a  new  peak  in  the  last  few  months— they  have 
had  a  peak  of  approximately  $91  million — they  would  have  a  total 
set  worth  of  $15,280,000,  and  out  of  the  $60  million  would  have 
$7,835,000. 

St.  Paul,  it  is  estimated,  would  have  a  peak  of  $56,8(0,000.  lhey 
have  actually  hit  a  peak  of  $56  million.  They  would  have  a  net  worth 
in  that  merged  bank  of  $9,425,000.  They  would  have  $665,000  of 
the  $60  million. 

Omaha,  it  is  estimated,  would  have  a  probable  peak  of  $61,600,000 ; 
they  have  actually  hit  a  $160,600,000  peak;  they  would  have  a  net 
worth  of  $10,213,000,  and  would  have  $1,890,000  of  the  $60  million. 

The  Wichita  estimated  peak  is  $63,400,000.  They  have  actually 
hit  a  peak  of  $62,440,000.  They  would  have  a  net  worth  of  $10,508,- 
000.  They  would  have  $3,245,000  of  the  $60  million. 

Houston  has  an  estimated  peak  of  $103  million ;  they  have  actually 
hit  a  peak  of  $101-plus-million ;  they  would  have  a  net,  worth  of  $17 
million,  and  they  would  have  $8,355,000  of  the  $60  million. 

Berkeley  has  an  estimated  peak  of  $86,800,000;  they  have  actually 
hit  a  peak  of  better  than  $85  million;  they  would  have  a  total  net 
worth  of  $14,386,000;  thejr  would  have  $7,785,000  of  the  $60  million. 
Spokane  has  an  estimated  peak  of  $74  million  in  round  numbers; 
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they  are  actually  hitting  $72,800,000  now;  they  would  have  a  net 
worth  of  $12,250,000,  and  would  have  $5,200,000  of  the  $60  million. 

These  figures,  as  estimated,  are  based  upon  preliminary  estimates 
that  v  ere  worked  up  for  illustrative  purposes  in  our  discussion  in  the 
respective  districts. 

Mr.  McIntire.  Mr.  Chairman,  may  I  ask  a  question  ? 

Mr.  Poagr.  Yes,  sir. 

Mr.  McIntire.  Along  that  basis,  then,  the  ratio  of  capital  to  total 
loans  vary  somewhat  from  district  to  district  ? 

Mr.  Miles.  No.  On  that  basis,  the  net  worth  figure  of  the  merged 
bank  in  relation  to  its  estimated  peak  would  be  on  a  l-to-6  ratio  for 
for  all  the  banks;  this  would  set  them  all  up  on  a  l-to-6  ratio,  as  based 
on  their  estimated  peak  volume  of  business. 

Mr.  McIntire.  The  amount  of  that  $60  million  which  you  put  in 
to  supplement  the  existing  capital  structure  on  the  basis  of  the  peak 
loans  which  you  mentioned,  did  that  not  follow  a  l-to-6  ratio  there 
did  it  ? 

^n;ES-  Take  Springfield,  for  example,  with  an  estimated  peak 
of  $45,78o,000,  they  would  have  a  capital  structure  of  $7,600,000 
approximately.  So  I  believe  if  you  multiply  that  out,  that  is  pretty 
close  to  6-to-l.  ' 

Mr.  McIntire.  I  thought  in  some  of  the  other  your  existing  capital 
was  already  about  l-to-6,  and  you  were  still  putting  your  $3  million 
m  it. 


Mr.  Miles.  No;  these  all  figure  out  so  that  their  ratio  of  estimated 
capital  structure  to  total  indebtedness  would  be  on  a  l-to-6  ratio- 
they  are  all  put  on  a  l-to-6  ratio  basis. 

Mr.  Toot  ell.  I  would  like  to  make  this  further  statement,  Mr. 
Chairman,  with  regard  to  this.  It  is  evident,  I  believe,  to  the  com¬ 
mittee  that  we  have  given  a  good  deal  of  thought  to  this,  and  we  feel 

wd0  L  IVs  18.  as  near  an  equitable  approach  as  we  have  found, 
but  the  board  has  instructed  us  to  continue  to  study  this  matter  and 
see  it  we  can  find  a  more  equitable  basis  for  reallocation,  and  if  so 
we  would,  of  course,  expect  to  adopt  that. 

I  would  just  point  out  that  the  loss  of  capital  on  the  part  of  about 
halt  the  districts  that  would  be  losing  it  appears  to  be  a  bit  serious 
to  them.  But  on  the  other  hand,  they  have  had  the  benefit  of  beino- 
overcapitalized,  and  have  had  the  earnings  from  considerably  more 
capital  than  they  advantageously  used  for  a  number  of  years. 

It  we  did  not  allocate  it  on  tbe  basis  of  uniform  ratios,  it  would 
seem  to  us  that  we  would  be  penalizing  the  districts  that  had  gone 
out  and  actively  built  up  their  volume  of  business  and  made  the  most 
ettective  use  of  their  capital. 

iSow  we  realize  that  they  don’t  all  have  the  same  potential  at  all. 
Of  course,  the  consolation  to  the  districts  that  lose  so  much  capital 
is  that  they  have  comparatively  little  Government  capital  to  retire 
that  would  be  true  of  Mr.  Mclntire’s  and  Mr.  Johnson’s  districts! 
they  would  have  a  relatively  small  amount  of  Government  capital 
to  retire,  and  would  be  out  of  the  woods  on  this  thing  in  a  relativelv 
short  period  of  time. 

Mr.  I  oage.  Mr.  Christopher  wanted  to  ask  some  questions 

Mr  Christopher.  Governor,  on  page  3  of  the  bill,  beginning  with 
line  24,  the  bill  says :  * 
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Officers  and  employees,  notwithstanding  any  other  provision  of  the  law,  the 
employment  of  officers  and  employees  of  each  Intermediate  Credit  Bank  and 
each  Production  Credit  Corporation  is  terminated  on  the  effective  date  of  this 
Act.  The  Board  of  Directors  of  the  Federal  Intermediate  Credit  Bank  shall,  not 
later  than  GO  days  prior  to  the  effective  date  of  this  act,  take  all  necessary  action 
to  reemploy  as  of  such  effective  date — 

And  so  forth. 

Can  you  tell  this  committee  approximately  how  many  employees 
would  be  suspended  at  that  time  ? 

Mr.  Tootell.  Mr.  Chairman,  the  number  that  would  be  suspended, 
of  course,  would  be  the  total  number  of  employees  of  the  12  corpora¬ 
tions  and  the  12  credit  banks.  Now,  that  will  average  about  12  or 
14  employees  of  each  corporation,  Mr.  Miles,  and  about  20  for  each 
credit  bank  ? 

Mr.  Miles.  That  is  right.  .  . 

Mr.  Tootell.  Just  about  that.  And,  of  course,  under  the  provisions 
of  this,  they  would  all  be  suspended,  that  is,  to  untie  the  hands  of  the 
District  Farm  Credit  Board. 

Certainly,  the  great  majority  would  be  reemployed. 

Mr.  Christopher.  There  is  nothing  in  the  legislation,  however,  to 
even  direct  that  you  reemploy  any  of  these  people;  that  would  be 
entirely  up  to  the  board  whether  you  employed  any  of  them  or  not? 

Mr.  Tootell.  Well,  the  legislation  itself  says  that  the  board  shall 
reemploy  any  and  all  who  are  needed  and  who  are  considered  qualified. 

And  it  certainly  would —  . 

Mr.  Gathings.  The  words  “the  board  determines”  down  here  m  lines 
7  and' 8,  so  that  is  the  board  that  determines  these  things? 

Mr.  Tootell.  That  is  right. 

These  employees  are  presently  employed  as  the  boards  have  deter- 
mined,  and  only  as  the  boards  have  determined. 

Mr.  Gathings.  I  know,  but  when  you  lose  your  livelihood  all  at 
once  by  virtue  of  one  stroke  of  the  pen,  your  job  is  wiped  out,  and  then 
your  fate  is  left  in  the  hands  of  the  board,  as  the  board  determines 
how  you  fit  in  the  scheme  of  things. 

Mr.  Poage.  We  created  this  board,  and  I  think  we  have  got  a  pretty 
representative  board.  I  haven’t  seen  them  playing  any  politics.  I 
think  we  have  clone  a  fair  job.  fhey  selected  these  indie  iduals  that 
are  involved  right,  it  wasn’t  somebody  else,  they  are  not  holdovers  from 
the  Democratic  administration,  these  individuals  were  employed  by 

this  present  board,  every  one  of  them.  ... 

Now,  if  this  board  is  trying  to  get  rid  of  anybody,  it  is  trying  to  get 
rid  of  its  own  employees  and  not  some  past  administration  employees. 
Every  man  and  woman  that  works  for  the  Intermediate  Credit  Bank, 
the  PEC’s  know,  have  known  for  the  last  year,  that  legislation  was 
pending  that  involves  their  jobs.  And  the  quicker  it  is  passed  and  the 
thing  is  stabilized,  I  think  the  quicker  you  are  going  to  get  some  kind 

of  stabilization  in  the  employment.  .  .  , 

If  you  don’t  do  it,  I  don’t  think  you  are  ever  going  to  clo  it.  And 
I  don’t,  think  you  ought  to  leave  this  thing  hanging  as  it  is  hanging 
now,  you  will  never  get  people  who  have  the  security  of  tenure  tha 
is  needed  if  they  are  going  to  do  a  good  job.  I  think  we  are  seeing 
ghosts. 

76973—56 - 6 
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Mr.  Christopher.  I  want  to  thank  the  chairman.  The  things  I 
have  lived  through  for  the  past  30  years  have  made  me  just  a  little 
suspicious.  And  the  fact  that  I  come  from  Missouri  also  indicates  that 
I  have  to  be  shown.  I  am  glad  to  be  shown,  but  I  have  got  to  have  it 
done,  I  am  not  satisfied  until  it  is  done. 

Mr.  Poage.  We  are  glad  to  £>et  everything  cleared  up. 

Mr.  McIntire? 

Mr.  McIntire.  Could  I  ask  the  Governor  one  question  ? 

Mr.  Gathings.  I  don’t  think  it  is  cleared  up  yet. 

Mr.  McIntire.  Governor,  in  connection  with  the  termination  of 
employment  and  the  reemployment  of  any  of  these  people,  will  it  be 
possible  administratively  to  protect  all  of  the  retirement  benefits  which 
those  who  are  reemployecl  may  have  accumulated  in  a  separate  cor¬ 
poration,  their  tenure  of  service  and  their  retirement  benefits,  under 
whatever  system  of  retirement  they  may  have :  can  that  be  nrotected  ? 

Mr.  Tootell.  Yes.  It  is  provided  here  that  even  though  they  are 
terminated,  that  if  they  are  reemployed  their  employment  will  be 
construed  as  being  continuous  and  will  be  protected. 

And  I  might  say  this  that  we  don’t  believe  there  is  one  of  the  12 
district  boards  in  the  country  that  will  have  anything  other  than  a 
completely  human  attitude  toward  this  problem.  We  are  sure  that 
there  will  be  quite  a  number  of  situations  where  individuals,  who  have 
been  with  either  one  or  the  other  of  these  district  institutions  for  a 
number  of  years  and  are  close  to  retirement,  will  be  continued  for  a 
year  or  two  even  though  the  Board  would  know  that  they  could  get 
along  without  them. 

We  know  situations  where  district  boards  already  have  said  that  is 
what  they  would  do.  And  actually,  the  total  number  involved  will  be 
few.  And  it  is  mostly  going  to  occur  through  attrition,  not  filling 
positions  that  become  vacant. 

Now,  we  wouldn’t  say  that  would  be  the  total;  there  wil  be  a  few 
people  who  will  not  be  reemployed.  But,  they  are  going  to  know  a 
long  time  in  advance  on  this  thing  and  they  are  going  to  be  assisted 
in  getting  employment.  We  feel  that  is  not  going  to  be  a  serious 
problem  for  any  of  the  employees. 

And,  by  the  way,  this  is  a  pretty  good  time  for  people  to  be  looking 
for  employment,  a  much  better  time  than  when  there  are  a  great  many 
unemployed. 

Mr.  McIntyre.  Might  I  ask  also  at  this  point,  Governor,  that  with¬ 
in  the  present  employment  of  these  two  corporations,  say  at  the  district- 
level,  from  that  group  of  people  will  be  drawn  in  very  large  measure 
those  reemployecl  in  the  new  merged  corporation  ? 

Mr.  Tootell.  I  would  be  willing  to  bet  that  there  won’t  be  5  new 
people  in  all  12  districts  brought  in  from  outside.  There  may  be  a 
situation  in  two  or  three  districts  where  the  Board  may  feel  that  there 
isn't — in  either  of  those  institutions  at  the  present  time — a  person  who 
they  feel  could  satisfactorily  head  up  the  new  institution. 

What  they  probably  will  do  is  to  reach  over  into  the  land  bank  or 
the  cooperative  bank  in  that  same  district  and  pick  out  someone  who 
is  a  tried  and  true  employee.  But  there  will  be  very  little  of  that. 
And  practically  everyone  who  is  reemployed — and  practically  every¬ 
one  I  mean,  who  is  in  the  new  organization — is  going  to  be  a  person 
who  presently  is  employed. 
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Mr.  Gathings.  Governor,  I  am  sure  that  we  all  feel  that  you  are 
doing  a  splendid  job  as  Governor,  and  I  know  that  you  have  a  good 
Board.  I  am  proud  of  it.  And  I  feel  that  proper  discretion  will  be 
used  in  this  authority,  no  doubt. 

You  can  clearly  see  the  uncertainty  and  unrest  that  would  exist  if 
we  would  write  a  piece  of  legislation  saying  that  you  were  out  of  a 
job  and  the  other  12  members  on  the  Board  were  thrown  out,  and  you 
may  be  reappointed  and  you  may  not — you  can  see  the  consternation 
that  would  exist  in  the  minds  of  the  people  that  are  involved. 

Mr.  Tootell.  It  would  be  only  natural  for  the  employees  of  both  of 
these  institutions  in  each  district  to  be  apprehensive,  and  I  think  it 
is  rather  remarkable  that  a  very  high  percentage  of  them  do  favor 
this  legislation  in  spite  of  that  fact.  There  are  only  a  few  of  the 
employees  of  either  the  Production  Credit  Corporation  or  the  Inter¬ 
mediate  Credit  Bank  who  have  gone  out  and  opposed  this  legislation. 

Mr.  Gathings.  You  can  clearly  see,  Governor,  that  it  would  be  to 
the  advantage  of  a  lot  of  these  folks  to  ride  along  on  the  white  horse, 
don’t  you  think  ? 

Mr.  Tootell.  Well,  if  they  had  assurance  that  they  were  going  to 
be  on  the  white  horse.  But  I  don’t  know  where  they  would  get  that 

assurance.  ,  __ 

Mr.  Johnson.  One  more  question  I  would  like  to  ask.  I  am  new  on 

the  committee.  ...  .  r  , 

How,  originally,  were  tliese  individuals  appointed .  VV  as  it  o} 
•civil-service  examination,  or  did  they  come  up  from  the  ranks  ? 

Mr.  Tootell.  You  are  talking  about  the  employees  of  the  produc¬ 
tion  credit  corporations  and  the  intermediate  credit  banks  ? 

Mr.  Johnson.  Yes.  .  .  .. 

Mr.  Tootell.  The  people  in  neither  institution  are  under  civil 
service,  except  as  to  the  Civil  Service  Retirement  Acts.  They  were 
employed  by  the  board  of  directors  of  the  respective  districts. 

Mr.' Johnson.  How  many  years  ago  ?  .  . 

Mr  Tootell.  Oh,  many  of  them  go  back  to  the  beginning  of  the 
corporations,  and  some  of  them  even  to  the  beginning  of  the  credit 
banks.  There  were  a  few  who  were  originally  employees  of  the  credit 


banks  in  1923.  .  .  f 

Mr.  Poage.  Well,  now,  Governor,  isn’t  it  correct  that  every  one  ot 

these  were  employed  by  your  new  board  1 
Mr.  Tootell.  No,  sir. 

Mr.  Poage.  They  were  not  ? 

Mr.  Tootell.  No,  sir. 

Mr.  Poage.  They  were  not  ? 

Mr.  Tootell.  No,  sir.  .  .  . 

Our  new  board  in  the  Farm  Credit  Administration  here  exercises 
jurisdiction  over  the  approval  of  appointment  only  of  the  senior 
officers  of  the  district  farm  credit  institutions.  We  have  delegated 
to  the  respective  districts,  the  boards  and  the  officers  in  those  districts, 
the  matter  of  approval  of  the  employment,  and  even  the  compensation 
of  their  officers  below  the  senior  officer  level. 

Tc  that,  not  riffht,  Mr.  Bagwell  ?  , 

Mr  Bagwell.  Mr.  Chairman,  I  wonder  if  the  committee  under¬ 
stands  that  the  board  we  are  talking  about  here  is  not  the  Federal 
Board  in  Washington ;  it  is  the  farm  credit  board  of  the  district  JN  e" 
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Orleans,  Houston,  St.  Paul.  It  is  the  district  farm  credit  board  which 
would  do  the  hiring. 

Mr.  Johnson.  They  will  do  the  rehiring,  too? 

Mr.  Bagwell.  That  is  correct  ;  it  is  not  the  Federal  Board  in  Wash¬ 
ington. 

Mr.  Tootell.  That  is  right. 

i  on  see,  practically,  there  are  very,  very  few  people  employed  in 
either  of  these  institutions  in  any  district  who  were  employed  since 
the  Federal  Farm  Credit  Board  came  into  existence.  They  are  prac¬ 
tically  all  people  who  have  been  employees  for  many  years  at  these 
institutions.  There  are  a  few  new  ones,  as  a  result  of  some  of  the 
older  people  having  retired,  but  only  as  a  result  of  that. 

Mr.  Poage.  If  there  are  no  further  questions,  we  are  very  much 
obliged  to  you,  Governor.  And  we  will  turn  to  our  list  of  witnesses. 

We  want  to  thank  you  for  your  statement.  I  want  to  say,  as  chair¬ 
man  of  this  subcommittee,  that  I  think  that  the  Farm  Credit  Adminis¬ 
tration  has  done  an  excellent  job  and  on  this  particular  item,  that 
you  have  cooperated  with  the  Congress  in  an  admirable  manner;  and 
we  appreciate  the  thoroughness  with  which  you  have  gone  into  this 
thing  and  the  democracy  with  which  you  have  handled  it  because  we 
believe  if  we  could  have  this  kind  of  background  for  all  of  our  legis¬ 
lation,  we  might  have  less  votes  in  the  future. 

W  e  are  very  much  obliged  to  you. 

Mr.  Johnson.  I  would  like  to  compliment  the  gentleman.  I  have 
been  impressed  by  the  way  he  knows  his  subject.  He  did  not  have  to 
ask  any  of  his  assistants  here  to  come  to  his  aid  but  showed  he  was  well 
informed  on  all  phases  of  the  operation.  It  made  quite  an  impression 
on  me. 

Mr.  McIntire.  I  would  like  to  join  in  the  commendation  of  the 
presentation  to  this  committee. 

Mr.  Tootell.  Thank  you  very  much,  gentlemen. 

II  there  are  any  other  questions  that  either  of  my  associates  or  I 
could  answer  we  would  be  very  glad  to  try  to  do  so. 

Mr.  Poage.  If  some  of  you  will  stay  with  us,  we  probably  will  ask 
some  questions  as  we  go  along.  I  know  that  we  have  a  number  of 
witnesses  from  out  of  the  city  here,  some  of  them  are  trying  to  get 
home  late  tonight,  and  we  are  not  going  to  stay  in  session  very  long 
tins  afternoon. 

And  I  am  going  to  start  down  this  list  in  the  order  in  which  the 
clerk  has  given  it  to  me  and  ask  who  is  trying  to  get  out  of  town  tonio-ht 

1  lie  first  name  I  have  is  Glen  Harris. 

Mr.  Harris.  I  will  be  here  tomorrow.  The  other  members  of  my 
committee  will  have  to  leave  tonight,  some  of  them.  Personally,  I 
will  be  here  tomorrow. 

Mr.  Poage.  A  e  are  trying  to  get  to  those  who  have  to  leave. 

Mr.  W.  F.  Woodruff. 

Mr.  TV  oodruff.  I  want  to  leave  tonight. 

Mr.  Poage.  We  will  hear  you  as  the  next  witness,  but  let  me  check 
the  rest  of  these  names. 

Mr.  Wi  liner  Smith. 

Mr.  Smith.  I  want  to  leave. 

Mr.  Poage.  Mr.  J.  D.  Chambers. 

Mr.  Chambers.  I  would  like  to  leave,  too. 
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Mr.  Poage.  Mr.  James  Crouch. 

Mr.  Crouch.  The  same. 

Mr.  Poage.  You  want  to  leave. 

Mr.  King  Banks. 

Mr.  Banks.  I  will  be  here  tomorrow. 

Mr.  Poage.  Thank  you. 

Mr.  J ack  Lacy. 

Mr.  Lacy.  I  will  be  here  tomorrow. 

Mr.  Poage.  Mr.  Larson. 

Mr.  Larson.  I  will  be  here  tomorrow.  I  would  like  to  appear  early 
in  the  morning,  if  possible. 

Mr.  Poage.  We  will  try  to  see  that  you  have  that  opportunity. 

Mr.  C.  D.  Miller. 

Mr.  Miller.  I  will  be  here  tomorrow. 

Mr.  Poage.  Mr.  R.  O.  Justice. 

Mr.  Justice.  I  will  be  here  tomorrow,  Mr.  Chairman. 

Mr.  Poage.  Thank  you,  sir. 

Mr.  George  Hays. 

Mr.  Hays.  We  can  be  here  tomorrow. 

Mr.  Poage.  Thank  you. 

Mr.  B.  L.  Hauenstein. 

Mr.  Hauenstein.  I  will  be  here  tomorrow. 

Mr.  Poage.  We  will  start  right  now  and  go  as  far  as  we  can,  with 
Mr.  Woodruff. 

Right  now  we  will  call  Mr.  Woodruff. 

We  are  delighted  to  have  you,  Mr.  W oodruff. 

STATEMENT  OF  W.  F.  WOODRUFF,  OF  NASHVILLE,  N.  C.,  THIRD 
DISTRICT.  PCA  ADVISORY  COMMITTEEMAN 

Mr.  Woodruff.  I  am  W.  F.  Woodruff  of  Nashville,  N.  C.,  third 
district  PCA  advisory  committeeman.  I  represent  the  States  of 
North  Carolina,  South  Carolina,  Georgia,  and  Florida. 

In  our  district  we  have  87  associations  loaning  approximately  120 
million  dollars  per  year.  Our  loans  cover  cotton,  tobacco,  peanuts, 
corn,  citrus  fruits,  vegetables,  cattle,  hogs,  dairy,  poultry,  grain,  and 
many  other  forms  of  agriculture,  including  one  commercial  holly 
grower  who  grows  about  200  acres  of  commercial  holly. 

My  district  approves  H.  R.  10285,  100  percent.  Last  year  my  dis¬ 
trict  favored  section  201  which  was  deleted  from  the  Farm  Credit  Act 
of  1955  by  majority  vote,  about  75  percent  of  our  district. 

We  in  the  third  district  think  that  the  deletion  of  section  201  from 
the  Farm  Credit  Act  of  1955  was  a  long  step  toward  the  advance¬ 
ment  of  production-credit  associations.  H.  R.  10285  follows  the  man¬ 
date  of  Congress  to  take  steps  to  retire  Government  capital.  It  has 
flexibility  to  take  care  of  bad  times  and  weak  operations.  It  increases 
user  control  over  the  source  of  money  to  conduct  their  operations. 

This  bill  has  the  support  of  about  90  percent  of  the  498  production- 
credit  associations  in  the  country.  The  PCA  members  of  my  district 
will  appreciate  all  the  help  you  gentlemen  can  give  us  in  securing  pas¬ 
sage  of  H.  R.  10285. 

Mr.  Poage.  Mr.  Woodruff,  we  are  very  much  obliged  to  you.  I 
would  like  to  ask  you  to  make  one  change  in  your  statement  and  call 


82 


FARM  CREDIT 


this  the  Cooley  bill  instead  of  referring  to  it  as  H.  E.  10285.  The 
chairman  of  our  committee  is  your  fellow  townsman. 

Mr.  Woodruff.  We  will  be  very  glad  to  do  so. 

Mr.  Poage.  We  are  very  proud  of  him  and  very  proud  to  have  you 
here  from  Nashville,  N.  C. 

Mr.  Woodruff.  We  will  be  very  glad  to  accept  either  you  bill. 
Mr.  Mclntire’s,  Mr.  Hope’s,  or  Mr.  Cooley’s. 

Mr.  Poage.  We  appreciate  that. 

We  are  delighted  to  have  you  here. 

Are  there  any  questions?  If  not,  thank  you  again. 

Now,  Mr.  Wilmer  Smith. 

STATEMENT  OF  WILMER  SMITH,  CHAIRMAN.  NATIONAL  ADVISORY 

COMMITTEE  TO  THE  BANKS  FOR  COOPERATIVES,  WILSON,  TEX. 

Mr.  Smith.  Mr.  Chairman  and  members  of  the  committee,  I  have 
a  short  statement  to  make.  I  will  speak  from  notes,  rather  than  from 
a  prepared  statement. 

Mr.  Poage.  That  is  all  right. 

Mr.  Smith.  I  am  a  farmer  from  Newsome,  in  west  Texas.  I  am 
chairman  of  the  plains  cooperative  oil  meal  board  and  chairman  of 
the  national  advisory  committee  of  the  stockholders  of  cooperative 
banks  to  the  Federal  Farm  Credit  Board. 

But  this  afternoon  I  am  going  to  talk  as  a  farmer,  not  as  a  member 
of  that  organization. 

There  are  three  things  that  have  been  pointed  out  in  this  bill  that 
might  be  of  interest  to  cooperative  people  and  for  that  reason  I  appear 
on  this  hearing. 

The  first  one  is  that  the  cooperatives  by  this  bill  would  be  prohibited 
from  discounting  paper  or  loans  that  they  might  make  to  farmers 
with  the  intermediate  credit  banks,  and  thereby  creating  a  duplica¬ 
tion  of  loans  with  the  production  credit. 

The  second  part  that  might  be  of  interest  to  cooperatives  is  section 
104  of  the  bill  which  would  authorize  the  Federal  intermediate  credit 
banks  to  make  loans  to  cooperatives  “upon  terms  and  rates  of  interest 
approved  by  the  Farm  Credit  Administration,”  that  very  thing  that 
Governor  Tootell  was  talking  about  a  few  moments  ago. 

And  the  third  thing  that  might  be  of  interest  to  cooperative  people 
is  section  201(c)  of  the  bill  that  would  amend  the  National  Bank 
Act  to  remove  the  present  limitation  on  the  national  banks  investing 
in  debentures  issued  by  the  bank  for  cooperatives. 

A  national  bank  is  now  prohibited  from  investing  in  such  securities 
in  an  amount  exceeding  10  percent  of  its  paid  in  capital  and  unim¬ 
paired  surpluses.  This  limitation  is  not  applicable  to  bonds  issued 
by  the  Federal  land  bank  or  debentures  issued  by  the  Federal  inter¬ 
mediate  banks. 

And  the  proposed  amendment  would  place  all  such  farm  credit 
securities  on  the  same  basis,  insofar  as  their  purchase  by  national 
banks  are  concerned. 

I,  as  a  member  of  a  regional  cooperative  in  west  Texas,  would  favor 
those  things  in  the  bill.  I  favor  the  bill  in  its  entirety,  as  a  farmer, 
because  of  its  flexibility. 

We  were  talking  this  morning  about  the  rise  of  interest  rates.  At 
this  time  of  price  squeeze  the  purchase  could  be  consumated  without 
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any  additional  cost  to  ns,  as  was  indicated  by  by  the  testimony,  even 
though  interest  rates  might  go  up  even  higher  than  they  are  now. 
The  merger  would  not  in  itself  cause  this  increase  in  interest  rate, 
and  yet  the  flexibility  of  the  bill  would  let  in  the  years  to  come  pay¬ 
ments  to  be  made  when  earnings  were  made  by  the  bank. 

And  for  that  reason  I  would  favor  it  in  a  time  when  I  am  in  my 
own  operation  caught  in  a  price  squeeze. 

But  I  think  that  we  in  the  cooperative  group  of  farm  credit  are 
most  interested  in  the  bill  because  we  have  two-tliirds  of  the  farm 
credit  program  in  good  shape.  And  we  of  the  cooperatives  feel  that 
the  Farm  Credit  Act  of  1955  is  working  beautifully,  even  far  more 
successfully  than  it  was  anticipated  at  the  time  we  were  testifying 
here  last  year.  I  understand  that  the  purchase  of  the  Government 
ownership  in  the  bank  is  moving  along  very  nicely. 

Now,  we  would  like  to  see  the  same  yardstick  applied  to  production 
credit,  a  source  of  credit  that  I  know  very  little  about  except  as  a 
borrower.  I  am  a  member  of  all  three  branches  of  farm  credit  and 
I  would  like  very  much  to  see  all  of  it  in  the  same  shape,  that  is, 
farmer-owned  and  farmer-controlled  with  a  minimum  of  Government 
control  and  supervision. 

However,  I  realize  that  any  lending  agency  must  have  a  certain 
amount  of  Government  supervision. 

That  is  my  statement. 

Mr.  Poage.  Thank  you  very  much.  Any  questions  ? 

If  not,  I  just  hope  that  you  go  home  and  find  so  much  standing 
water  that  you  cannot  get  from  the  airport  to  town. 

Mr.  Smith.  I  understand  that  it  is  raining  out  there  this  after¬ 
noon.  [Laughter.] 

Mr.  Poage.  Mr.  Chambers. 

STATEMENT  OF  J.  B.  CHAMBERS,  JR.,  HARLINGEN,  TEX.,  AND 
JAMES  CROUCH,  BURLESON,  TEX. 

Mr.  Chambers.  Mr.  Crouch  and  I  are  here  both  representing  the 
district  PCA  committee  of  the  10th  district. 

Mr.  Poage.  We  are  glad  to  have  you  both. 

Mr.  Chambers.  You  have  botli  names  listed  there. 

Mr.  Poage.  Yes;  I  have. 

Mr,  Chambers.  We  are  together  on  this. 

Thank  you. 

Mr.  Chairman  and  gentlemen  of  the  committee,  I  am  J.  B.  Cham¬ 
bers,  Jr.,  of  Harlingen,  Tex.,  owner  and  operator  of  nurseries,  citrus 
and  avocado  groves,  and  a  fernery.  I  have  been  a  member  of  the 
Valley  Production  Credit  Association  since  1940,  on  the  board  of  direc¬ 
tors  of  this  association  for  9  years,  vice  chairman  of  the  10th  farm  credit 
district  PCA  committee  for  3  years,  and  alternate  to  the  national 
PCA  committee  for  3  years. 

Mr.  James  Crouch,  of  Burleson,  Tex.,  has  been  a  member  of  the 
Stephenville  Production  Credit  Association  since  1945,  on  the  board 
of  directors  of  this  association  since  1945,  on  the  board  of  directors 
of  this  association  since  1949,  now  vice  president  of  this  board,  a  member 
and  secretary  of  the  10th  farm  credit  district  PCA  committee. 
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Mr.  Crouch  operates  a  dairy  and  general  farm  near  Burleson,  Tex., 
and  his  father  was  one  of  the  early  users  of  production  credit,  being 
one  of  those  whom  the  system  saved  during  the  depression. 

The  10th  district  PC  A  committee  has  met  many  times  during  the 
past  year  to  represent  the  associations  in  our  district,  and  in  more 
recent  months  to  consider  proposed  farm  credit  legislation. 

At  a  meeting  on  March  3  of  this  year,  the  committee  as  a  whole 
selected  Mr.  I).  T.  Nor  then  tt,  chairman,  Mr.  Crouch  and  myself  to 
represent  the  PCA’s  of  the  10th  district  at  this  hearing.  Mr.  North- 
cutt  was  not  able  to  attend  at  this  time. 

It  is  a  pleasure  to  appear  before  you  and  express  the  desires  of  the 
36  production  credit  associations  in  10th  farm  credit  district  concern¬ 
ing  H.  It.  10285,  and  identical  bills  which  would  combine  the  pro¬ 
duction  credit  corporations  and  Federal  intermediate  credit  banks 
into  one  organization,  and  to  provide  a  means  by  which  this  insti¬ 
tution  could  become  wholly  farmer  owned. 

The  associations  of  the  10th  district  have  had  a  desire  for  several 
years  to  own  these  two  organizations  and  have  not  changed  our  views 
in  this  matter. 

Our  district  was  divided  in  opinions  regarding  section  201  of  Id.  R. 
5168,  a  part  of  the  bill  which  became  the  Farm  Credit  Act  of  1955 
to  the  extent  that  further  unity  within  the  district  appeared  doubtful. 
We  are  now  convinced  that  deletion  of  section  201  of  that  bill  was 
justified  to  the  extent  that  we  have  been  able  to  iron  out  most  of  our 
differences  and  become  more  unified  in  our  line  of  thinking. 

In  August  of  1955,  the  Federal  Farm  Credit  Board  held  a  hearing 
in  Houston,  Tex.,  which  was  attended  by  representatives  of  all  36 
associations,  and  most  OFI’s  of  the  district.  The  purpose  of  this  hear¬ 
ing  was  to  give  every  association  and  OFI’s  an  opportunity  to  express 
their  views,  and  these  views  to  be  used  by  the  Federal  Board,  along 
with  the  opinions  of  all  other  districts  in  the  development  of  legisla¬ 
tion  more  nearly  representing  the  desires  of  the  farmers  using  short¬ 
term  credit. 

In  November  of  1955  the  Federal  Board  held  a  similar  meeting  in 
Houston,  at  which  time  a  proposed  bill  was  presented  that  resulted 
from  the  earlier  hearings.  We  realized  that  this  new  bill  could  not 
be  exactly  as  each  individual  wished  and  that  it  would  of  necessity 
represent  majority  thinking. 

After  detailed  explanation  of  the  proposed  bill  and  lengthy  discus¬ 
sions,  we  realized  that  the  Federal  Board  had  done  a  masterful  piece 
of  work  that  we  concluded  was  fair  to  everyone  concerned. 

At  the  conclusion  of  this  hearing  every  PCA  in  this  district  went  on 
record  supporting  the  proposed  bill  and  desired  that  the  10th  dis¬ 
trict  be  represented  as  100  percent  in  favor  of  it.  Minor  changes  in 
the  bill  since  that  time  have  made  no  difference  in  this  position  as 
expressed  at  our  recent  meeting  of  the  district  committee. 

The  OFI’s  of  the  10th  district  have  consistently  opposed  the  wishes 
of  the  PCA’s  on  legislative  matters  pertaining  to  the  FICB's  and 
PCC’s. 

Recommendations  made  by  the  OFI’s  were  of  such  nature  that  we 
could  conclude  only  that  they  actually  did  not  want  any  change  made 
in  the  present  setup,  and  wanted  to  eliminate  all  supervision  that  has 
been  vital  to  past  development  of  the  PCA  system. 
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Last  year  they  opposed  that  part  of  section  201  of  the  Farm  Credit 
Act  of  1955  that  pertained  only  to  the  PCA’s.  Now  they  are  opposing 
the  purchase  of  the  FICB’s  by  the  users  of  that  institution. 

We  believe  that  the  proposed  Farm  Credit  Act  of  1956  deals  more 
than  justly  with  the  OFI's  and  other  discounting  with  the  FICB’s 
because  they  are  not  required  to  make  any  form  of  initial  payment, 
yet  have  full  access  to  use  of  the  bank  on  the  same  terms  as  PCA’s, 
and  will  participate  in  any  dividends  the  same  as  if  they  were  stock¬ 
holders.  We  fail  to  find  any  part  of  this  bill  that  could  be  construed 
as  detrimental  to  any  user  of  the  bank. 

The  10th  farm  credit  district  PCA  committee  unanimously  requests 
and  urges  prompt  passage  of  H.  R.  10285,  or  an  identical  bill,  in  order 
to  relieve  the  unsettled  conditions  in  our  district  and  in  others. 

Mr.  Poage.  We  thank  you  very  much,  Mr.  Chambers. 

Are  there  any  questions  ? 

Mr.  Crouch. 

Mr.  Crouch.  I  concur  in  his  statement ;  yes,  sir. 

Mr.  Johnson.  Was  not  your  group  opposing  it  very  strongly  last 
year  ?  I  know  we  received  a  lot  of  letters  from  down  in  Texas. 

Mr.  Crouch.  There  was  some  opposition  to  the  bill  down  in  Texas. 

Mr.  Poage.  Just  north  of  the  district  I  represent.  I  know  you  are 
familiar  with  the  thinking  in  central  as  well  as  south  and  west  Texas. 
Have  you  had  a  chance  to  talk  with  Mr.  Smith  and  Mr.  Walker 
recently  ? 

Mr.  Crouch.  Yes,  sir. 

Mr.  Poage.  I  understand  they  are  satisfied. 

Mr.  Crouch.  They  are  very  happy  with  this  bill.  There  were  some 
changes  that  they  had  in  mind,  but  I  am  sure  they  have  brought  that 
to  your  attention,  sir. 

Mr.  Poage.  Any  further  questions?  If  not,  we  are  very  much 
obliged  to  both  of  you  gentlemen  for  appearing  before  us.  Always 
glad  to  have  you. 

Mr.  Chambers.  Thank  you. 

Mr.  Crouch.  Thank  you. 

Mr.  Poage.  I  think  under  these  circumstances  we  will  start  with 
the  rest  of  the  list. 

Next  is  Mr.  Harris.  I  will  ask  Mr.  Harris  and  then  go  down  the 
list  in  regular  order,  because  I  believe  everyone  else  said  they  could 
be  here  tomorrow. 


STATEMENT  OF  GLEN  R.  HARRIS,  RICH  VALE,  CALIF. 

Mr.  Harris.  Mr.  Chairman  and  members  of  the  committee,  my  name 
is  Glen  R.  Harris  and  I  am  a  resident  of  Ri  clival  e,  Calif.  1  am  a 
member  of  the  National  Advisory  Committee  of  Production  Credit 
Associations  representing  the  eleventh  farm  credit  district,  and  am 
currently  serving  as  chairman  of  that  committee.  The  full  member¬ 
ship  of  the  committee,  one  member  being  selected  by  the  production 
credit  associations  of  each  farm  credit  district,  is  as  follows: 

District  1— William  Wadsworth,  Farmington,  Conn. 

District  2— H.  G.  Blalock,  Baskerville,  Va. 

District  3 — W.  F.  Woodruff,  Nashville,  N.  C. 

District  4— W.  E.  Lacy,  Hopkinsville,  Ky. 

District  5 — P.  F.  Williams,  Clarksdale,  Miss. 

District  6 — R.  H.  Lanterman,  Chatham,  Ill. 
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District  7— Walter  H.  Dunn,  Ellendale,  Minn. 

District  8 — William  Yungclas,  Webster  City,  Iowa. 

District  9— King  L.  Banks,  Delta,  Colo. 

District  10 — Grover  C.  Impson,  Beeville,  Tex. 

District  11 — Glen  R.  Harris,  Richvale,  Calif. 

District  12 — Jack  Arnold,  Birney,  Mont. 

I  would  like  the  privilege  to  introduce  them. 

Mr.  Poage.  You  may  have  that  privilege. 

Mr.  Harris.  I  will  call  them  all  except  Mr.  Blalock,  who  is  not 
here  at  present. 

District  No.  1,  Mr.  Wadsworth. 

District  No.  2  is  Mr.  Blalock,  who  was  called  away  unavoidably 
today,  and  will  be  back  here  tomorrow. 

Mr.  Woodruff  has  already  spoken  to  the  committee  for  District  No  3 

District  No.  4,  Mr.  Lacy  of  Kentucky. 

District  5,  Mr.  Williams  of  Mississippi. 

District  6,  Mr.  Lanterman  of  Illinois. 

District  7^ Mr.  Dunn  of  Minnesota. 

t  P'SV  7  (| ^  *so'  k’.  Vr.  ^  ungolas  of  Iowa,  the  secretary  of  the  committee. 
1  should  have  said  Mr.  Lacy  is  the  vice  chairman. 

District  9,  Mr.  Banks  of  Colorado. 

District  10,  Mr.  Impson  of  Texas. 

Myself  from  District  11. 

And  District  12,  Mr.  Jack  Arnold  from  Montana. 

Mr.  Poage.  Glad  to  have  everyone  of  you  with  us. 

Mr.  Harris.  The  committee  met  in  Washington,  D.  C.,  on  April  18. 
with  all  members  present  and  voted  unanimous  support  of  H.  R.  10285 
and  the  other  identical  bills  introduced  in  the  House  and  Senate.  We 
prefer  the  provisions  of  these  bills  over  the  slightly  different  version 
contained  in  S.  3549  because  of  the  greater  administrative  control  left 
v  lth  the  district  farm  credit  boards,  which  we  believe  is  very  desirable. 

TYe  are  opposed  to  S.  3550 — which  is  the  version  proposed  by  the 
Budget  Bureau  in  the  Senate— to  the  extent  that  it  differs  from  the 
other  bills  in  treatment  of  the  reserves,  revolving  funds,  and  continued 
Government  control  over  the  new  combined  corporations.  We  would 
prefer  no  legislation  be  enacted  rather  than  have  these  provisions — 
proposed  by  the  Budget  Bureau — become  law. 

This  committee  is  particularly  pleased  with  the  features  of  H.  R. 
1028.>  providing  for  user  ownership  and  control  by  making  the  com¬ 
bined  banks  cooperative  institutions,  with  provision  for  participation 
by  the  users,  and  with  the  flexibility  provided  in  accomplishing  the 
retirement  of  Government  capital  as  agricultural  conditions  and  prog¬ 
ress  of  our  production  credit  associations  permit. 

.  The  committee  last  year  supported  the  Farm  Credit  Act  of  1955, 
including  section  201,  which  was  deleted  by  the  Congress.  I  might 
say  that  was  only  by  majority  vote  of  the  committee. 

However,  at  that  time  we  recognized  that  section  201  was  not  a 
complete  answer  and  now  recognize  the  wisdom  of  the  Congress  in  not 
adopting  section  201,  but  rather  waiting  until  a  complete  plan  includ¬ 
ing  both  the  production  credit  corporations  and  the  intermediate  credit 
banks  could  be  developed. 

We  believe  H.  R.  10285  does  provide  such  a  plan  and  that  under 
its  terms,  complete  farmer  ownership  can  be  attained  without  any 
significant  increase  in  costs  to  production  credit  associations  or  other 


FARM  CREDIT 


87 


financing  institutions.  And  I  think  I  should  interpolate  here  that  we 
are  talking  about  extra  costs  that  would  be  the  result  of  this  legisla¬ 
tion  and  do  not  refer  to  what  might  happen  to  costs  of  money  other¬ 
wise-through  the  opportunities  it  provides  for  economies  resulting 
from  consolidation  and  streamlining  the  organization,  the  flexibility 
provided  in  accomplishing  retirement  of  the  Government  capital,  and 
through  the  possibility  of  making  better  use  of  the  capital  now  in 
the  system. 

We  are  gratified  that  the  Congress  last  year  enacted  the  balance  of 
the  act  of  1955  which  provided  the  plan  by  which  our  sister  institutions 
in  Farm  Credit,  the  banks  for  cooperatives,  can  accomplish  user 
ownership,  and  also  the  provisions  improving  the  position  of  the  land 
bank  part  of  the  system.  . 

We  wish  to  particularly  endorse  the  provision  of  the  act  of  19o5 
prohibiting  secretary-treasurers  of  national  farm  loan  associations 
from  simultaneously  serving  as  members  of  district  Farm  Credit 
boards.  It  has  not  been  possible  for  secretary-treasurers  of  our 
production  credit  associations  to  do  so  and  we  do  not  belie\e  it  is  good 

administration  or  should  be  permitted  in  either  case. 

We  understand  that  there  is  some  opposition  from  various  of  the 
other  financing  institutions  (OFI’s)  to  H.  E.  10285.  We  therefore 
wish  to  comment  that  we  believe  that  H.  R.  10285  provides  fair  and 
equitable  treatment  of  OFI’s.  It  provides  that  they  shall  continue  to 
have  the  services  of  the  credit  banks  available  on  the  same  terms  and 
conditions  as  they  will  be  available  to  production  credit  associations, 
that  OFI’s  will  participate  up  to  the  same  extent  as  production  credit 
associations  in  any  equities  built  up  or  distributed,  according  to  their 
volume  of  business,  and  they  are  not  being  required  to  make  the  in¬ 
itial  payments  which  are  required  of  production  credit  associations. 

We  wish  to  make  clear  that  no  production  credit  association  desires 
to  deny  the  OFI’s  the  services  of  the  credit  banks,  but  that  on  the  other 
hand,  it  is  in  our  interest  that  we  encourage  their  use  of  these  facili¬ 
ties,  thereby  building  greater  volume  of  business  and  greater  efficiency 

of  operation.  .  .  ..... 

Of  the  498  production  credit  associations  which  this  committee  rep- 
sents  only  50  to  60  associations  have  expressed  any  opposition  to  this 
bill  '  In  6  of  the  12  Farm  Credit  districts  there  has  been  no  opposi¬ 
tion  voiced.  In  the  other  six  districts  there  is  scattered  opposition. 
Some  of  those  opposing  simply  request  delay  because  they  feel  they 
are  not  now  ready  to  make  the  initial  payment.  Others  have  various 
other  objections,  such  as  desiring  a  different  name  for  the  combined 
bank  or  a  greater  voice  in  management. 

A  number  of  those  opposing,  however,  say  if  there  is  to  be  any 
change  from  their  present  status,  they  believe  that  the  provisions  of 
H.  Ik  10285  provide  an  acceptable  plan.  We,  therefore,  report  that 
the  great  majority  of  the  production  credit  associations  are  in  favor 
of  H.  E.  10285  and  urge  your  committee  to  approve  the  bill  and  the 
Congress  to  enact  it  into  law,  that  we  may  move  forward  toward  the 
object  of  a  completely  cooperative  and  user-owned  credit  system  for 

agriculture.  . 

"  Mr.  Poage.  You  have  raised  a  question  there  that  1  had  m  mind 
ever  since  last  year  and  I  am  sure  you  know  of  it.  I  wondered  ] ust 
why  we  decided  to  go  on  with  the  name  “Intermediate  Credit  Bank 
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rather  than  ‘‘Production  Credit  Bank,”  which  always  seemed  to  me 
to  be  a  greatly  more  significant  name,  although  I  realize  the  difficul¬ 
ties  of  changing  any  name. 

Mr.  Harris.  My  committee  is  on  record  recommending  the  change 
in  name  to  our  suggestion  which  was  the  “Production  Credit  Bank” 
of  a  given  district.  However,  there  has  been  some  exploration  of  the 
matter  by  the  Federal  Board  and  Governor’s  office  with  the  people 
who  buy  our  debentures,  and  possibly  because  they  are  naturally  cau¬ 
tious  people  and  hesitate  to  O.  Iv.  any  change  because  of  what  might 
happen ;  they  cautioned  that  the  same  name  should  be  retained,  that  it 
might  have  some  influence  on  the  sale  of  debentures. 

My  personal  opinion  is  that  it  would  not. 

I  do  recognize,  however,  the  problem  involved  at  this  particular 
time,  Mr.  Chairman,  when  money  costs  are  going  up,  anyway,  that 
the  change  in  name  might  be  blamed  for  increased  costs  that  it  was 
not  responsible  for,  and  get  us  some  discredit  for  the  changed  name 
without  it  having  been  responsible. 

But  nevertheless,  we  would  have  higher  costs  and  there  could  be 
that  question  raised. 

Therefore,  while  our  committee  has  not  changed  its  opinion  of  the 
desirability  of  the  changed  name,  we  have  agreed  at  this  time  not  to 
press  for  it  and  would  hope  that  we  might  accomplish  it  when  money 
costs  were  not  jumping  around  as  they  are  right  now. 

Mr.  Poage.  I  do  not  think  it  is  a  matter  of  vital  importance  but  it 
did  seem  to  me  more  logical  than  the  name  “Intermediate  Credit”, 
which  to  most  people  probably  does  not  mean  as  much  as  “Production 
Credit.” 

Certainly,  there  is  no  reason  for  hunting  up  additional  troubles  that 
we  might  be  able  to  avoid;  but  it  would  be  your  opinion,  I  take  it, 
that  we  might  consider  that  at  some  future  date  ? 

Mr.  Harris.  We  would  hope  very  much  that  you  would.  The  feel¬ 
ing  of  our  committee  is  that  the  name  “Intermediate  Credit  Bank” 
is  not  the  most  desirable  and  descriptive  name  that  we  could  have. 

Our  production  credit  associations  generally  would  prefer  the  name 
we  have  suggested  or  some  other  name  than  the  one  we  are  using. 

I  might  add,  also,  that  there  are  a  number  of  production  credit  asso¬ 
ciations  that  would  feel  more  favorable  toward  the  proposed  legis¬ 
lation  if  it  included  the  change  in  name.  Some  of  those  that  we  have 
indicated  here  that  show  opposition,  it  is  primarily  because  of  the 
matter  of  the  name.  Only  a  small  number  relatively  nationally,  how¬ 
ever. 

Mr.  Poage.  Thank  you,  sir. 

Mr.  McIntire.  Mr.  Harris,  I  do  not  ask  that  it  be  extensive  at 
;',ut  you  are  speaking,  I  understand  as  chairman  of  the  National 
Advisory  Committee — would  you  just  state  briefly  how  this  committee 
is  made  up,  for  the  record  ? 

Ycm  also  referred  to  the  fact  that  you  are  representing  the  11th 
I  aim  Credit  District  PCA  Advisory  Committee.  Could  you  state  for 
the  record  how  this  is  made  up  in* the  district  ;  and  then  how  your 
national  committee  is  brought  together  ? 

Mr.  Harris.  Well,  there  is  some  variation  in  the  manner  and  the 
number  of  members — the  manner  in  which  they  are  selected  in  the 
various  districts  on  the  district  advisory  committee.  And  in  some 
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cases  there  are  State  organizations  in  each  State  of  the  district,  and 
each  State  lias  its  own  group.  .  . 

And  then  they  select  one  or  more  to  serve  on  the  district  committee. 

In  my  State  we  have  four  States  in  the  district,  the  States  of  Cali¬ 
fornia,  Nevada,  Arizona,  and  Utah,  and  in  three  of  those  States  there 
are  only  statewide  associations.  .  . 

In  the  case  of  Arizona,  there  are  two,  a  farmers’  association,  and  a 

livestock  association. 

In  the  case  of  Nevada,  only  one. 

They  each  have  a  member  in  my  district  on  the  district  advisory 

committee.  _  .  . 

And  then  the  so-called  local  associations  in  California,  have  in 
groups  selected  members  to  make  up  the  balance  of  the  committee  of 
11  I  believe  the  number  is.  And  I  serve  as  ex  officio,  because  I 
have  been  elected  by  the  individual  production  credits,  to  be  their 
representative  on  the  national  committee. 

Now,  in  some  other  districts  the  president  of  the  district  committee 
automatically  serves  as  the  national  committeeman  and  so  on. 

There  are' some  variations,  but  essentially  we  are  all  selected  or 
elected  by  the  production  credit  associations  of  our  individual  dis- 
tricts. 

Mr.  McIntyre.  And  the  district  associations  and  your  national 
advisory  committee  are  vehicles  by  which  the  various  associations  get 
a  representation  to  speak  for  them  and  they  are  vehicles  of  the  associ¬ 
ation  and  not  vehicles  of  the  farm  credit  districts  as  such  ? 

Mr.  Harris.  Yes,  sir;  we  are  not  any  official  part  of  the  farm  credit 
district  organization  or  of  the  Farm  Credit  Administration  in  Wash¬ 
ington.  We  are  selected  and  have  the  job  of  representing  as  well  as 
we  are  able  to  the  viewpoint  of  the  local,  the  grass  roots  production 
credit  associations  of  our  district, 

Mr.  McIntyre.  Thank  you. 

Mr.  Harris.  Now,  we  have  some  trouble  sometimes  when  they  can¬ 
not.  all  agree.  We  try  to  represent  then  the  majority. 

Mr.  Poage.  Thank  you  very  much,  Mr.  Harris. 

Mr.  Harris.  Thank  you. 

Mr.  Poage.  I  believe  Mr.  King  Banks  is  the  next  name  on  the  list. 

Mr.  Banks  ? 

STATEMENT  OF  KING  L.  BANKS,  DELTA,  COLO. 

Mr.  Banks.  My  name  is  King  L.  Banks  of  Delta,  Colo.  I  represent 
the  ninth  district  of  the  Farm  Credit  Administration  which  is  com¬ 
posed  of  the  States  of  Kansas,  Oklahoma,  New  Mexico  and  Colorado. 
We  have  41  production  credit  associations. 

My  information  from  the  State  Chairmen  of  Kansas  and  Oklahoma 
is  that  their  production  credit  associations  are  unanimous  in  support 
of  the  bill  presented  by  the  National  Board — 10285.  They  are  against 
the  provisions  of  the  bill  as  presented  by  the  Bureau  of  the  Budget 
with  the  possible  exception  of  the  reduction  suggested  in  the  revolving 
fund.  Some  associations  in  New  Mexico  favor  the  new  bill,  some  are 
against  it.  In  Colorado,  at.  a  recent  meeting  of  our  State  advisory 
committee,  4  associations  favored  the  bill  and  4  were  against  it. 
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Hie  reason  for  the  unfavorable  votes  in  Colorado  was  principally 
^  ie P9ssibdit.y  of  a  raise  in  interest  rate  to  our  members  to  cover  the 
additional  cost.  Ihe  others  felt  that  the  new  bill  presented  by  the 
National  Board  was  such  a  long  step  forward  that  we  should  accept 
it  and  then  if  there  was  any  appreciable  increase  in  cost  we  could  take 
the  necessary  steps,  political  or  otherwise,  to  remedy  the  situation. 

1  might  say  that  this  increase  in  cost  and  the  initial  investment  as 
amounts  to  2.0 (  percent  of  the  average  month  end  volume  of 
Joans  and  is  of  great  concern  to  all  associations  in  our  district.  The 
ninth  district  has  consistently  battled  any  change  in  the  1933  act  other 
than  amendments.  But  the  1953  act  was  passed  and  is  now  law.  We 
realize  the  pressure  on  the  new  hoard  to  propose  legislation  to  retire, 
as  soon  as  possible,  the  Government  capital  in  the  system.  The  Na¬ 
tional  Board  has  worked  hard  and  conscientiously  to  this  end  and  the 
bill  they  have  presented,  with  the  exception  of  the  2.07  percent  initial 
investment,  as  we  mentioned  before,  is  a  long  step  in  this  direction. 
V  e  reel  that  if  possible  we  should  get  the  National  Board’s  bill  with 
the  elimination  or  reduction  in  the  initial  investment. 

For  the  record,  again  I  wish  to  state  that  the  ninth  district,  while 
not  unanimous,  is  overwhelmingly  for  the  passage  of  H.  R.  10285.. 

Mr.  Poage.  Mr.  Banks,  thank  you  very  much. 

Are  there  any  questions? 

If  there  are  no  questions,  we  will  hear  Mr.  Lacey  next. 

STATEMENT  OF  W.  E.  LACEY,  HOPKINSVILLE,  KY. 

Mr.  Lacey.  Mr.  Chairman,  and  members  of  the  committee,  I  believe 
tor  the  record  you  might  correct  my  name  to  W.  E.  Lacey.  However, 

I  might  be  better  known  as  Jack  Lacey,  but  for  the  record  it  might 
be  W.  E.  Lacey. 

I  appreciate  this  opportunity  of  appearing  before  the  committee, 
even  though  I  do  not  have  a  prepared  statement.  I  appear  before 
this  committee  from  the  fourth  district.  My  home  is  Hopkinsville 
Ky.,  and  I  am  a  dirt  farmer. 

I  have  been  for  the  past  19  years  vice  president  of  the  West  Ken¬ 
tucky  Production  (  redit  Association,  and  a  part  of  that  time  I  was 
also  president. 

During  the  19  years  I  have  served  continuously  on  the  loan  com¬ 
mittee,  and  have  approved  approximately  $20  million  in  loans  to 
farmers  for  production  purposes. 

^  Also  at  this  time  I  am  vice  chairman  of  the  National  Advisory 
Committee  of  1  induction  Credit  Associations,  and  I  represent  the 
fourth  district  here  this  afternoon. 

The  fourth  district  is  almost  solid  for  this  legislation.  As  a  matter 
of  fact,  there  has  been  no  recorded  opposition  on  the  fourth  district. 
However,  I  have  heard  some  grumbling  from  2  associations,  1  located 
m  Kentucky  and  1  in  Tennessee.  Two  other  associations  of  the  fourth 
are  doubtful.  So  I  would  say  that  that  would  indicate  that  the  fourth 
district  is  very  much  in  favor  of  this  legislation. 

If  I  may,  sir,  I  would  like  to  comment  briefly  on  a  reference  that 
the  chairman  made  the  other  morning  relative  to  a  300-percent,  in¬ 
crease  in  the  cost  of  money  during  the  last  18  months.  I  think  I 
might  say  that  most  of  the  opposition  to  this  bill  has  come  as  a  result 
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of  that  increase  in  money.  Certainly  this  bill  has  had  no  influence 
on  that  increased  cost  of  money. 

Now,  I  don’t  know  what  can  be  done  about  that  increased  cost  of 
money.  But,  gentlemen,  I  would  like  to  say  it  is  serious.  I  foresee 
that  the  present  cost  of  money,  at  the  last  sale  of  debentures,  from  that 
I  foresee  that  very  shortly  the  associations  will  be  charging  6y2  per¬ 
cent  for  money,  plus  the  cost  of  service  to  the  loan,  and  recording  fees. 

This  is  a  condition  that  I  think  all  associations  are  gravely  concerned 
about,  and  I  think  rightly  so.  But  instead  of  hurting  that  condition 
or  further  increasing  the  cost  of  money,  I  see  no  reason  why  this  bill 
would  have  any  effect  whatsoever  on  the  increase  of  the  cost  of  money. 
And  as  a  matter  of  fact,  from  a  standpoint  of  streamlining  the  organ¬ 
izations,  I  can  see  where  it  might  reasonably  effect  a  savings  there. 

I  believe,  sir,  that  about  completes  my  statement.  As  I  said,  I  have 
no  prepared  statement.  And  I  appreciate  the  opportunity  of  ap¬ 
pearing. 

Mr.  Poage.  We  appreciate  your  appearance  and  appreciate  your 
suggestions. 

Are  there  any  questions  ? 

If  not,  we  will  hear  from  Mr.  Abner  B.  Larson. 

STATEMENT  OF  ABNER  B.  LARSON,  SECRETARY-TREASURER, 
MANDAN  PCA,  MANDAN,  N.  DAK. 

Mr.  Larson.  Mr.  Chairman,  my  name  is  Abner  B.  Larson,  and  I  live 
in  Mandan,  N.  Dak.  I  am  secretary-treasurer  of  the  Mandan 
Production  Credit  Association.  I  represent  the  Minnesota  and  North 
Dakota  associations. 

We  had  a  meeting,  held  sometime  after  the  meeting  that  was  called 
by  the  Farm  Credit  Association  in  St.  Paul  last  November.  The  asso¬ 
ciation  particularly  that  I  represent  has  loans  outstanding  of 
$3,600,000.  We  have  capital  of  about  $290,000,  reserves  of  almost 
$400,000.  And  we  loaned  almost  $5  million  last  year. 

I  want  to  say  this :  As  you  no  doubt  will  remember,  I  was  one  of  the 
witnesses  here  a  year  ago  that  violently  opposed  the  legislation  before 
your  committee  at  that  time. 

Before  I  go  on  with  my  statement,  which  I  am  taking  from  notes,  I 
want  to  say  that  in  general  I  am  strongly  supporting  this  bill.  But  I 
want  to  make  a  few  remarks  as  I  go  along  regarding  what  I  think 
should  be  done  in  the  future.  ,  . 

I  believe  that  the  meetings  that  the  Farm  Credit  Administration 
called  and  particularly  those  meetings  that  were  held  in  St.  Paul, 
were  very  beneficial  and  much  good  came  out  of  them.  Now,  we  have 
given  considerable  thought  to  the  proposed  legislation,  and  in  general 
I  believe  we  should  go  along  with  it,  hoping  to  improve  it  later  after 
we  have  accomplished  the  first  step  m  this  merger. 

Although  I  personalty  feel  that  this  bill  should  incorporate  features 
which  are  not  now  incorporated  in  the  proposed  legislation,  I  do  not 
want  to  be  likened  to  a  beleaguering  general  who  insists  on  capturing 
the  citadel  before  taking  the  outposts. 

This  bill,  in  my  opinion,  will  capture  the  main  outposts  for  the 
farmer-owners.  For  the  record,  at  least,  I  am  listing  here  feature^ 
which  I  believe  should  eventually  be  enacted  into  law  for  the  good  of 
the  system : 
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1.  I  believe  separate  boards  are  eventually  a  necessity.  The  Farm 
Credit  Act  of  1953  reads  in  part  as  follows :  “It  is  declared  to  be  the 
policy  of  the  Congress  to  encourage  and  facilitate  increased  borrower 
participation  in  the  management,  control  and  ultimate  ownership  of 
the  permanent  system  of  agricultural  credit  made  available  to  insti¬ 
tutions  operating  under  the  supervision  of  the  Farm  Credit  Adminis¬ 
tration.” 

To  the  extent  that  the  present  bill  fails  to  provide  “increased  bor¬ 
rower  participation”  in  progressive  control  of  the  institution  we  are 
expected  to  purchase,  it  fails  to  carry  out  the  declared  policy  of  the 
Congress. 

I  do  not  consider  that  the  present  2  PCA  elected  members  on  the 
District  Farm  Credit  Board  of  7  men  will  provide  the  Production 
Credit  Association  with  adequate  means  of  controlling  the  Federal 
Intermediate  Credit  Bank  if  we  purchase  it. 

The  argument  in  favor  of  the  present  setup  has  been  that  the  7  men 
on  the  District  Board  are  equally  interested  in  all  3  branches.  This 
has  never  been  questioned,  but  we  do  question  that  they  are  close 
enough  to  each  institution  to  do  a  job  that  should  be  done. 

I  believe  that  such  boards  will  stimulate  the  growth  of  the  system 
by  increase  in  volume  which,  in  the  final  analysis,  is  the  ultimate  goal 
of  everyone. 

Although  we  believe  the  foregoing  suggestions  should  be  enacted 
into  law  in  the  future,  it  is  not  going  to  stop  us  from  uniting  behind 
this  bill  100  percent,  as  we  feel  it  is  a  big  step  in  the  right  direction. 

In  fact,  we  will  do  all  in  our  power  to  support  the  present  legisla¬ 
tion,  and  hope  that  in  the  not-too-distant  future,  legislation  incorpo¬ 
rating  the  above  mentioned  ideas  will  also  be  enacted  into  law.  But 
for  the  time,  let  us  do  first  things  first. 

In  connection  with  this  bill,  I  would  like  to  make  another  remark 
in  connection  with  the  retirement  of  stock.  I  know  the  intent  is  right, 
but  I  at  least  want  to  put  this  in  the  record,  Mr.  Chairman.  And 
I  refer  to  H.  R.  10285.  And  I  quote  lines  6  through  11  on  page  8: 

After  all  class  A  stock  has  been  retired,  the  bank  may  retire  class  B  stock  at 
par  and  participation  certificates  at  face  amount  under  policies  established  by 
the  Farm  Credit  Administration. 

The  intent  of  this  clause,  I  am  sure,  is  to  give  the  Administration 
authority  to  make  adjustments  when  an  association  owned  stock  out 
of  proportion,  and  I  think  this  authority  is  sound.  However,  suppose 
someone  wanted  this  authority  at  some  future  time  to  eliminate  all 
grassroots  ownership  in  this  source  of  agricultural  credit,  and  with 
this  authority  retired  all  Class  B  stock  owned  by  all  the  associations. 

He  could  eliminate  our  ownership  after  he  had  paid  for  it,  and  then 
exercise  jurisdiction  over  the  bank  with  all  of  the  surplus  that  has 
been  accumulated. 

This,  I  believe,  can  be  corrected  by  inserting  one  sentence : 

In  no  case  shall  all  of  the  class  B  stock  owned  by  an  association  or  all  of  the 
participation  certificates  owned  by  other  lending  agencies  be  retired  without 
consent  of  said  association  and/or  other  lending  agencies. 

Now,  at  this  time  I  want  also — although  this  bill  is  not  before  your 
committee  at  this  time — I  hope  that  I  may  take  up  opposition  to 
S.  3550,  and  put  that  in  the  record  in  case  it  should  come  before^your 
committee,  and  I  cannot  be  here. 
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Mr.  Poage.  It  may  be  before  us  tomorrow  morning.  I  understand 
it  was  introduced  yesterday  in  the  Senate,  the  same  language. 

Mr.  Larson.  I  refer  to  page  12,  lines  22  through  25  of  S.  3550.  It 
provides  for  the  Government  to  keep  continuing  interest  in  part  of 
the  surplus,  even  after  all  Government  capital  has  been  retired.  This 
is  contrary  to  principle  and  precedent.  The  Banks  for  Cooperatives 
and  Federal  Land  Banks  have  been  permitted  to  keep  their  surplus 
without  Government  interest  in  case  of  liquidation,  and  we  see  no 
reason  to  treat  us  differently. 

We  see  no  reason  to  keep  the  Federal  intermediate  credit  bank  under 
the  Corporation  Control  Act.  If  this  bill  is  passed,  why,  we  are  in 
effect  entering  into  a  contract  with  the  Government  to  buy  this  system, 
and  we  do  not  think  it  is  necessary  for  the  Budget  Bureau  to  tell  us 
how  to  run  it. 

We  also  oppose  the  reduction  of  the  $30  million  called  for  in  that  bill 
regarding  the  revolving  fund,  the  reduction  in  the  revolving  fund. 

At  this  time,  in  conclusion,  I  want  to  thank  this  committee  for  what 
we  think  was  a  very  good  job  on  your  part,  and  good  judgment,  a  year 
ago.  We  feel  very  happy  about  this.  And  at  this  time  I  again  hope 
that  this  committee  will  again  be  favorable  to  our  views  in  recom¬ 
mending  the  passage  of  this  bill. 

I  recall  this  morning— I  think  it  was  Mr.  Harris  who  made  a  state¬ 
ment  x-egarding  the  elimination  of  secretaries  being  on  district  boards. 

Now,  I  have  been  a  secretary  of  the  Mandan  Production  Credit  As¬ 
sociation,  which  is  the  largest  one  in  our  district,  since  the  date  of 
organization.  And  it  has  been  my  firm  belief — and  we  so  expressed 
ourselves  here  last  year — that  this  is  an  organization  of  farmers  to  be 
owned  by  farmers,  and  for  that  reason  I  do  not  think  and  do  not  believe 
that  the  secretary  should  be  on  a  district  board.  But  I  do  not  believe 
management  should  be  setting  policy  for  this  institution.  I  believe  this 
is  going  to  be  an  institution  eventually  fully  owned  and  controlled  by 
the  farmers  themselves.  And  in  that  position  I  sincerely  believe  that 
the  farmers  who  are  the  owners  should  elect  the  directors,  and  that 
secretaries  should  not  be  permitted  to  sit  on  district  boards. 

Thank  you  very  much.  I  greatly  appreciate  your  giving  me  this 
much  time  to  appear  before  your  committee. 

Mr.  Johnson.  There  is  one  question  I  wanted  to  ask.  You  come 
from  an  area  that  has  been  noted  in  the  past  for  having  a  high  interest 
rate,  as  high  as  any  part  of  the  country.  What  are  you  charging  out 
thei-e  on  the  Pi’oduction  Credit  Board  ? 

Mr.  Larson.  Five  and  a  half  percent.  And  we  are  operating  on  a 
214-percent  spread.  And  I  am  telling  you,  that  is  not  sound  business. 
The  only  reason  we  are  operating  on  that  thin  spread  at  this  time  is 
due  to  the  fact  that  we  are  big  enough  to  do  it.  But  I  feel  sorry  for 
the  small  associations.  I  sincerely  hope  that  something  is  done  regard¬ 
ing  this  interest.  And  as  long  as  you  are  talking  about  interest,  I 
would  like  to  put  in  another  remark.  If  people  are  really  interested  in 
controlling  inflation  I  don’t  think  it  is  going  to  be  done  by  charging 
high  rates  of  interest  and  putting  a  lot  of  more  interest  income  into 
the  hands  of  the  bankers,  I  think  the  only  way  to  do  that  is  to  control 
the  credit  itself,  if  anybody  has  got  the  intestinal  fortitude  to  do  that, 
by  making  people  pay  more  down  on  payments  of  things  they  buy, 
that  will  really  control  inflation.  But  that  is  going  to  take  courage, 
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and  probably  isn’t  the  thing  to  do.  But  I  certainly  don’t  believe  that 
raising  interest  rates  is  going  to  stop  a  man  from  buying  an  automobile 
and  paying  20  percent. 

Mr.  Johnson.  The  reason  I  asked  you  that  was,  I  mentioned  this 
morning  the  memorandum  that  was  drawn  to  my  attention  in  western 
Wisconsin  when  I  was  home  at  the  Easter  recess.  This  particular  as¬ 
sociation  was  charging  5 y2  percent,  and  they  were  contemplating  rais¬ 
ing  it  to  6  percent.  I  secured  the  memorandum  when  I  returned  to  the 
office  this  afternoon.  I  was  just  wondering,  North  Dakota  had  higher 
interest  rates  than  Wisconsin  in  the  past,  and  yet  you  are  operating 
right  now  for  5 y2. 

Mr.  Larson.  We  are  operating  at  5 y%.  We  made  $80,000  net  profit 
last  year.  We  returned  10  percent  of  our  interest  to  our  farmers, 
and  as  a  result  their  net  interest  rate  was  4.55,  and  we  paid  a  5-percent 
dividend  to  our  A  stockholders. 

Mr.  Gathings.  Mr.  Chairman,  I  would  like  to  say  to  Mr.  Larson, 
I  believe  your  suggestion  should  be  looked  into  carefully  in  regard 
to  the  retirement  of  the  stock,  that  the  association  members  should 
have  a  voice.  I  think  the  committee  ought  to  study  that  recommen¬ 
dation  carefully. 

Mr.  Larson.  I  don’t  think  that  should  stop  the  bill.  I  think  just 
one  sentence  in  there  will  do  the  job,  just  to  spell  it  out.  And  I  cer¬ 
tainly  don’t  want  anything  to  stop  this  bill. 

Mr.  Gathings.  I  believe  I  recall  your  testimony  here  last  year. 

Mr.  Larson.  I  was  a  little  emphatic,  I  think,  the  other  way. 

Mr.  Poage.  Are  there  any  other  questions  ? 

We  are  very  much  obliged  to  you,  Mr.  Larson. 

Mr.  Larson.  Thank  you  very  much. 

Mr.  Poage.  Mr.  C.  Dudley  Sliller. 

STATEMENT  OF  CHARLES  DUDLEY  MILLER,  DIRECTOR,  GREEN¬ 
VILLE  PRODUCTION  CREDIT  ASSOCIATION,  GLEN  ALLEN,  MISS. 

Mr.  Miller.  Mr.  Chairman  and  gentlemen  of  the  subcommittee, 
my  name  is  Charles  Dudley  Miller,  from  Glen  Allen,  Miss.,  and  I  am 
a  member  of  the  board  of  directors  of  the  Greenville  Production 
Credit  Association  of  Greenville,  Miss.,  and  I  have  been  a  director 
for  the  past  15  years. 

Our  association  has  some  850  members;  we  have  a  total  net  worth 
of  $1,275,000  entirely  owned  by  our  members  which  includes  $721,900 
in  stock  and  $553,500  in  surplus.  In  1955  we  loaned  $10,244,000  to 
members  for  the  production  of  cotton,  livestock,  rice,  soybeans,  corn 
and  small  grains. 

During  the  past  year  I  have  attended  four  meetings  of  the  present 
credit  district  which  were  held  primarily  for  the  discussion  of  the 
present  legislation  now  pending  and  known  as  H.  R.  10285  and  other 
identical  bills.  It  is  my  conviction  and  the  conviction  of  the  other 
board  members  of  our  association  that  under  the  mandate  from 
Congress  to  the  Federal  Farm  Credit  Board  this  legislation  should 
be  passed  immediately.  The  Farm  Credit  Administration  has  pre¬ 
sented  a  number  of  different  plans  at  the  district  meetings  referred 
to  above,  but  this  bill  (H.  R.  10285)  is  by  far  the  very  best  plan  that 
has  ever  been  presented. 
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While  I  have  not  polled  the  other  members  of  our  board,  it  is  my 
belief  they  will  agree  with  me  100  percent  that  this  bill  should  be 
passed  immediately  for  the  following  reasons : 

1.  Even  though  it  would  cost  us  about  $80,000  over  the  next  2  years 
for  stock  in  the  new  consolidation  and  we  would  lose  the  interest  on 
this  money,  approximately  $2,400  per  year,  we  feel  confident  that 
the  savings  to  be  made  by  this  consolidation  of  the  production-credit 
corporation  and  the  Federal  intermediate  credit  bank  would  more 
than  offset  this  interest.  This  has  been  made  clear  by  the  Andersen 
report,  which  was  a  study  made  by  the  Arthur  Andersen  &  Co.  of  the 
operations  and  functions  of  the  production-credit  corporation  and 
the  Federal  intermediate  credit  bank  in  Omaha,  Nebr.,  and  Columbia, 
S.  C.,  districts.  The  possible  savings  listed  in  this  report  would  be 
equally  true  of  the  production-credit  corporation  and  the  Federal 
intermediate  credit  bank  in  the  fifth  district. 

2.  Like  other  Federal  institutions  that  are  dependent  under  the 
present  system  of  Federal  appropriations  each  year  for  their  expenses, 
the  production-credit  corporations  and  the  Federal  intermediate 
credit  banks  see  to  it  that  all  of  these  appropriations  are  used  up, 
because  they  are  afraid  that  if  they  are  not  used  their  next  year’s 
appropriations  will  be  reduced. 

If  this  new  legislation  is  put  into  effect  then  this  would  not  be 
true.  It  would  be  to  the  advantage  of  all  associations  to  see  that  the 
consolidated  bank  operated  on  the  most  efficient  and  economical  basis 
possible. 

3.  If  the  associations  put  up  their  own  money  for  stock  in  the  new 
merged  institution,  they  they  will  individually  and  collectively  take 
greater  interest  and  investigate  more  extensively  about  the  operation 
and  management  of  the  new  bank.  This  is  true  of  individuals  as 
well  as  associations. 

4.  The  reasons  I  believe  that  time  is  important  in  the  passage  of 
this  bill  are  as  follows : 

(a)  Conditions  are  unsettled,  discount  rates  are  going  up,  and  if 
we  can  effect  savings  on  this  merger  we  will  need  these  savings  now. 

(5)  As  long  as  the  employees  of  the  production-credit  corporations 
and  the  Federal  intermediate  credit  banks  know  their  positions  in 
these  institutions  are  unsettled  then  the  morale  and  efficiency  of  the 
operation  of  these  institutions  are  hampered.  Naturally,  these  em¬ 
ployees  are  looking  for  other  positions  with  a  more  certain  and  favor¬ 
able  future. 

( c )  If  this  bill  is  not  passed  now  and  action  is. delayed,  it  is  quite 
possible  that  we  will  never  secure  as  good  legislation  again.. 

( d )  As  you  have  heard,  some  90  percent  of  all  the  associations  in 
the  United  States  are  in  favor  of  the  immediate  passage  of  this  bill — 
we  don’t  believe  that  we  could  ever  secure  such  unanimity  on  any 
other  piece  of  legislation. 

We  are  extremely  proud  of  our  association  and  feel  that  we  can 
speak  with  some  authority  and  expert  knowledge  on  the  operations 
of  a  farm-credit  institution.  While  we  do  give  tremendous  credit  and 
our  sincerest  appreciation  to  both  the  production-credit  corporations 
and  the  Federal  intermediate  credit  banks,  we  do  think  we  have  made 
an  enviable  record. 
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We  started  in  1934  with  $50  of  farmers’  money  and  $250,000  of 
Government  money.  That  year  we  loaned  $754,221.  In  1951  we  fin¬ 
ished  paying  back  all  of  the  Government  money  and  since  that  year 
we  have  paid  taxes  of  every  kind,  including  income  taxes  of  approxi¬ 
mately  $25,000  each  year  up  to  1956. 

Mr.  Poage.  We  thank  you  very  much,  Mr.  Miller. 

Are  there  any  questions  ? 

Mr.  Gathings.  I  would  just  like  to  ask  Mr.  Miller,  here,  on  page 
3  you  say  this : 

As  you  have  heard,  some  90  percent  of  all  the  associations  in  the  United 
States  are  in  favor  of  the  immediate  passage  of  this  bill  *  *  * 

Mr.  Miller.  I  might  say,  sir,  that  that  was  taken  from  the  poll 
that  was  made  by  the  advisory  committee  yesterday  in  which  they 
counted  498  associations  total,  and  out  of  that  total  they  could  find 
only  52  associations  that  were  not  in  favor  of  the  bill.  And  included 
in  that - 

Mr.  Gathings.  How  many  of  them  are  included?  Did  you  take 
that  into  consideration  ? 

Mr.  Miller.  We  took  that  into  consideration. 

Mr.  Gathings.  The  ones  that  have  not  come  to  any  conclusion 
on  the  legislation  are  included  ? 

Mr.  Miller.  That  is  right. 

Mr.  Gathings.  And  that  would  total  58  ? 

Mr.  Miller.  Approximately. 

Mr.  Dixon.  I  would  like  to  ask  a  question.  Have  you  had  ob¬ 
jections  from  the  OFI’s  to  this  merger? 

Mr.  Miller.  Well,  I  am  in  the  fifth  farm-credit  district,  and  I 
haven’t  head  of  any  objection  from  ours.  Now,  we  have  about  two. 
One  of  them  is  the  same  cotton-cooperative  association  that  operates  in 
Greenwood,  Miss.,  and  they  have  a  representative  at  most  of  our  dis¬ 
trict  meetings.  And  I  think  they  have  made  no  objection  to  this 
bill,  at  least  I  have  not  heard  of  it.  And  they  were  even  in  favor  of 
the  bill  that  was  brought  up  here  some  8  or  10  months  ago,  that  repre¬ 
sentative  plan,  and  so  forth. 

Mr.  Dixon.  If  this  merger  were  made,  could  you  be  fully  as  sensi¬ 
tive  to  their  needs  as  you  are  now  ? 

Mr.  Miller.  In  my  opinion,  yes. 

Mr.  Dixon.  Do  you  think  you  could  act  in  their  best  interest  ? 

Mr.  Miller.  I  think  we  could  handle  their  business  in  the  same 
manner  as  it  is  being  handled  now. 

Mr.  Poage.  Thank  you  very  much,  Mr.  Miller;  we  are  very  much 
obliged  to  you. 

Mr.  Miller.  I  appreciate  this  opportunity  of  being  here  and  the 
time  you  have  given  me. 

Mr.  Poage.  We  would  be  glad  to  hear  from  Mr.  Justice. 

You  may  proceed,  Mr.  Justice. 

STATEMENT  0E  ROBERT  0.  JUSTICE,  PRESIDENT,  PERU  PRODUC¬ 
TION  CREDIT  ASSOCIATION,  L0GANSP0RT,  IND.,  ACCOMPANIED 

BY  JOSEPH  E.  PAYNE,  SECRETARY-TREASURER 

Mr.  Justice.  I  am  Robert  O.  Justice,  from  Peru,  Ind.,  president 
of  the  board  of  the  Peru  Production  Credit  Association. 
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And  I  have  with  me  our  secretary,  Joseph  Payne. 

Mr.  Poage.  We  are  glad  to  have  Mr.  Payne  present. 

Mr.  Justice.  It  is  a  privilege  for  Mr.  Payne  and  me  to  appear 
before  you  gentlemen.  As  some  of  you  may  remember,  we  appeared 
last  year. 

We  operate  in  north-central  Indiana,  in  the  general  farming  area. 
We  have  3,054  farm  members  of  our  association. 

In  1955,  we  loaned  $9,628,163.  On  March  1,  1956,  we  had  an  out¬ 
standing  balance  of  $5,322,619.  I  don’t  say  that  in  a  boastful  man¬ 
ner  in  any  way.  But  when  we  were  having  the  hearing  in  the  district, 
the  Federal  Board  was  having  hearings  on  the  bill  to  study  it,  and 
questions  were  asked,  and  so  forth,  and  some  of  the  associations  re¬ 
ferred  to  us  as  a  wealthy  association.  I  came  back  with  the  statement 
that  if  we  were  characterized  that  way,  we  would  pay  more  of  the  cost. 
And  I  think  that  is  true. 

This  bill  provides  that  the  cost  of  the  stock  in  the  corporation,  of 
the  bank,  will  be  proportionate  to  the  amount  of  business  you  do  with 

We  are  here  for  the  purpose  of  urging  the  passage  of  H.  R.  10285. 
I,  particularly,  wish  to  say  that  we  do  not  represent  the  district  nor 
any  particular  group  of  associations.  We  are  here  primarily  to  rep¬ 
resent  the  membership  of  our  association.  And,  with  apologies  to 
other  statements  that  have  been  made,  I  would  like  to  say  that  the 
member  is  the  most  important  individual  in  this  whole  business.  And 
as  I  have  worked  for  Production  Credit  for  22  years,  I  certainly  have 
had  in  mind  the  interest  of  the  individual  borrower.  He  is  the  man 
who  is  going  to  pay  the  cost,  he  is  the  man  who  is  going  to  be  benefited 
or  not  benefited  by  any  legislation  that  is  passed.  . 

So  we  are  here  to  try  to  reflect  the  thought  and  feeling  of  the  indi¬ 
vidual  members  out  here  on  the  farms.  And  from  my  contact  over 
the  past  22  years  with  other  directors  and  secretary-treasurers  in  the 
four  States  of  Tennessee,  Kentucky,  Ohio,  and  Indiana,  and  the 
acquaintances  I  have  made,  I  am  quite  sure  that  our  opinion  reflects 
the  thinking  of  these  other  members  in  the  fourth  district. 

I  don’t  want  to  bring  in  any  repetition  here,  but  we  attended  the 
conference,  or  the  dierctors  conferences,  2  of  which  were  held  in 
Louisville,  to  study  tliis  legislation,  and  there  were  approximately 
246  directors  of  the  40  associations  in  the  fourth  district  in  attend¬ 
ance,  and  there  was  a  lot  of  discussion  and  lot  of  consideration,  and 
some  pretty  radical  statements  made  at  the  first  meeting.  And  there 
was  no  agreement,  as  you  know — as  has  been  brought  out  here  before. 

At  the  second  meeting,  when  Governor  Tootell  and  Mr.  Miles  pre¬ 
sented  the  revised  bill,  or  the  bill  that  is  presented  to  you  here  at  this 
meeting,  there  was  a  unanimous  approval  given. 

Now,  it  has  been  pointed  out  that  some  few  of  the  associations — 
I  believe  Mr.  Lacey,  who  really  represents  the  district,  pointed  out 
there  were  one  or  two  associations  that  did  not  approve.  But  in  this 
meeting  at  Louisville,  the  district  conference  at  which  we  were  study¬ 
ing  the  bill,  we  took  a  vote  and  it  was  given  unanimous  approval. 

I  explained  this  bill  to  600  of  our  members  in  a  stockholders  meet¬ 
ing  on  March  7,  1956.  And  their  comments  were— I  spent  quite  a 
little  time  explaining  this  bill  to  the  members  and  going  into  the  detail 
of  the  purpose  and  method  of  accomplishment.  And  they  were  very 
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mudi  pleased  with  the  prospects  of  acquiring  another  unit  or  two  of 
the  I  arm  Credit  Administration. 

It  was  with  a  lot  of  pride  that  the  members  returned  the  “A”  stock 
in  our  association  back  in  1952.  And  I  am  sure  that  they  are  looking 
forward  to  the  returning  of  the  Government  capital  to  the  other  units 
proposed  m  this  legislation.  And  as  evidence  of  their  approval,  our 
business  has  increased  to  the  extent  of  $2  million  in  our  association 
since  the  stock  was  all  retired. 

Kill®  aPPeared  t0  testify  before  this  committee  in  May  1955  on  H.  R. 
51o8.  At  that  time  we  favored  a  bill  embodying  the  principles  con¬ 
tained  m  this  bill,  H.  R.  10285,  but  we  were  willing  to  support  the 
bni  presented  last  year  rather  than  not  have  any  plan  for  retiring 
the  Government  capital  from  the  Production  Credit  Corporation  and 
the  Federal  Intermediate  Credit  Bank. 

.  e  therefore  urge  the  passage  of  this  bill  because  it  carries  out  the 
intent  of  the  Farm  Credit  Act  of  1933  and  the  declared  policy  of  the 
aim  Credit  Act  of  1953.  And  we  are  sure  it  meets  the  approval  of 
the  great  majority  of  production-credit  associations  in  the  United 

tclL6S. 

I  appreciate  your  listening  to  our  statement,  and  I  want  to  thank 
you  for  doing  so.  I  did  really  appreciate  this  morning  the  attend- 
ance  of  other  members  of  this  board,  which  tells  me  that  there  is  a 
lot  of  interest  m  this  bill. 

(The  complete  prepared  statement  of  Mr.  Justice  is  as  follows:) 

Mr.  Chairman  and  gentlemen  of  the  committee,  we  are  Joseph  Pavne  secretarv- 
reasurer  and  Robert  O  Justice,  president,  of  the  board  of  the  Peru  Produc- 

^?rKdlt  Af °C^0^  P?>rU’  IncL’  rePresenting  3,054  farmer  members  of  our 
association  In  1955  the  Peru  association  loaned  $9,628,163  and  had  an  out¬ 
standing  balance  on  March  31, 1956,  of  $5,322,619. 

I  have  been  a  member  of  the  board  since  organization  in  March  1934  and 
have  reen  our  association  grow  from  no  reserves  until  this  date  when  we  have 
leserves  of  $540,416  and  a  net  worth  of  $1,058,631. 

We  are  here  for  the  purpose  of  urging  the  passage  of  H.  R.  10285  We  have 
re^nf  by  ^  g-°UP  °f  asso«ations,  but  are  here  on  our  own  to  rep- 

S  S  3,°^4  .“emi’e1rIs  inu  our  association  and  think  that  our  sentiments 
reflect  the  majority  of  the  thinking  in  the  4th  district.  It  is  because  of  mv 
90d  acquaintance  with  the  directors  and  secretary-treasurers  during 
tne  past  2-  years  that  I  make  the  above  statement.  The  Louisville  ('4th') 

OD  March  31,  1956,  with  outstanding  ^ Toaus of 

Proposed  legislation  has  been  presented  to  the  directors  and  secretary- 
treasurers  of  our  district  twice  since  the  1955  bill,  H.  R.  5168  was  considered 
by  this  committee  and  at  the  first  of  these  meetings  there  were  man.v  differeM 

semlTifi  d'^1S  afT’  nnd  qnestions’  bllt’  wlien  the  draft  of  this  bill  was  pre- 
sented  at  a  later  date  by  Governor  Tootell  and  Mr.  Miles,  a  resolution  approving 

legislation  such  as  H.  R.  10285  was  unanimous  approved  in  the  4th  district. 

7  -  S  bm  t0  600  °f  0ur  memhers  at  our  annual  meeting  on  March 

7,  1956,  and  their  comments  were  to  urge  passage  of  the  bill  as  it  provides  a 
means  by  which  the  Government  capital  can  be  retired  from  two  more  farm 
It  wl^wiiw,  tht  le*S}  hardship  to  the  members  of  the  associations. 

class  A  stockhheM  hvPthleptbat  the  rmberS  of  our  association  returned  the 
class  A  stock  held  by  the  Government  in  our  association,  and  we  know  from 

their  expressions  that  they  are  looking  forward  to  returning  the  Government 
capital  from  the  other  units  proposed  in  this  legislation. 

.  Z') ®  appeared  and  testified  before  this  committee  in  May  1955  on  H.  R.  5168 
At  that  time  we  favored  a  bill  embodying  the  principles  contained  in  this  bill, 

H  R.  10285,  but  we  were  willing  to  support  the  bill  presented  last  year  rather 
^hapaot  have  any  plan  for  retiring  the  Government  capital  from  the  production 
credit  corporation  or  the  Federal  intermediate  credit  bank. 
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We  therefore,  urge  the  passage  of  this  bill  because  it  carries  out  the  intent 
of  the  Farm  Credit  Act  of  1933  and  the  declared  policy  of  the  Farm  Credit  Act 
of  1953  and  we  are  sure  it  meets  the  approval  of  the  great  majority  of  production 
credit  associations  in  the  United  States. 

Mr.  Poage.  We  are  very  much  obliged  to  you,  Mr.  Justice  and  Mr. 

PaNow,  Mr.  Hayes  and  Mr.  Hauenstein,  both  of  you  came  together; 
if  you  care  to  appear  together,  you  may ;  or  we  will  hear  you  separately. 

STATEMENTS  OF  B.  I.  HAUENSTEIN,  SECRETARY-TREASURER, 
BLACKHAWK  PRODUCTION  CREDIT  ASSOCIATION,  FREEPORT, 
ILL.;  AND  GEORGE  F.  HAYES,  PRESIDENT,  KEWANEE  PRODUC¬ 
TION  CREDIT  ASSOCIATION,  KEWANEE,  ILL. 

Mr.  Hayes.  Mr.  Chairman  and  gentlemen,  we  are  pleased  at  the 
privilege  of  being  here  and  favorably  testifying  in  favor  of  this  bill 
that  is  under  consideration. 

My  name  is  George  F.  Hayes.  I  live  at  Galva,  Ill.  I  am  president 
of  the  Kewanee  Production  Credit  Association,  which  was  the  first 
farmer-owned  production  credit  association  in  the  United  States.  1 
have  been  president  for  3  years,  and  was  one  of  the  original  directors. 

I  am  1  of  2  who  are  here  to  represent  a  group  of  associations.  My 
colleague  is  Mr.  B.  L.  Hauenstein  of  Freeport,  Ill.,  who  is  secretary- 

treasurer  of  the  Blackhawk  Association  at  that  place. 

The  6  associations  which  we  represent  have  together  6,157  mem¬ 
bers,  and  they  have  extended  credit  during  the  year  1955  in  the  amount 
of  $24,700,000.  Our  mission  is  to  assure  you  that  those  associations 
approve  and  earnestly  desire  the  enactment  of  this  measuie  which  is 

under  consideration.  . 

Since  the  enactment  of  the  F arm  Credit  Act  of  1953,  which  required 
action  to  get  Government  capital  out  of  the  farm  credit  system,  this 
group  of  associations  has  held  meetings  from  time  to  time  tor  the 
purpose  of  considering  ways  and  means  of  improving  the  efficiency 
of  the  system,  along  with  the  elimination  of  the  Government  capital. 
We  held  these  meetings  on  our  own  initiative,  feeling  that  the  legis¬ 
lation  when  eventually  passed  would  need  the  support  of  farmer- 
borrowers,  and  we  hope  to  reflect  farmer  views  in  our  presentations 
to  those  who  are  preparing  the  legislation. 

We  opposed  the  legislation  considered  a  year  ago  because  we  felt 
the  membership  was  not  sufficiently  aware  of  the  problem,  and  that 
its  best  thought  had  not  yet  been  directed  toward  a  solution  o±  the 

P  But  since  that  time  the  situation  has  changed.  The  National  Farm 
Credit  Board  sponsored  a  series  of  district  meetings  last  summer, 
the  first  of  which  was  held  in  our  district  at  St.  Louis.  The  meet¬ 
ing  was  well  attended.  And  there  was  full  and  free  discussion  ot 
matters  pertaining  to  reorganization.  There  was  not  only  the  ques¬ 
tion  of  Government  capital,  but  also  the  desirability  of  including  other 
beneficial  changes,  which  more  than  20  years  of  experience  suggested. 
Many  ideas  were  advanced  at  the  meeting  and  afterwards  which  have 
been  tested  in  the  light  of  full  discussion. 

We  believe  the  best  of  these  ideas  are  incorporated  in  the  present 
bill.  And  all  this  has  enabled  the  associations  to  achieve  a  rather 
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remarkable  unanimity  in  favor  of  the  bill.  Normally,  production 
ciedit  associations  are  in  full  accord  with  the  declaration  of  policy  as 
fromdthe  bpcfhj!!;  uVe  b(dle/e  tbe  provisions  of  the  bill  were  derived 
as  well  as  from  the  thinlrin^.X^  "hi'1  q^of 

***»  »f  •  ^ 

We  are  convinced  that  its  enactment  will  insure  a  system  which  will 
adequately  meet  the  needs  of  farmers  for  sound,  short-term  credit 
and  at  the  same  time  gradually  release  Government  capital  ’ 

Also,  we  would  expect  full  ownership,  and  a  greater  concentration 
of  responsibility  at  the  local  level  to  stimulate  farmer  interest,  which 
will  result  m  a  broader  acceptance  of  the  system’s  services 
Uur  group  of  associations  were  present  at  a  statewide  meeting  of  the 
Illinois  associations  held  m  Springfield  on  April  12,  and  after  a  full 
discussion,  a  resolution  was  adopted  pledging  support  to  H.  R.  10285 
Ihe  vote  was  unanimous,  and  there  was  no  dissenting  argument 

hearhm  itnen’  ^  concludes  m-Y  statement.  And  I  thank  you  for 
H* '  ^pPAGE'  d  hank  you  so  much,  Mr.  Hayes. 

Mr.  Dixon.  Do  you  have  any  opposition  to  this  from  the  OKI’s  ? 

but  T  fStwi  T0,ieh°  iC0Urse’  tbrou£h  this  association  at  Ivewanee, 
L  ir  t{\  k  t  lTtr  Probably  some  through  their  bank  at  St.  Louis, 
merff  rVIX°N’  HaVe  they  raiSed  any  obiection  to  this  legislation  or 

We  have  heard  no  objection  in  our  locality. 

Thank  you. 

to  stay  here  1  “ie'e  ^  ChristoPh«  he  had 

Due11to  tbe  lateness  of  the  hour  and  the  fact  that 
Mi  Hayes  has  pretty  well  covered  our  views,  I  am  not  going  to  make 
a  statement,  Mr.  Chairman.  Although  in  northern  Illinois  most  of 
the  associations  are  very  much  concerned  with  this  money  costs  we 
are  m  an  area  of  very  competitive  interest  rate,  and  our  interest ’rate 
is  o  percent,  and  we  are  operating  at  the  present  time  with  onlv  a 
14-percent  spread,  and  it  is  getting  pretty  tight.  And  we  have  only 
been  able  to  do  so  because  of  a  large  volume  of  business.  And  that 
is  quite  a  problem  for  the  association  in  our  area,  because  there  you 
have  enough  industry,  and  the  banks  in  the  medium-sized  towns  are 
loaning  money  at  a  lower  rate  than  what  we  are  at  the  present  time, 
and  5  percent  is  just  about  the  general  rate. 

Mr.  Johnson.  What  are  your  banks  lending  money  for  in  that  area  ? 
Are  you  and  the  banks  lending  at  the  same  rate  now  ? 

Mr  IIauenstein.  The  bank  will  finance  some  feeder  cattle,  there 
are  a  lot  of  cattle  fed  m  our  area,  at  4  percent.  But  the  general  rate 
is  5  percent.  And  we  are  competitive  on  the  general  rate  basis.  But 
tnere  is  a  lot  of  4  percent  money  available  too. 

Hr.  Hayes.  Our  association  s  rate  is  5 y2  percent  at  Kewanee. 

Mr.  Poage.  Any  further  questions? 

If  not,  we  thank  you  both  very  much. 

Now,  Mr.  King  is  not  here,  I  believe. 

Mr.  IIauenstein.  No,  he  didn’t  come. 

Hi-  Poage.  Now,  that  completes  the  list  that  I  have  of  witnesses  in 
support  of  the  bill.  I  have  the  names  of  Mr.  John  C.  Lynn,  here,  and 


Mr.  Hayes. 
Mr.  Dixon. 
Mr.  Poage. 
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Mr.  Higgle,  and  I  don’t  know  whether  you  gentlemen  are  suppoiting 

or  opposing.  .  ,  „  r  . 

Mr  Lynn.  I  would  like  to  explain  that,  Mr.  Chairman. 

Mr!  Poage.  Is  it  something  that  you  can  explain  in  a  few  minutes, 
or  is  it  something  that  would  take  a  long  time  ?  I  don  t  want  to  cut 
off 

^  Mr  Lynn.  I  think  we  could  finish  in  3  or  4  minutes. 

Mr!  Poage.  Fine.  We  would  be  delighted  to  hear  from  you. 

STATEMENT  OE  JOHN  C.  LYNN,  LEGISLATIVE  DIRECTOR,  AMERI¬ 
CAN  EARM  BUREAU  FEDERATION,  ACCOMPANIED  BY  HUGH 
HALL,  STAEE  MEMBER 

Mr.  Lynn.  My  name  is  John  C.  Lynn,  Legislative  Director  for  the 

American  Farm  Bureau  Federation.  , 

I  have  with  Mr.  Mr.  Hugh  Hall,  who  is  a  member  of  our  staff  and 
is  more  or  less  an  expert  in  this  field,  and  I  am  not. 

Mr.  Chairman,  we  have  a  4-  or  5-page  statement  which  1  woufd  like 

to  file  for  the  record,  if  I  may. 

Mr.  Poage.  Without  objection  it  will  be  included. 

(The  statement  referred  to  is  as  follows :) 

Statement  of  John  C.  Lynn,  Legislative  Director,  the  American  Farm  Bureau 

Federation 

Mr.  Chairman,  gentlemen  of  the  committee,  we  wish  to  express  our  appreciation 
on  behalf  of  the  American  Farm  Bureau  Federation  for  this  opportunity  to  appear 
before  your  committee  and  present  our  views  concerning  the  proposal  to  merge 
the  Production  Credit  Corporation  with  the  Federal  intermediate  credit  banks. 

The  American  Farm  Bureau  Federation  is  a  voluntary  non-governmental 
organization  of  farmers,  the  total  family  membership  of  which  numbers  1,6-3,222 

a STh e *A m  erica  iR  Farm  Bureau  Federation  has  for  many  years  actively  supported 
the  decentralization  of  the  Farm  Credit  Administration  which  finally  resulted  in 
the  enactment  of  the  Farm  Credit  Act  of  1053.  Among  the  objectives  which  were 
sought  are  farmer  ownership  and  control  of  the  several  Farm  Credit  institutions 
ISf  the  Retirement  of  Government  capital  in  the  system.  These  principles  were 
set  forth  in  our  resolutions  of  1952  and  1953  and  support  for  them  has  been  con- 

tinAemRmbeert  of  the  Objectives  included  in  our  resolutions  have  already  been 

aCWeVwould  like  to  review  our  resolutions  of  1953  in  this  regard  and  make  com¬ 
ments  on  the  status  of  various  recommendations  and  indicate  those  that  are  cov 
ered  by  the  pending  legislation. 

Our  resolution  of  December  19o3  reads  as  follows  .  , 

“The  Farm  Credit  Act  of  1953  is  a  long  step  toward  a  fully  farmer-owned 
and1  controlled  Farm  Credit  System.  Much  remains  to  be  done  in  authorizing 
sound  provisions  for  the  retirement  of  Government  capital,  m  authorizing  sound 
fni hKStte  procedures  and  in  policymaking  by  the  Federal  Farm  Credit 

B°TWs  portion  of  the  resolution  lays  the  groundwork  for  the  establishment  of  a 
fully  farmer  owned  and  controlled  Farm  Credit  structure.  The  Federal  Land 
Bank  System  °teis  already  reached  this  objective  both  as  to  fgmer  owner* ip 
and  control  and  as  to  the  retirement  of  Government  capital.  The  Farm  Cretin 
Act  of  1955'lias  set  up  the  program  under  which  the  Banks  for  Cooperatives  will 
be  able  to  retire  the  Government  capital  invested  therein. 

“The  Farm ^ Credit Act^f  1953  directs  the  Farm  Credit  Board  to  br°P°®e 
lation  designed  to  hasten  the  retirement  of  Government  capital  in  the  Farm 
Credit  System  on  a  sound  basis  and  to  improve  the  operation  and  service  of  t 
System.  The  Farm  Credit  Board  should  give  consideration  to  the  followmB 
its  recommendations : 
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“(1)  Authority  should  be  provided  for  the  Federal  land  bank  to  purchase  the 
remaining  assets  of  the  Federal  Farm  Mortgage  Corporation.  The  Farm  Credit 
Board  should  study  the  possibility  of  using  this  corporation,  if  acquired,  to  either 
insure  or  to  make  loans  at  appropriate  interest  rates  to  supplement  those  now 
made  by  Federal  land  banks  based  upon  appraised  normal  agricultural  value 
There  is  real  need  for  more  adequate  loans,  and  this  may  be  the  best  way  to  pro¬ 
vide  them  without  jeopardizing  the  financial  condition  of  the  Land  Banks.” 

The  purchase  of  the  assets  of  the  Federal  Farm  Mortgage  Corporation  has  been 
provided  for  by  special  enactment. 

The  resolution  continues : 

“There  should  be  authority  for  the  Production  Credit  Associations  to  pay  a 
preferential  dividend  on  class  A  nonvoting  stock  to  encourage  farmer  investment 
and  thereby  provide  more  capital  for  the  retirement  of  Government  investments 
in  the  Production  Credit  Associations.” 

This  authority  was  granted  by  the  Farm  Credit  Act  of  1955 
The  resolutions  continue : 

Provisions  should  be  enacted  to  encourage  cooperatives  borrowing  from  the 
Banks  for  Cooperatives  to  purchase  stock  in  the  banks  on  a  sound  basis  that 
speed  th.e  retirement  of  Government  capital  in  such  banks.” 

I  his  resolution  also  was  embodied  in  the  Farm  Credit  Act  of  1955. 

The  next  point  in  the  resolution  provides : 

“Government  capital  remaining  in  the  Farm  Credit  System  should  be  retired 
unit  “fimh’,  an<J  at  a  rate  that  will  maintain  the  financial  strength  of  each 
“  A!,J  t]le  retired  Government  capital  should  be  placed  in  a  permanent  re- 
subject  to  being  called  back  into  the  System  by  the  Farm  Credit 

recalfed  the FwmSfs11!  Secretary  of  the  Treasury.  When  such  capital  is 
recalled,  the  Farm  Credit  System  should  pay  a  rate  of  interest  on  the  amounts 

on funds TtZYrTwl’’^1  ^  rat®  ^  by  the  Government  in  that  year 

We  believe  the  principles  embodied  in  this  bill  are  consistent  with  this  resolu 
tion,  as  is  the  Farm  Credit  Act  of  1955,  with  respect  to  the  Banks  for  Cooneral 
in  The  116  I1,en‘!lng  legislation  provides  for  the  retirement  of  Government  capital 
Bnnt-«  -Production  Credit  Corporations  and  the  Federal  IntermediaS  Credit 

0,6  *>'”  »'  «■<*  the 

,  km  also  provides  that  the  Government  capital  retired  as  n  result-  ef  uto 

sks y» 

should  be° raised  toTmore  SsM?lUe™?  mMlmu”  >»“  « the  land  bahts 

This  was  done  in  the  Farm  Credit  Act  of  1955 

AKiaSSS  BankS  f0r  Cooperatives  should  be  author- 
This  likewise  was  authorized  in  the  1955  act 

»3™t‘0nS'  ,  Wherver  W  Federal 

ts  government  capital,  it  will  then  be  free  from  the  latter  requirement 
Our  resolution  continues:  “The  Farm  Credit  System  has  the  nurnose  of 
onernr118  S<iU?,d  ?nd  adequate  credit  facilities  for  farmers  and  farmer  co- 
nrnnfp1VeS  ^  t^e,}owest  Possible  cost.  We  urge  the  adoption  of  measures  and 
procedures  induding  such  consolidation  and  unification  or  coordination  as  will 
best  serve  the  needs  of  farmers  and  farmer  co-ops.” 

T  P^Posed  merger  of  the  Production  Credit  Corporations  and  the  Federal 
rofrlmed ?  6f  Credit  Banks,  under  the  plan  recommended  in  these  bills  for  the 
retirement  of  Government  capital,  is  intended  to  place  the  Farm  Credit  insti- 

WlWe'thl  PP°n  °*  ******  the  ends  of  the  forgoing  resolutions, 
while  the  Production  Credit  Associations  have  been  doing  the  major  portion 

of  business  with  the  Federal  Intermediate  Credit  Banks  in  recent  years^  there 
have  been  so-called  other  financial  institutions  which  have  been  using  the  loan 
and  discount  facilities  of  the  Federal  Intermediate  Credit  Banks 

In  the  pending  bills  it  is  proposed  that  the  Production  Credit  Associations  pro¬ 
vide  the  initial  capital  necessary  to  begin  the  retirement  of  the  capital  invest- 
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ment  of  the  Federal  Government.  They  would  also  become,  in  the  event  of 
ultimate  liquidation  or  dissolution  of  the  banks,  the  beneficiaries  of  the  accu¬ 
mulated  surpluses  in  both  the  Production  Credit  Corporations  and  the  Federal  In¬ 
termediate  Credit  Banks.  We  recognize  that  the  bill  provides  these  surpluses 
existing  at  the  time  of  the  merger  are  prohibited  from  being  distributed  as  pa¬ 
tronage  dividends.  There  remains,  however,  discrimination  as  between  the 
Production  Credit  Associations  and  the  other  financial  institutions  with  re¬ 
spect  to  surplus  funds  existing  at  the  time  of  the  merger,  in  the  event  of  liquida¬ 
tion  or  dissolution  of  the  banks  while  in  a  solvent  condition.  In  addition  to 
discrimination  on  this  point,  there  has  arisen  concern  relative  to  the  voting 
rights  and  privileges  of  the  other  financial  institutions  as  compared  with  Pro¬ 
duction  Credit  Associations.  To  correct  this,  the  executive  committee  of  the 
American  Farm  Bureau  Federation  on  April  16,  1956  adopted  the  following 

m  “That  we  support  the  bill  with  an  amendment  to  give  farmer-owned  and  con¬ 
trolled  financing  institutions  which  operate  on  cooperative  principles,  and 
which  have  been  using  the  facilities  of  the  Federal  Intermediate  Credit  Banks, 
an  election  to  acquire  stock  ownership,  including  voting  rights  and  privileges, 
and  the  right  to  participate  in  any  ultimate  distribution  of  the  surpluses  exist¬ 
ing  at  the  time  of  the  merger,  on  the  same  basis  as  the  Production  Credit  Asso¬ 
ciations,  this  election  to  be  exercised  within  a  reasonable  time  prior  to  the 

effective  date  of  the  proposed  merger.”  x 

The  change  on  page  14  of  the  bill  of  the  word  “three”  to  the  word  seien 
represents  a  very  important  and  constructive  change  in  short  term  credit.  I  he 
effect  of  this  provision  is  to  authorize  the  Banks  to  discount  so-called  inter¬ 
mediate  term  credit  paper  running  up  to  seven  years.  Present  law  now  provides 


for  a  3-year  term  as  maximum. 

Our  resolutions  provide :  ^  T  _  , 

“Longer  term  production  loans  are  needed  by  many  farmers.  Loans  for  Z  to 
7  years,  bridging  the  gap  between  short-term  and  long-term  credit,  may  be  de¬ 
sirable  for  the  purchase  of  machinery  and  equipment,  improvement  and  con¬ 
struction  of  farm  buildings,  and  establishment  of  some  types  of  livestock  op¬ 
erations.  Commercial  and  cooperative  lending  agencies  should  provide  inter¬ 
mediate  term  credit  for  farmers  for  these  particular  needs. 

“We  urge  lenders  to  take  steps  to  meet  this  type  of  credit  need. 

We  believe  that  with  amendments  designed  to  carry  out  our  recommenda¬ 
tions,  the  proposal  should  be  enacted  into  law. 


Mr.  Lynn.  On  page  4  of  this  statement  I  call  your  attention  to  this 
matter  that  we  think  ought  to  be  considered  in  this  legislation. 

Let  me  say  at  the  outset  that  we  are  in  support  of  this  bill  with  the 
suggested  amendment. 

If  you  will  turn  to  page  4,  sir,  beginning  at  the  third  paragraph,  1 
would  like  to  read  this : 

While  the  production  credit  associations  have  been  doing  the  major 
portion  of  business  with  the  Federal  intermediate  credit  banks  in 
recent  years,  there  have  been  so-called  other  financial  institutions 
which  have  been  using  the  loan  and  discount  facilities  of  the  Federal 


intermediate  credit  banks. 

In  the  pending  bills  it  is  proposed  that  the  production  credit  as¬ 
sociations  provide  the  initial  capital  necessary  to  begin  the  retirement 
of  the  capital  investment  of  the  Federal  Government.  They  would 
also  become,  in  the  event  of  ultimate  liquidation  or  dissolution  of  the 
banks,  the  beneficiaries  of  the  accumulated  surpluses  in  both  the  pro¬ 
duction  credit  corporations  and  the  Federal  intermediate  credit 
banks.  We  recognize  that  the  bill  provides  these  surpluses  existing 
at  the  time  of  the  merger  are  prohibited  from  being  distributed  as 
patronage  dividends.  There  remains,  however,  discrimination  as  be- 
tween  the  production  credit  associations  and  the  “other  financial  in¬ 
stitutions”  with  respect  to  surplus  funds  existing  at  the  time  of  the 
merger,  in  the  event  of  liquidation  or  dissolution  of  the  banks  while  m 
a  solvent  condition.  In  addition  to  discrimination  on  this  point,  there 
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has  arisen  concern  relative  to  the  voting  rights  and  privileges  of  the 
“other  financial  institutions”  as  compared  with  production  credit 
associations.  To  correct  this,  the  executive  committee  of  the  Ameri¬ 
can  Farm  Bureau  Federation  on  April  16, 1956,  adopted  the  following 
motion : 

That  we  support  the  bill  with  an  amendment  to  give  farmer-owned  and  con¬ 
trolled  financing  institutions  which  operate  on  cooperative  principles,  and  which 
have  been  using  the  facilities  of  the  Federal  intermediate  credit  banks,  an  elec¬ 
tion  to  acquire  stock  ownership,  including  voting  rights  and  privileges,  and  the 
light  to  participate  in  any  ultimate  distribution  of  the  surpluses  existing  at  the 
time  of  the  merger,  on  the  same  basis  as  the  production  credit  associations,  this 
election  to  be  exercised  within  a  reasonable  time  prior  to  the  effective  date  of  the 
proposed  merger. 

I  might  just  add,  Mr.  Chairman,  we  recognize  that  parts  of  this  rec¬ 
ommendation  might  be  included  as  part  of  the  legislation.  However, 
you  will  recognize  that  part  of  this  is  administrative  determination, 
particularly  the  part  having  to  do  with  farmer  owned  and  controlled 
financing  institutions,  which  operate  on  cooperative  principle. 

We  would  suggest,  sir— we  do  not  have  a  specific  place  in  the  bill 
for  this,  it  might  be  inserted  in  an  apropriate  place  on  page  7  of  this 
hill  but  we  do  believe  that  there  is  a  problem  here,  and  we  believe 
without  hurting  the  bill  in  any  way  this  will  give  some  protection  to 
the  other  financial  institutions  who  have  a  great  interest  in  this 
legislation. 

Mr.  Poage.  Mr.  Lynn,  this  would  create  a  third  class,  wouldn’t  it? 

Mr.  Hall.  No,  this  wouldn’t  create  any  additional  class  of  bor¬ 
rowers,  that  is  not  a  third  class. 

Mr.  Poage.  It  would  not? 

Mr.  Hall.  No,  they  are  not  borrowers,  these  people  are  going  to  be 
owners. 

Mr.  Poage.  These  people  are  borrowing  from  the  intermediate  credit 
bank,  aren’t  they  ? 

Mr.  Hall.  Perhaps  I  misunderstand  you.  The  other  financial  in¬ 
stitutions  including  banks  discount  paper  with  the  intermediate  credit 
bank  as  do  the  production  credit  associations. 

Mr.  Poage.  We  now  have  two,  the  production  credit  associations 
which  are  strictly  regulated,  and  as  the  Governor  pointed  out,  they 
are  prevented  from  dealing  in  any  other  source  of  credit  in  order  to 
make  it  more  easy  to  handle  their  line  of  credit  with  the  intermediate 
credit  banks.  And  they  must  subject  themselves  to  substantial  re¬ 
strictions  upon  their  freedom  of  action  in  order  to  get  the  benefits 
that  they  get  by  reason  of  having  this  additional  source  of  discount. 
On  the  other  hand,  we  have  the  other  credit  institutions  on  which 
restrictions  are  not  imposed,  they  can  deal  with  a  bank,  with  an  in¬ 
surance  company  or  anybody  else  who  wants  to  put  up  money,  but 
they  do  not  enjoy  all  the  privileges  of  a  production  credit  association. 
The  usual  thing  that  goes  all  through  life,  that  if  you  accept  certain 
benefits  you  must  accept  burdens  that  go  with  it. 

And  as  the  bill  is  now  drawn,  you  can  only  make  one  or  two  choices, 
you  either  get  all  the  benefits  and  accept  all  the  obligations  of  a  produc¬ 
tion  credit  association,  or  you  accept  only  the  rather  limited  benefits 
that  are  given  to  the  other  credit  institutions. 

The  way  the  bill  is  now  drawn,  there  are  just  two  classes  of  bor¬ 
rowers  who  rediscount  their  paper,  isn’t  there  ? 
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Mr.  Hall.  In  that  sense,  yes.  However,  this  isn’t  a  question  of  who 
can  discount  and  who  cannot  discount;  this  goes  to  the  question  of 
the  capital  that  is  going  to  be  put  in  to  retire  Government  capital. 

Mr.  Poage.  I  know;  the  production  credit  associations  under  the 
present  bill  must  put  capital  in  there. 

Mr.  Hall.  Yes. 

Mr.  Poage.  Whereas  the  other  financial  institutions  do  not  have  to 
put  any  capital  in. 

Mr.  Hall.  In  fact,  they  are  prohibited  from  it.  And  m  essence, 
this  amendment  is  to  give  them  an  election  to  do  so  if  they  wish. 

Mr.  Poage.  And  this  creates  a  third  group,  does  it.  not,  this  con¬ 
fers  upon  a  third  group,  not  all  of  the  other  credit  institutions  by  any 
means,  but  if  they  happen  to  be  cooperative  in  their  nature,  then 
they  can  accept  a  position  in  which  they  gain  a  great  many  of  the 
benefits— in  fact,  as  I  see  it,  they  gain  practically  all  of  the  benefits 
that  a  production  credit  association  has.  I  don’t  really  see  any  mate¬ 
rial  advantage  that  a  production  credit  association  would  have  here 
that  these  people  would  have,  do  you  ? 

Mr.  Hall.  No,  there  isn’t  any  that  the  production  credit  associa¬ 
tion  would  have.  But  on  the  other  hand,  this  class  of  borrowers,  that 
is,  other  financial  institutions,  would  still  be  in  a  position  to  go  outside 
and  discount  paper  if  they  wished. 

Mr.  Poage.  That  is  right.  In  other  words,  they  get  all  of  the  ad¬ 
vantages  of  a  production  credit  association,  they  they  do  not  assume 

all  of  the  burdens.  ,  ... 

Mr.  Hall.  Well,  the  only  burden  they  do  not  assume  has  to  do  with 
the  question  of  supervision,  if  indeed  that  is  a  burden  at  all. 

Mr.  Poage.  That  is  not  the  only  one.  I  think  that  is  certainly  one. 
But  they  can  also  borrow  from  the  New  5  ork  Life  Insurance  Com¬ 
pany  if  the  New  York  Life  will  lend  to  them,  can  they  not. 

Mr  Hall  You  are  speaking  of  other  financial  institutions  5 
Mr'  Poage.  I  am  talking  about  this  new  class.  They  can  discount 
their  paper  with  a  commercial  bank  if  the  bank  will  do  it . 

Mr.  Hall.  Certainly.  .  v  .,  ,.  f 

Mr.  Poage.  Consequently,  they  are  not  subject  to  the  limitation  ot 
action  that  there  is  imposed  upon  the  production  credit  association. 
I  think  the  Governor  very  clearly  explained  this  afternoon  why  we 
imposed  that  limitation  on  the  production  credit  associations.  1  hen 
it  comes  to  this  question  in  my  mind,  if  we  are  going  to  remove  the 
limitations  from  this  particular  class  of  borrowers  that  you  set  up, 
why  shouldn’t  we  do  it  from  the  PCAC’s?  They  are  cooperative,  too. 

Mr.  Hall.  I  want  to  try  to  answer  that.  I  don  t  think  there  is  any 
limitation  that  is  being  removed  from  anybody.  I  don  t  quite  get  your 

P°Mr.  Poage.  I  believe  you  understand  what  I  am  driving  at.  And  I 
would  appreciate  an  answer  on  it,  because,  you  understand,  as  J 
pointed  out,  that  these  borrowers  today  who  refuse  to  become  PGA  s, 
who  refuse  to  qualify  as  PCA’s,  and  who  don  t  get  a  charter  as  a  PCA, 
but  who  take  a  charter  from  the  state  on  considerably  different  terms, 
at  the  present  time  they  have  a  right  to  come  m  just  the  same  ^.s  sorne 
other  lending  company,  some  private  concern,  they  have  got  a  light  to 
come  in  on  the  same  basis  as  another  financial  institution  and  borrow 
money.  But  that  is  all  they  have  the  right  to  do  at  the  present  time, 
and  it  is  all  they  have  the  right  to  do  under  this  bill  if  it  is  passed 


106 


FARM  CREDIT 


without  your  amendment.  But  with  your  amendment,  you  give  to  this 

fwTlar  gr°uP  of  other  finaneiai  institutions  all  of  the  advantages 

oStn/imf  Venff°fEC^f’  but  7°U  don,t  restrict  them  to  a11  their  credit 
operations  with  the  intermediate  credit  bank.  You  let  them  go  and 

shop  here  and  yonder  and  get  five  or  six  lines  of  credit  if  they  can  do 

;la,niEPfn  !rV1-t1atK1)!1  t0  bankruptcy,  so  my  banker  tells  me.'  I  have 
tried  that  individually,  going  around  to  two  or  three  banks,  and  I  have 
always  been  called  down  on  it. 

Now  you  are  going  to  give  these  people  advantages,  the  very  people 
whom 1  think  need  supervision  the  worst,  these  people  who  have  this 
opportunity  to  shop  here  and  yonder;  I  should  think  they  need  an 
examination  probably  more  frequently  and  more  completely  than  these 
PCA  s  that  can’t  do  those  things. 

But  you  are  not  going  to  subject  them  to  any  examination;  you  are 
not  going  to  subject  them  to  any  supervision;  you  are  going  to  give 
them  a  preferred  status.  If  we  are  going  to  confer  that  status  on  this 
particular  group,  why  don’t  we  do  it  on  PCA’s,  too  ? 

Mr.  Hall.  I  don’t  think  I  agree  with  you.  I  don’t  agree  with  you 
tha_t  there  is  any  preferred  status  imposed  upon  this  group.  And  sec¬ 
ondly,  as  the  law  now  stands,  and  as  the  practice  has  been,  as  I  under¬ 
stand  it  and  as  I  have  heard  it  described  here  today,  the  other  financial 
institutions,  enj oy ,  except  with  respect  to  having  their  affairs  audited 
and  supervised,  the  privileges  of  discount  the  same  as  PCA’s  today, 
and  that  1S  to  be  continued  and  further  cemented  into  the  structure. 

Mr.  1  oage.  I  hat  is  right.  But  why  do  you  want  to  except  these 
people  from  any  examination  ? 

Now,  why  do  you  want  to  pick  out  a  certain  group  and  confer  upon 
them?  the  P1’1V1  egeS  °f  a  PCA’  but  denJ  Pacing  the  obligations  on 

Mr*  |?ALL"  I  am  afraid  I  can’t  agree  with  you  on  your  premise  here. 
Mr.  Poage.  I  didn’t  ask  you  to  agree  with  me  at  all. 

^1'®ALL'  Let’s  go  back,  then,  to  the  basis  of  this  motion  that  was 
agreed  to. 

Mr.  Poage.  I  didn’t  agree  to  that  motion. 

kn°T  y°u  di.dn,t-  Tt  was  agreed  to  by  our  executive 
committee  I  want  to  explain  it.  The  question  arises  out  of  the  pro¬ 
vision  of  the  bill  under  which  in  the  event  of  the  dissolution  of  an 
CTedm  bank’  after  the  retirement  of  Government  capital, 
it  .might  be  possible— -now.  this  is  a  highly  remote  contingency — but  it 
might  be  possible  to  imagine  such  a  situation  where  the  PCA’s  with- 

tteSoTtSsdmeerlerWO  d  aCCrCti°n  °f  this  ““P1™  »P  ‘° 

iby  S°me1  folks  that  Part  of  the  earnings,  part  of 
tribnt'  l imUfL  tennw>rpJUS’  1S  CLUe  the  business  that  has  been  con- 
frl  6  °r  S  Unmg  tbnllfe  °-ttbe  intermediate  credit  banks, 

from  1923  on.  Governor  Tootell  testified,  and  we  have  had  this  fm- 

1-.  0lft  !limd  for  ®ome  time  now,  that  on  a  rough  estimate  it  looks 

r  i  l  nS  ^m?Unt1 10  as  mnch  as  20  percent  of  the  accumulated 
surplus  of  the  Federal  Intermediate  Credit  Bank. 

.Now,  then,  some  folks  say  that  it  would  alleviate  this  apparent  dis¬ 
ci  lmmation  if  these  people,  who  are  not  PCA’s,  these  so-called  other 
mancial  institutions,  but  which  are  cooperative  associations  as  de¬ 
fined  here,  were  given  the  opportunity  to  make  an  election,  that  that 


FARM  CREDIT 


107 


would  eliminate  the  discrimination,  that  it  would  disappear,  that  we 
could  all  move  forward  in  unanimity  in  support  of  this  bill.  And  it 
seems  like  such  a  simple  thing,  a  simple  gesture,  and  it  was  agreed  to, 
and  it  seems  so  abundantly  desirable  in  the  light  of  the  criticism  that 
has  been  focused  on  this  point  that  I  don’t  see  how  you  can  work  up 

any  question  in  the  area  you  are  developing.  , 

Mr.  Johnson.  Would  you  agree  to  this  point,  thought,  that  in  order 
to  make  that  selection,  that  they  agree  to  do  all  their  rediscounting 
with  the  Intermediate  Credit  Bank? 

Mr.  Hall.  I  don’t  think  we  would  agree  to  this  at  all. 

Mr.  Johnson.  If  you  want  to  put  them  in  the  same  position  why 

don’t  you  make  them  take  the  same  terms? 

Mr.  Hall.  In  effect,  this  sort  of  restriction  would  put  them  into 
liquidation.  It  would  bo  putting  them  out  of  business.  Tlieie  would 
be  no  reason  to  have  a  State  chartered  cooperative  association  to  do 
this  kind  of  business.  They  would  all  fold  up  and  go  join  up  with  the 
i  PCA’s.  Surely  we  don’t  want  to  promote  a  program  in  which  we  are 
o-oing  to  limit  such  businesses  in  this  way.  That  isn’t  desirable. 
b  Mr.  Poage.  I  take  it  that  the  reason  you  propose  to  give  these  people 
preferred  status  is  because  they  are  cooperatives  5  is  that  right  ? 

Mr.  Hall.  Because  they  are  cooperatives,  and  they  fit  the  pattern 
of  PCA’s.  They  have  done  business  of  the  same  kind. 

Mr.  Poage.  If  they  want  to  fit  the  pattern,  let  them  get  in  the  pat¬ 
tern,  the  law  is  clear  how  they  can  fit  the  pattern ;  the  PCA’s  are  coop¬ 
erative,  aren’t  they  ? 

Mr.  Hall.  Sure. 

Mr.  Poage.  Then  why  would  you  say  that  one  group  o±  coopera¬ 
tives  should  enjoy  free  wheeling  and  that  the  other  group  of  coopera¬ 
tives  should  be  subject  to  inspection,  examination  requirements  as  to 
where  they  get  their  credit — why  should  you  make  that  distinction 
and  give  in  fact  advantage  to  the  people  who  did  not  build  this  thing? 
Mr.  Hall.  They  are  part  of  the  group. 

Mr.  Poage.  Aren’t  they  the  overwhelming  part  of  it? 

Mr.  Hall.  They  have  done  the  greatest  percentage  of  business,  if 
that  is  what  “overwhelming”  means,  but  they  are  part  of  it. 

Mr.  Poage.  Then  you  would  relegate  those  people  that  have  built 
r  up  most  of  this  surplus  to  an  unfavorable  position  and  take  another 
group  and  give  them  a  more  favorable  position  ? 

^  Mr.  Hall.  I  can’t  see  that  it  is  more  favorable  at  all. 

Mr.  Poage.  If  it  isn’t,  why  don’t  you  accept  what  Mr.  J ohnson  says ; 
why  don’t  you  accept  the  same  obligations  that  the  PC  A  s  accept? 

Mr.  Hall.  The  obligation  of  supervision,  I  daresay - 

Mr.  Poage.  I  didn’t  ask  you  about  supervision. 

Mr.  Hall.  That  is  the  usual  thing. 

Mr.  Johnson.  I  asked  you  about  rediscount,  if  they  wanted  to  come 
in,  make  them  rediscount  the  same  as  the  PCA’s. . 

Mr.  Hall.  Make  them  rediscount  on  an  exclusive  basis  ? 

Mr.  Poage.  That  is  right,  1  ^  .  ,  T 

Mr.  Hall.  Well,  as  I  say,  I  think  the  answer  to  that  is  this,  and  1 
will  say  it  again,  if  you  make  them  rediscount  here  exclusively,  then 
they  haven’t  any  basis  for  being  in  existence  except  as  a  PCA,  and  the 
only  alternative  for  them  is  to  go  and  liquidate  themselves. 
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Mr.  Poage.  That  is  what  we  have  been  saying,  if  they  are  to  be 
PCA’s,  let  them  be  PCA’s.  y 

Mr.  Hall.  Well,  now,  these  institutions  were  in  the  business  long 
before  the  PCA’s  came  into  being  under  the  Federal  laws. 

Mr.  Poage.  And  nobody  is  suggesting  that  they  shouldn’t  have 
the  right  to  discount  their  paper. 

Mr.  Hall.  That  is  right. 

Mr.  Poage.  All  right,  they  didn’t  have  that  right  before  the  law 
came  along,  We  say,  if  you  want  to  rediscount  your  paper  here  you  can 
come  m  and  do  it  just  like  the  National  Production  Corporation  of 
Fort  Worth,  Tex.,  if  you  don’t  want  to  do  it  you  don’t  have  to  do  it. 
It  you  don’t  want  to  do  it,  go  borrow  your  money  somewhere  else,  but 
if  you  want  to  comply  with  our  regulations  and  be  a  part  of  us,  comply 
with  them,  and  get  in  with  the  rest  of  them.  How  many  of  these  people 
do  you  want  to  set  up  in  this  specially  favored  group  ? 

.  1  understand  from  the  testimony  this  morning  that  there  are  some 
ninety-odd  corporations  rediscounting  with  the  Federal  intermediate- 
credit  banks  which  are  not  PCA’s. 

Mr.  Hall.  That  is  right. 

Mr.  Poage.  How  many  of  them  are  to  be  put  in  this  favored  group  ? 

T  Of  that  group,  how  many  of  them  are  cooperatives? 

1  think  it  is  around  25. 

Mr.  Tootell.  I  think  that  is  about  right. 

Mr.  Hall.  Around  25  of  them. 

.  Mr.  Poage.  Will  you  insert  the  list  of  them  by  name  and  location 
m  the  record  ? 

Mr.  Hall.  I  would  have  to  get  it. 

Mr.  Poage.  I  am  not  asking  you  to  do  it  at  the  moment. 

Mr.  Hall.  I  am  told  that  it  can  be  done. 

(The  data  requested  above  is  as  follows :) 

Otheb  Financing  Institutions  Discounting  With  FICB’s 

FICB  OF  SPRINGFIELD 

(а)  OFI’s  affiliated  with  cooperatives : 

1.  Central  Jersey  Farmers  Cooperative  Credit  Association,  Inc.,  Hights- 

town,  N.  J.  >  >  & 

2.  Cranberry  Credit  Corp.,  Hanson,  Mass. 

3.  Federation  Agricultural  Credit  Corp.,  Caribou.  Maine. 

4.  Hi-Test  Farm  Credit  Corp.,  422  Maine  Street,  Presque  Isla,  Maine 

5.  M.  P.  G.  Credit  Corp.,  Presque  Isle,  Maine. 

(б)  Banks:  None. 

(c)  OFI’s  affiliated  with  banks : 

1.  Aroostock  Trust  Credit  Corp.,  Caribou,  Maine. 

2.  Ashland  Agricultural  Credit  Corp.,  Ashland,  Maine. 

3.  First  Agricultural  Credit  Corp.  and  Fort  Agricultural  Credit  Corp 
Box  611,  Fort  Fairfield,  Maine. 

4.  Growers  Agricultural  Credit  Corp.  and  Northern  Agricultural  Credit 
Corp.,  Presque  Isle,  Maine. 

5.  Washburn  Agricultural  Credit  Corp.,  Washburn,  Maine. 

( d)  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Farmers  Agricultural  Credit  Corp.,  429  Main  Street,  Presque  Isle 
Maine. 

FICB  OF  BALTIMORE 

(a)  OFI’s  affiliated  with  cooperatives : 

1.  Coopertiva  Refaccionaria  Lafayette,  Arroyo,  P.  R. 

2.  Cooperativa  Refaccionaria  Los  Canos,  Arecibo,  P.  R. 

3.  Puerto  Rico  Agricultural  Loans,  Inc.,  Ponce,  P.  R. 
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(b)  Banks: 

1.  Banco  Credito  y  Ahorro  Ponceno,  Ponce,  P.  R. 

2.  Banco  de  Ponce,  Ponce,  P.  R. 

(c)  OFI’s  affiliated  with  banks :  None. 

( d )  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Cooperativa  Refaccionaria  de  Colonos  de  las  Centrales  Soller  y  Riollano, 
Arecibo.  P.  R. 

FICB  OF  COLUMBIA 

(а)  OFI’s  affiliated  with  cooperatives: 

1.  Hastings  Agricultural  Credit  Corp.,  Hastings,  Fla. 

(б)  Banks: 

None. 

( c)  OFI’s  affiliated  with  banks : 

None. 

( d )  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Four  County  Agricultural  Credit  Corp.,  Dunn,  N.  C. 

2.  Loris  Agricultural  Credit  Corp.,  Loris,  S.  C. 

3.  Farmers  Credit  Company,  Atlanta,  Ga. 

FICB  OF  LOUISVILLE 

(а)  OFI’s  affiliated  with  cooperatives: 

1.  Farm  Bureau  Agricultural  Credit  Corp.,  Columbus,  Ohio 

2.  Producers  Live  Stock  Credit  Association,  Columbus,  Ohio. 

(б)  Banks: 

None. 

(c)  OFI’s  affiliated  with  banks : 

Noen. 

(d)  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Tucker  Agricultural  Credit  Corp.,  Ripley,  Tenn. 

2.  Southern  Agricultural  Credit  Corp.,  Memphis,  Tenn. 

3.  Tri-State  Agricultural  Credit  Corp.,  Memphis,  Tenn. 

4.  Memphis  Cotton  Discount  Corp.,  Memphis,  Tenn. 

FICB  OF  NEW  ORLEANS 

(a)  OFI’s  affiliated  with  cooperatives : 

1.  Staple  Cotton  Discount  Corp.,  Greenwood,  Miss. 

(b)  Banks: 

None. 

(c)  OFI’s  affiliated  with  banks : 

None. 

( d )  OFI’s  owned  by  private  interests  other  than  banks : 

1.  State  Agricultural  Credit  Corp.,  Inc.,  837  Whitney  Bldg.,  New  Orleans,  La. 

2.  Planters  Cotton  &  Cattle  Credit  Corp.,  Prairie,  Ala. 

FICB  OF  ST.  LOUIS 

( a! )  OFI’s  affiliated  with  cooperatives : 

1.  Arkansas  Farm  Bureau  Finance,  Inc.,  Box  67,  University  Station,  Fayette¬ 
ville,  Ark. 

2.  Farmers  Finance,  Inc.,  Box  238,  Bentonville,  Ark. 

3  Farmers  Union  Credit  Association,  South  St.  Joseph,  Mo. 

4.  Producers  Live  Stock  Credit  Corp.,  139  North  Clark  St.,  Chicago,  Ill. 

(b)  Banks: 

None. 

(c)  OFI’s  affiliated  with  banks : 

1.  Atchison  County  Agricultural  Credit  Corp.,  Rock  Port,  Mo. 

(d)  OFI’s  owned  by  private  interests  other  than  banks : 

1  D  and  D  Live  Stock  Loan  Co.,  National  Stock  Yards,  Ill. 

2.  Livestock  Mortgage  Credit  Corp.,  608  South  Dearborn  St.,  Chicago,  Ill. 

FICB  OF  ST.  PAUL 

(a)  OFI’s  affiliated  with  cooperative : 

1.  Midland  Credit  Corp.,  Minneapolis,  Minn. 

(b)  Banks:  None. 
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(c)  OFI’s  affiliated  with  banks : 

1.  Farm  Credit  Co.,  Cooperstown,  N.  Dak. 

2.  Swift  County  Agricultural  Credit  Association,  Benson,  Minn 

3.  Cambridge  Credit  Co.,  Cambridge,  Minn. 

4.  Kanabec  Credit  Co.,  Mora,  Minn. 

5.  Peoples  Credit  Co.,  Plainview,  Minn. 

6.  Tri-County  Credit  Co.,  Stewart,  Minn. 

7.  Windom  State  Credit  Co.,  Windom,  Minn. 

( d )  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Livestock  Credit  Co.,  Jamestown,  N.  Dak. 

2.  Agricultural  Credit  Co.,  Cambridge,  Minn. 

3.  Farmers  Credit  Co.,  Claremont,  Minn. 

4.  Northern  Credit  Co.,  Detroit  Lakes,  Minn. 

5.  Milaca  Farm  Credit  Co.,  Milaca,  Minn. 

6.  Farmers  Agricultural  Credit  Association,  Montevideo,  Minn 

7.  Miller-Harrington  Agency,  Inc.,  Plainview,  Minn. 

8.  Dairy  Valley  Credit  Co.,  Ashland,  Wis. 

9.  Colfax  Dairy  Credit  Co.,  Colfax,  Wis. 

10.  Central  Wisconsin  Cattle  Credit  Co.,  Fond  du  Lac,  Wis 

11.  Badger  State  Credit  Co.,  Greenwood,  Wis. 

12.  Southern  Wisconsin  Cattle  Credit  Co.,  Madison,  Wis 

13.  Agricultural  Loans  Inc.,  Wausau,  Wis. 

FICB  OF  OMAHA 

(a)  OFI’s  affiliated  with  cooperatives : 

1.  Farmers  Union  Live  Stock  Cooperative  Credit  Co.,  Omaha  Nebr 

2.  Producers  Livestock  Credit  Corp.,  Denver,  Colo 

(b)  Banks:  None. 

( c )  OFI’s  affiliated  with  banks : 

1.  Farmers  Credit  Corp.,  Indianola,  Iowa 

2.  Greene  County  Agricultural  Credit  Co.,  Jefferson,  Iowa 
,3-  Tri-County  Agricultural  Credit  Corp.,  Zearing,  Iowa 

( « )  OFI’s  owned  by  private  interests  other  than  banks  : 

1.  Omaha  Feeder  Credit  Corp.,  Omaha,  Nebr 

2.  Rosebud  Cattle  Loan  Co.,  Winner,  S.  Dak 


FICB  OF  WICHITA 

(a)  OFI’s  affiliated  with  cooperatives : 

1-  Nahomaalc^y  e0kfaCk  C°rp'’  125  Livestock  Exchange  Bldg.,  Okla- 

(b)  Banks:  None. 

N  Mex°FI'S  affiliated  with  banks :  Commerce  Agricultural  Loan  Co.,  Clayton, 

(d)  OFI’s  owned  by  private  interests  other  than  banks :  None. 


FICB  OF  HOUSTON 

(a)  OFI’s  affiliated  with  cooperatives: 

N  1WorSC"TeS”rPOrati0n  *  ™as-  119  East  EMh“e« 

(b)  Banks:  None. 

(c)  OFI’s  affiliated  with  banks :  None. 

(d)  OFI’s  owned  by  private  interests  other  than  banks  • 

L  A  worth  2  TexiVeSt°Ck  FinanCe  Corp-’ 1102  Burk  Burnett  Building,  Fort 

o'  no^H-erival  iFftAtrlev.Laa!3,  C°'’  306  Travis  Building,  San  Antonio  5,  Tex. 

3.  Del  Rio  Wool  &  Mohair  Co.,  Del  Rio,  Tex 

4.  Producers  Wool  &  Mohair  Co.,  Del  Rio  Tex 

5.  Wool  Growers  Central  Storage  Co.,  San  Angelo,  Tex. 

6.  Houston  Agricultural  Credit  Corp.,  903  Milam  Building,  Houston  Tex 

7.  San  Antonio  Agricultural  Credit  Corp.,  National  Bank  of  Commerce 

Building,  San  Antonio  5,  Tex. 

8.  Producers  Loan  Co.,  Childress,  Tex. 
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FICB  OF  BERKELEY 

(а)  OFI’s  affiliated  with  cooperatives: 

1.  Hayward  Poultry  Producers  Federal  Credit  Union,  Post  Office  Box  89, 

Hayward,  Calif. 

2.  Poultry  Producers  Federal  Credit  Union,  840  Battery  Street,  San  Fran¬ 

cisco  11,  Calif. 

3.  Producers  Livestock  Loan  Co.,  1st  Security  Bank  Building,  Salt  Lake 

City  1,  Utah. 

4.  Tri-  State  Livestock  Credit  Corp.,  785  Market  Street,  San  Francisco  3, 

Calif. 

(б)  Banks:  None. 

(c)  OFI’s  affiliated  with  banks :  None. 

( d)  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Arizona  Stockmen’s  Loan  Co.,  102  Mayer-Heard  Building,  Phoenix,  Ariz. 

2.  J.  G.  Boswell  Farm  Loan  Co.,  510  South  Spring  Street,  Los  Angeles, 

Calif. 

3.  California  Cattle  Security  Co.,  Ltd.,  135  North  Glendale  Avenue,  Glen¬ 

dale  6,  Calif. 

4.  California  Cotton  Credit  Co.,  2301  East  52d  Street,  Los  Angeles,  Calif. 

5.  Casa  Grande  Cotton  Finance  Co.,  Post  Office  Box  995,  Casa  Grande,  Ariz. 

6.  Dairymen’s  Security  Co.,  Post  Office  Box  667,  Bellflower,  Calif. 

7.  Producers  Cotton  Credit  Co.,  Post  Office  Box  1984,  Phoenix,  Ariz. 

FICB  OF  SPOKANE 

(а)  OFI’s  affiliated  with  cooperatives : 

1.  Apple  Growers  Agricultural  Credit  Corp.,  Hood  River,  Oreg. 

2.  Hortunion  Credit  Corp.,  Yakima,  Wash. 

(б)  Banks:  None. 

(c)  OFI’s  affiliated  with  banks : 

1.  Northern  Livestock  Loan  Co.,  Havre,  Mont. 

(d)  OFI’s  owned  by  private  interests  other  than  banks : 

1.  Wool  Growers  Service  Corp.,  Yakima,  Wash. 

Mr.  Lynn.  Mr.  Poage,  we  have  had  considerable  complaint  about 
this  bill  with  regard  to  this  particular  point.  We  know  it  is  hard  to 
foresee  in  the  future  where  it  might  be  applicable,  but  we  are  not  for 
any  discrimination  against  these  24  or  more  cooperative  associations 
who  are  serving  farmers. 

Mr.  Poage.  Oh,  no;  I  don’t  want  to  discriminate  against  them 
either.  But  I  don’t  know  why  we  should  discriminate  for  them.  We 
are  just  asking  you  not  to  discriminate,  period. 

Mr.  Lynn.  Well,  we  present  this  as  a  proposed  amendment  to  the 
bill,  we  hope  that  after  thorough  study — and  we  would  he  happy  to 
submit  additional  evidence  that  we  can  get  together^  for  your  con¬ 
sideration  in  this,  because  we  do  believe  that  it  is  a  problem  out  in  the 
country,  and  we  thought  it  was  only  right  that  we  bring  .this  before 
you.  We  called  a  special  meeting  of  our  executive  committee  to  con¬ 
sider  these  proposals  that  have  been  made  from  the  several  States  and 
other  financial  institutions.  .  . 

Mr.  Poage.  Mr.  Lynn,  we  of  course  appreciate  your  offering  those 
suggestions.  I  certainly  don’t  want  to  be  in  a  position  of  condemning 
you  for  offering  them,  for  I  think  it  is  a  problem,  and  it  should  be 
discussed,  and  I  think  you  are  exactly  right  in  bringing  them  before 
us.  But  we  do  want  to  go  into  this,  we  don’t  want  to  shut  it  off  now 
and  go  into  it  at  some  other  time,  because  we  want  to  make  a  decision. 
We  want  to  know  why  you  think  we  should  set  up  a  new  and  separate 
group.  There  are  only  two  groups  that  can  borrow  from  the  inter¬ 
mediate  credit  bank. 

Mr.  Lynn.  Yes. 
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Mr.  Poage.  That  would  be  true  if  we  adopt  this  amendment. 

Mr.  Lynn.  I  started  out,  Mr.  Poage,  by  saying  that  I  am  not  an 
expert  in  this  field,  and  I  don’t  claim  to  be  able  to  answer  your  ques¬ 
tions.  And  I  can’t  make  it  any  clearer  than  that,  and  that  is  the  rea¬ 
son  I  brought  Mr.  Hall.  If  this  was  the  farm  program  I  could  do  it 
pretty  well,  I  think,  but  my  only  experience  with  credit  is  in  the  bor¬ 
rowing  end  of  the  thing. 

Mr.  Poage.  Are  there  any  further  questions  ? 

Mr.  Dixon.  I  would  like  to  say,  Mr.  Chairman,  that  that  is  the 
part  of  the  bill  that  worries  me.  And  we  have  some  well  established 
OFI’s  that  have  the  answer,  and  I  hope  we  can  get  some  solution. 

Mr.  Johnson.  That  is  the  reason  I  was  making  the  suggestion  that 
they  agree  to  do  some  rediscounting  and  take  some  of  these  restrictions 
in  order  to  come  in. 

Mr.  Lynn.  That  might  be  a  solution  of  the  thing.  We  don’t  know. 

Mr.  Poage.  We  are  just  suggesting,  Mr.  Lynn,  that  we  ought  not 
to  have  discrimination.  We  are  not  saying  you  oughtn’t  to  have  dis¬ 
crimination— of  course,  we  oughtn’t  to  have  discrimination  against 
these  people,  we  fully  agree  with  that,  but  you  oughtn’t  to  have 
discrimination. 

Mr.  Lynn.  That  is  all  we  are  asking. 

Mr.  Poage.  If  there  are  no  further  questions,  we  thank  you  very 
much. 

Now,  we  have  one  more  name  on  the  list,  Mr.  John  J.  Niggle,  of  the 
National  Council  of  Farm  Cooperatives. 

Mr.  Niggle,  I  am  just  wondering  if  you  are  for  or  against  the  bill, 
and  how  long  you  wanted  to  talk. 

Mr.  Niggle.  Wehave  a  statement,  I  imagine  it  would  take  10  or 
15  minutes. 

Mr.  Poage.  And  it  will  probably  evoke  some  questions,  won’t  it? 

Mr.  Niggle.  It  probably  will. 

Mr.  Poage.  Then  suppose  we  put  it  off  until  tomorrow  morning. 
We  don’t  want  to  cut  you  off,  please  understand.  We  will  hear  you, 
and  tomorrow  morning  we  will  hear  the  opponents  of  the  bill. 

The  committee  will  now  stand  in  recess  until  10  o’clock  tomorrow 
morning. 

(A\  hereupon,  at  5 :  20  p.  m.,  the  committee  adjourned,  to  reconvene- 
at  10  a.  m.,  April  20, 1956.) 
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FRIDAY,  APRIL  20,  1956 

House  of  Representatives, 

Conservation  and  Credit  Subcommittee  of  the 

Committee  on  Agriculture, 

Washington,  D.  C. 

The  subcommittee  met,  pursuant  to  adjournment,  at  10  a.  m.  in  the 
committee  room  of  the  Committee  on  Agriculture,  room  1310,  House 
Office  Building,  Hon.  W.  R.  Poage  (subcommittee  chairman) 
presiding. 

Mr.  Poage.  The  committee  will  come  to  order. 

We  had  thought  we  would  dispose  of  all  witnesses  who  were  here  m 
favor  of  the  legislation  last  night.  However,  there  were  1  or  2  who 
were  absent  at  the  time  we  called  them  and  who  are  back  this  morning. 

I  have  listed  here  as  holdovers  from  yesterday  Mr.  Mitchell  Kane 
and  Mr.  H.  C.  Blalock.  Is  Mr.  Kane  here  ?  _  A  ,n 

(Someone  in  audience  replied:  “No,  sir,  Mr.  Kane  did  not  come.  ) 
Mr.  Poage.  He  will  not  be  here,  then  ? 

(Same  person  in  audience  replied,  “No,  sir.”) 

Mr.  Poage.  Is  Mr.  H.  C.  Blalock  here  ? 

Mr.  Blalock.  Yes,  sir. 

Mr.  Poage.  Mr.  Blalock,  let  me  ask  you,  how  long  a  statement  do 
you  have  ? 

Mr.  Blalock.  Just  about  3  or  4  minutes. 

Mr.  Poage.  Mr.  John  Riggle,  we  called  you  yesterday,  but  I  would 
like  to  be  clear,  which  side  are  you  on,  Mr.  Riggle  ?  I  never  was  sure. 
Mr.  Riggle.  I  am  in  between,  I  guess. 

Mr.  Poage.  In  between  ? 

Mr.  Riggle.  Yes,  sir. 

Mr.  Poage.  How  long  is  your  statement? 

Mr.  Riggle.  About  10  or  12  minutes.  . 

Mr.  Poage.  Now  is  there  anyone  else  here  who  is  m  favor  of  the  bill  ( 
Mr.  Halverson.  Mr.  Chairman,  I  had  a  conflict  yesterday. 

Mr.  Poage.  What  is  your  name  ? 

Mr.  Halverson.  Lloyd  Halverson,  National  Grange. 

Mr.  Poage.  How  long  a  statement  do  you  want  to  make  ? 

Mr.  Halverson.  About  12  minutes. 

Mr.  Poage.  We  will  have  to  put  that  off  until  this  afternoon. 

Is  there  anyone  else  who  wants  to  speak  in  favor  of  the  bill  ? 

Mr.  Hambright.  W.  A.  Hambright,  South  Carolina. 

Mr.  Poage.  How  long  do  you  want  to  talk  ? 

Mr.  Hambright.  Three  or  four  minutes. 

Mr.  Poage.  You  are  listed  as  an  opponent. 

Mr.  Hambright.  That  is  a  mistake,  sir. 

Mr.  Poage.  All  right,  I  am  glad. 
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I  believe  Mr.  Hauenstein  has  a  telegram  he  wants  read  into  the 
record. 

Mr.  Hauenstein.  Yes,  sir. 

Mr.  Poage.  It  looks  like  we  have  three  short  witnesses  in  favor  of 
the  bill  and  I  wonder  if  it  might  not  be  well  to  dispose  of  them,  then 
I  think  we  would  be  in  a  better  position  to  proceed  with  the  opposition, 
feuppose  you  read  your  telegram  the  first  thing,  Mr.  Hauenstein. 

STATEMENT  OFB.  I.  HAUENSTEIN,  FREEPORT,  ILL.,  REPRESENTING 
ILLINOIS  PRODUCTION  CREDIT  ASSOCIATIONS 


Mr.  Hauenstein.  My  name  is  B.  L.  Hauenstein,  of  Freeport,  Ill. 
4 he  telegram  received  from  the  Illinois  Production  Credit  Associa¬ 
tions  is  as  follows : 

(The  telegram  read  by  Mr.  Hauenstein  is  as  follows :) 


B.  L.  Hauenstein, 

Care  Continental  Hotel, 

Washington,  D.  C. 


St.  Louis,  Mo.,  April  20, 1956. 


Retel  following  is  a  resolution  adopted  by  conference  of  directors  of  Illinois 
Production  Credit  Associations  at  Springfield,  Ill.,  on  April  12,  1956,  no  dis¬ 
senting  votes.  “Resolved,  That  this  conference  does  hereby  approve,  endorse  and 
support  H.  R.  10285  and  S.  3549,  now  pending  in  the  Congress  of  the  United  States 
and  dealing  with  the  proposed  merger  or  consolidation  of  the  Production  Credit 
Corporation  and  Federal  intermediate  credit  banks :  That  the  representative  of 
this  district  on  PCA  National  Advisory  Committee  be  authorized  and  requested 
on  behalf  of  this  conference  to  lend  active  support  to  such  legislation  ”  Then 
the  conference  by  majority  vote  further  resolved  to  urge  that  appropriate  action 
be  taken  in  the  committees  of  Congress  to  change  the  name  of  the  merged 
or  consolidated  institution  to  Production  Credit  Bank  of  blank,  the  name  to  in¬ 
clude  the  name  of  the  city  in  which  the  principal  office  of  the  institution  is 
located. 


Illinois  Production  Credit  Associations. 
Mr.  Poage.  Thank  you  very  much. 

We  will  now  call  on  Mr.  Blalock. 


STATEMENT  OF  H.  C.  BLALOCK,  REPRESENTING  THE  SECOND  FARM 
CREDIT  DISTRICT  ON  THE  NATIONAL  ADVISORY  COMMITTEE  OF 
PCA’s  AND  VIRGINIA  FARM  BUREAU  FEDERATION 


Mr.  Blalock.  I  am  H.  C.  Blalock.  I  am  representing  the  Second 
P  arm  Credit  District  on  the  National  Advisory  Committee  of  PCA’s 
and  I  am  president  of  the  Virginia  Farm  Bureau  Federation. 

.  We  liave  gotten  information  around  and  talked  with  the  associa¬ 
tions  or  gotten  in  contact  with  the  associations  throughout  the  Second 
Farm  Credit  District,  and  production  credit  associations  through¬ 
out  the  district  are  in  favor  of  this  legislation. 

As  far  as  our  Virginia  Farm  Bureau  Federation,  our  membership 
throughout  Virginia  are  very  much  in  favor  of  this  legislation,  and 
we  would  hope  that  you  could  see  fit  to  pass  the  Cooley  bill,  H.  E. 
10285.  So  far  as  I  know  there  has  been  no  opposition  in  any  section 
anywhere  m  the  Second  Farm  Credit  District.  I  sent  notice  of  these 
bills  to  all  the  production  credit  associations  in  the  Second  Farm 
Ci edit  District  and  asked  them  particularly  if  there  was  any  opposi¬ 
tion  or  any  points  that  they  wanted  to  disagree  with  in  the  bill  to  let 
me  know,  and  I  did  not  hear  from  a  single  one  opposing  or  raising  any 
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question  to  the  bill.  However,  although  I  did  not  ask  them  to  let  me 
know  if  they  were  in  favor,  I  had  a  number  of  replies  saying  they 
were  in  favor  and  would  help  in  any  way  they  could  to  support  the 
bill. 

Mr.  Poage.  Thank  you,  Mr.  Blalock. 

Any  questions  ? 

If  not,  we  appreciate  your  statement. 

Mr.  Blalock.  Thank  you,  sir. 

Mr.  Poage.  Now  I  want  to  call  Mr.  Hambright. 

STATEMENT  OF  W.  A.  HAMBRIGHT,  SECRETARY-TREASURER  OF 
THE  SPARTANBURG  PRODUCTION  CREDIT  ASSOCIATION 

Mr.  Hambright.  Mr.  Chairman,  my  name  is  W.  A.  Hambright. 
I  am  secretary-treasurer  of  the  Spartanburg  Production  Credit  Asso¬ 
ciation.  I  would  like  to  file  a  copy  of  my  statement  and  make  some 
remarks  about  what  I  have  to  say. 

I  might  say  that  I  am  a  farmer  and  a  member  of  a  PCA  also.  In 
the  first  place  I  should  like  to  express  our  appreciation  for  the  oppor¬ 
tunity  of  appearing  before  this  committee.  I  am  here  representing 
the  South  Carolina  federation  in  the  capacity  of  its  secretary- 
treasurer. 

We  are  here  in  behalf  of  the  21  PCA’s  in  South  Carolina  to  register 
our  support  of  H.  R.  10285. 

However,  we  are  opposed  to  the  enactment  of  certain  parts  of  S. 
3550 — and  we  presume,  as  you  stated  yesterday,  a  similar  bill  will 
be  introduced  in  the  House — because  we  believe  that  certain  proposals 
in  this  bill  are  detrimental  to  the  welfare  of  the  production  credit  sys¬ 
tem,  and  jeopardize  the  plan  of  making  the  intermediate  credit  banks 
completely  farmer  owned. 

You  will  recall  that  in  last  year’s  testimony  on  the  proposals  that 
were  brought  before  this  committee,  it  was  brought  out  that  perhaps 
the  grassroots  thinking  of  the  farmers  had  not  been  sought.  I  would 
like  to  bring  out  at  this  time  that  at  the  request  of  our  Board,  district 
meetings  were  held,  and  in  December  of  last  year,  in  Columbia,  S.  C., 
a  districtwide  meeting  was  held  for  directors  and  secretary-treasurers 
comprising  the  87  PCA’s  in  the  Third  Farm  Credit  District,  for  the 
principal  purpose  of  discussing  the  proposals  contained  in  H.  R- 
10285  and  obtaining  the  grassroots  thinking  of  our  directors. 

We  had  2-day  meeting,  during  which  time  a  thorough  explanation 
was  made  of  the  proposals.  The  meeting  then  split  up  into  State 
groups  for  further  consideration  of  the  principles  contained  in  the 
measure,  and  on  the  following  day  they  reconvened  and  voted  unan¬ 
imously  to  support  the  provisions  of  the  bill.  We  believe  that  the 
bill  represents  the  thinking  of  the  majority  of  the  directors  and  officers 
of  the  production  credit  system. 

I  would  like  to  call  your  attention  to  the  fact  that  the  first  part  of 
section  II  of  the  Farm  Credit  Act  of  1953  contains  a  very  significant 
declaration  of  policy.  I  will  read  just  two  lines : 

It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facilitate  in¬ 
creased  borrower  participation  in  the  management,  control,  and  ultimate  owner¬ 
ship  of  the  permanent  system  of  agricultural  credit  *  *  *. 

That,  in  particular,  is  what  we  are  interested  in.  We  like  this  policy 
statement  and  we  want  to  see  it  activated  and  its  objectives  accom- 
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plished.  We  think  this  bill,  H.  E.  10285,  proposes  to  carry  out  these 
objectives  and  proposes  to  merge  the  production  credit  corporations 
m  Federal  intermediate  credit  banks,  and  to  facilitate  farmer  owner¬ 
ship  of  the  merged  banks  and  retirement  of  Government  capital 
therein. 

The  proposal  to  merge  these  institutions  makes  good  sense  to  us. 
It  should  promote  efficiency  within  the  system  and  lower  the  expense 
of  supervision  to  the  associations.  That  is  a  matter  that  has  been 
giving  us  much  concern. 

We  are  opposed  to  the  enactment  of  S.  3550,  page  5,  line  19,  which  in 
effect  would  reduce  the  revolving  fund  of  the  12  Federal  intermediate 
credit  banks  from  $100  million  to  $70  million.  We  believe  that  with 
the  proposed  merger  effected  the  revolving  fund  may  be  needed  and 
that  it  should  remain  at  $100  million. 

We  are  also  opposed  to  the  language  on  page  12,  lines  23  to  25,  which 
would  have  the  effect  of  giving  the  Federal  Government  a  continuing 
interest  in  the  surplus  and  reserves  of  the  credit  banks  after  all  Govern¬ 
ment  capital  has  been  retired.  We  think  the  surplus  should  be  re¬ 
tained  in  the  system  because  Congress  has  already  set  a  precedent  for 
leaving  surplus  in  the  Federal  land  bank,  in  the  act  of  1955. 

Then,  too,  on  page  23  of  S.  3550  we  oppose  the  language  under  sub¬ 
section  (A)  which  combines  into  a  single  subsection  the  subsections  (a) 
and  (b)  of  section  201  of  H.  K.  10285.  The  effect  of  this  change  would 
be  to  keep  the  intermediate  credit  banks  subject  to  the  budget  provi¬ 
sion  of  the  Government  Corporation  Control  Act  until  the  last  dollar 
of  Government  capital  is  retired.  Once  the  merger  is  effected,  and 
when  the  PCA’s  buy  stock  in  it,  it  becomes  a  mixed  ownership  corpo¬ 
ration,  and  we  do  not  feel,  after  22  years  of  experience,  that  we  need 
to  be  under  the  control  of  the  Corporation  Control  Act. 

Mr.  Chairman,  we  hope  that  the  Congress  will  enact  the  proposed 
legislation  contained  in  H.  E.  10285  and  other  identical  bills  which 
have  been  introduced.  We  believe  the  end  result  of  this  act  is  de¬ 
signed  to  provide  agriculture  with  a  permanent  source  of  credit  and 
to  enable  PCA’s  to  ultimately  own  the  Federal  intermediate  credit 
banks,  which  was  the  original  intent  of  the  Congress  as  set  forth  in  sec¬ 
tion  II  of  the  F arm  Credit  Act  of  1953. 

We  wish  to  thank  you  for  this  privilege,  Mr.  Chairman. 

Mr.  Poage.  We  thank  you  very  much. 

(The  following  statement  was  submitted  by  the  witness:) 

Statement  of  W.  A.  Hambright,  Spartanburg  Production  Credit  Association 

My  name  is  W.  A.  Hambright,  secretary-treasurer  of  the  Spartanburg  Produc¬ 
tion  Credit  Association,  and  I  am  also  a  farmer  residing  in  Cherokee  County. 
Mr.  E.  B.  Sanders,  president  of  the  South  Carolina  Federation  of  PCA’s  has 
requested  that  I  appear  here  representing  our  State  federation  in  the  capacity 
as  its  secretary-treasurer.  Mr.  Sanders  asks  that  I  express  his  regrets  in  his 
inability  to  be  here  at  this  hearing. 

We  deeply  appreciate  the  opportunity  to  appear  before  this  committee  to  express 
our  views  on  this  important  subject. 

We  are  here  in  behalf  of  the  farmers  who  own  the  21  PCA’s  in  South  Carolina  in 
support  of  bill  H.  R.  10285. 

We  are  here  to  oppose  the  enactment  of  certain  parts  of  bill  S.  3550,  because, 
in  our  opinion,  certain  proposals  in  this  bill  are  detrimental  to  the  welfare  of  the 
production-credit  system,  and  jeopardize  the  plan  of  making  the  intermediate 
credit  banks  completely  farmer  owned. 

On  December  1  and  2,  1955,  a  districtwide  meeting  for  directors  and  secretary- 
treasurers  comprising  the  87  PCA’s  in  the  Third  Farm  Credit  District  was  held 
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in  Columbia,  S.  C.  It  should  be  emphasized  that  this  was  a  2-day  meeting  held 
for  the  purpose  of  discussing  the  proposals  of  the  principles  contained  in  bill 
H.  R.  10285,  and  for  obtaining  the  grassroot  thinking  from  directors  throughout 
the  district.  After  a  day’s  explanation  and  discussion  of  the  bill  the  meeting  split 
up  into  State  groups  for  further  consideration  of  the  principles  contained  in 
this  bill,  then  on  the  following  day  reconvened  and  voted  unanimously  to  support 
the  principles  contained  in  Mr.  Cooley’s  bill  10285. 

We  believe  that  this  bill  represents  the  majority  of  the  thinking  of  the  directors 
and  officers  of  the  production-credit  system.  At  the  suggestion  of  our  Federal 
Farm  Credit  Board,  the  Governor  and  his  staff  conducted  a  hearing  in  each  of  the 
12  farm  credit  districts  during  the  latter  part  of  the  year  1955.  At  these  meetings 
opportunity  was  given  for  free  expression  of  thought  concerning  the  proposed 
legislation.  We  believe  this  bill  represents  a  sincere  effort  to  reconcile  many 
differing  points  of  views  found  in  associations  throughout  the  Nation,  and  other 
financing  institutions  using  the  services  of  the  credit  banks. 

Section  II  of  the  Farm  Credit  Act  of  1953  states  the  policy  and  intent  of  the 
Congress  with  respect  to  the  management,  control,  and  ownership  of  the  farm 
credit  system.  It  reads : 

“Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facili¬ 
tate  increased  borrower  participation  in  the  management,  control  and  ultimate 
ownership  of  the  permanent  system  of  agricultural  credit  made  available  through 
institutions  operating  under  the  supervision  of  the  Farm  Credit  Administration, 
and  the  provisions  of  this  act  shall  be  construed  in  keeping  with  this  policy.  The 
Federal  Farm  Credit  Board  hereinafter  provided  for  shall  within  1  year  after 
appointment  make  recommendations  to  the  Congress  of  means,  supplemental  to 
those  provided  by  this  act,  of  carrying  into  effect  such  declared  policy,  including, 
but  not  limited  to,  means  of  increasing  borrower  participation  in  ownership  of 
the  Federal  Farm  Credit  System  to  the  end  that  the  investment  of  the  United 
States  in  the  Federal  intermediate  credit  banks,  production  credit  corporations. 
Central  Bank  for  Cooperatives,  and  regional  banks  for  cooperatives  may  be  re- 

tired.”  .... 

We  like  this  policy  statement  and  want  to  see  it  activated  and  its  objectives 


accomplished.  ,  ,  .  . 

The  declared  policy  of  H.  R.  10285  proposes  to  carry  out  these  objectives  and 
significantly  proposes  to  merge  the  production  credit  corporations  in  Federal 
intermediate  credit  banks,  and  to  facilitate  farmer  ownership  of  the  merged 
banks  and  retirement  of  Government  capital  therein. 

The  proposal  to  merge  these  institutions  makes  good  sense  to  us.  It  should 
promote  efficiency  within  the  system  and  lower  the  expense  of  supervision  to  the 


associations.  _  .  ,  .  ,  .  „  . 

We  are  opposed  to  the  enactment  of  S.  3550,  page  5,  line  19,  which,  in  effect, 
would  reduce  the  revolving  fund  of  the  12  Federal  intermediate  credit  banks 
from  $100  million  to  $70  million.  We  believe  that  with  the  proposed  merger 
effected,  the  revolving  fund  may  be  needed  and  that  it  should  remain  at  $100 

million.  .  ;  .  .  ,  . , 

Also,  we  are  opposed  to  the  langauge  on  age  12,  lines  23  to  25,  which  would 
have  the  effect  of  giving  the  Federal  Government  a  continuing  interest  in  the 
surplus  and  reserves  of  the  credit  banks  after  all  Government  capital  has  been 
retired.  We  think  the  surplus  should  be  retained  in  the  system  because  Congress 
has  already  set  a  precedent  for  leaving  surplus  in  the  Federal  land  bank.  A 
second  reason  is  that  much  of  the  surplus  of  the  production  credit  corporations 
was  earned  in  this  manner:  In  the  early  days  of  the  associations  they  owned 
4  percent  Government  securities.  Under  an  agreement  that  the  corporation  in¬ 
vested  this  money  into  the  associations,  in  those  early  days,  they  had  a  bond 
repurchase  agreement  which  gave  them  authority  to  do  this,  which  they  did. 
They  told  us  that  they  were  going  to  sell  our  4-percent  securities  because  they 
were  at  a  high  premium.  The  corporation  took  the  profits  of  that,  and  gave  to 
the  associations,  eventually,  2%  percent  securities. 

A  considerable  amount  of  money  was  made  on  this  transaction,  and  that  is  a 
part  of  that  surplus.  We  think  that  surplus  rightfully  belongs  to  our  associa¬ 
tions,  our  farmer  members.  Since  the  Congress  has  treated  the  Federal  lank 
bank  as  they  did  with  respect  to  the  surplus,  we  think  that  the  farmer  members 
own  the  surplus  in  the  corporations,  and  therefore,  think  that  this  surplus  should 
remain  in  the  system.  ,  ,  ,  .  . 

We  think  it  is  important  that  the  surplus  be  left  as  a  cushion  to  help  defray 
expenses  of  administration  and  supervision.  We  think  the  Farm  Credit  Act  is 
good,  it  is  important  to  agriculture,  but  the  Farm  Credit  Administration  is  not 
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serving  its  intended  purpose  unless  adequate  provisions  are  made  to  enable 
PCA’s  to  extend  credit  to  the  farmers  at  a  reasonable  cost.  The  overall  cost  of 
money  to  farmers  in  our  association  is  now  approximately  8  percent.  We  think 
that  is  too  high. 

Then,  on  page  23  of  S.  3550,  we  oppose  the  language  under  subsection  (a) 
which  combines  into  a  single  subsection  the  subsections  (a)  and  (b)  of  201  of 
bill  H.  R.  10285.  The  effect  of  this  change  would  be  to  keep  the  intermediate 
credit  banks  subject  to  the  budget  provision  of  the  Government  Corporation  Con¬ 
trol  Act  until  the  last  dollar  of  Government  capital  is  retired. 

We  hope  that  the  Congress  will  enact  the  proposed  legislation  contained  in 
bill  H.  R.  10285  and  other  identical  bills  which  have  been  introduced.  We  be¬ 
lieve  that  the  end  result  of  this  act  is  designed  to  provide  agriculture  with  a 
permanent  source  of  credit  and  to  enable  PCA’s  to  ultimately  own  the  Federal 
intermediate  credit  banks,  which  was  the  original  intent  of  the  Congress  as  set 
forth  in  section  II  of  the  Farm  Credit  Act  of  1953. 

Mr.  Poage.  Now  we  will  start  with  the  opponents  and  we  will  come 
back  to  any  proponents  who  have  not  been  heard.  We  are  not  trying 
to  cut  anybody  off,  but  these  discussions  always  take  longer  than 
expected. 

We  will  start  with  Mr.  Downie. 

Mr.  PI ope.  Mr.  Chairman,  before  Mr.  Downie  proceeds,  I  would 
like  to  point  out  that  he  is  no  stranger  to  the  committee.  He  has 
been  before  this  committee  on  previous  occasions  and  I  am  sure  all 
members  of  the  committee  are  glad  to  have  him  back  again.  He  is  a 
past  president  of  the  Kansas  Bankers  Association  and  one  of  the  lead¬ 
ing'  citizens  of  our  State,  as  well  as  a  man  who  has  worked  very 
assiduously  toward  obtaining  better  cooperation  between  bankers  and 
farmers.  I  am  sure  whatever  he  has  to  say  this  morning  will  be 
helpful  to  the  committee. 

Mr.  Poage.  We  are  always  glad  to  have  Mr.  Downie  before  us. 

Mr.  Downie.  Thank  you,  Mr.  Hope  and  Mr.  Chairman,  for  this 
gracious  introduction. 

Mr.  Poage.  Just  proceed,  Mr.  Downie.  I  will  ask  the  witnesses,  not 
only  Mr.  Downie  but  those  who  follow  him,  to  please  start  with  your 
statement  and  do  not  wait  until  we  have  passed  out  the  copies  to  the 
members  of  the  committee. 

STATEMENT  0E  R.  N.  DOWNIE,  REPRESENTING  THE  AMERICAN 

BANKERS  ASSOCIATION 

Mr.  Downie.  My  name  is  It.  N.  Downie.  I  am  president  of  the 
Fidelity  State  Bank,  Garden  City,  Kans.,  and  chairman  of  the  Agri¬ 
cultural  Credit  Committee  of  the  American  Bankers  Association. 
This  statement  is  made  on  behalf  of  the  association. 

The  Nation’s  banks  extend  more  credit  to  farmers  for  production 
purposes  than  any  other  lending  agency.  At  the  beginning  of  1956, 
banks  held  $3,249,541,000  in  production  loans,  while  the  production 
credit  associations  held  $653,478,000  and  the  Farmers’  Home  Admin¬ 
istration  held  $392,191,000.  The  members  of  the  American  Bankers 
Association,  representing  over  98  percent  of  the  Nation’s  banks,  num¬ 
ber  among  their  customers  the  vast  majority  of  the  farmers  in  the 
United  States.  We  are,  therefore,  deeply  interested  and  concerned  in 
legislation  affecting  farm  credit. 

We  are  generally  in  sympathy  with  the  objectives  of  H.  R.  10285 
and  the  other  similar  bills  on  this  subject  to  facilitate  farmer  owner¬ 
ship  of  cooperative  credit  institutions  and  retirement  of  Government 
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capital  therein.  These  proposals  would  eliminate  overlapping  au¬ 
thority  and  some  other  undesirable  features  of  the  present  F arm  Credit 
Administration  short-term  agencies.  There  are,  however,  important 
provisions  of  the  bills  with  which  we  are  not  in  accord. 

RETIREMENT  OF  GOVERNMENT  CAPITAL 

Our  association  has  long  recognized  the  right  of  farmers  and  others 
to  organize  cooperative  businesses,  including  credit  institutions.  At 
the  same  time,  we  have  consistently  maintained  that  it  is  not  the  func¬ 
tion  of  Government  to  provide  free  capital  or  other  subsidies  to  these 
cooperatives  which  are,  after  all,  organized  for  the  benefit  of  special 
groups.  Accordingly,  it  has  long  been  our  view  that  when  free  Gov¬ 
ernment  capital  has  been  provided  for  cooperative  agencies,  it  should 
be  returned  in  the  shortest  possible  time.  As  the  Government  strives 
to  reduce  expenditures  and  to  achieve  a  balanced  budget,  every  user 
of  Government  capital  should  recognize  the  need  for  immediately 
returning  to  the  Treasury  every  dollar  possible.  The  provisions  for 
the  return  of  Government  capital  contained  in  these  bills  are  inade¬ 
quate,  and  there  is  no  provision  whatsoever  for  return  of  surplus 
earned  with  Government  funds. 

Under  the  terms  of  these  bills,  only  the  capital  of  the  Production 
Credit  Corporation  transferred  to  the  Federal  intermediate  credit 
banks,  amounting  to  $31.5  million  according  to  the  September  30, 
1955,  figures  shown  in  the  Treasury  Bulletin  for  January  1956,  would 
be  returned  to  the  Treasury  in  the  form  of  miscellaneous  receipts.  J  ho 
balance  of  $60  million  would  be  paid  into  a  revolving  fund  from  which 
the  Governor  of  the  Farm  Credit  Administration  at  his  discretion 
could  supply  additional  Government  capital  through  future  subscrip¬ 
tions  to  class  A  stock  of  the  banks.  We  believe  it  is  contrary  to  sound 
Government  fiscal  policy  to  earmark  funds  to  supply  Government 
capital  at  some  future  date.  Agencies  in  need  of  additional  capital 
should  be  required  to  go  before  the  Congress  to  justify  the  need  for 
such  funds  and  provide  an  opportunity  to  study  and  appraise  their 
operations.  We  recommend  that  all  proceeds  of  class  A  stock  retire¬ 
ments  be  paid  into  the  Treasury  as  miscellaneous  receipts. 

REPAYMENT  OF  SURPLUS 

While  the  bills  before  this  committee  provide  for  eventual  retire¬ 
ment  of  Government  capital  of  these  agencies,  they  make  no  provision 
for  the  return  to  the  Government  of  the  $2.4  million  in  paid-in  sur¬ 
plus  of  the  Federal  Intermediate  Credit  Banks  or  the  combined 
earned  surplus  of  the  two  agencies  of  $63.5  million. 

These  amounts  represent  Government  investment  in  these  two 
agencies  created  as  the  result  of  the  use  of  Government  capital  with¬ 
out  charge.  These  surplus  funds  rightfully  belong  to  the  Govern¬ 
ment.  We  believe  that  provision  should  be  made  for  the  prompt  re¬ 
payment  to  the  Treasury  of  these  surplus  funds. 

EXPENSE  OF  PCA  SUPERVISION 

These  bills  propose  that  the  income  derived  from  the  surplus  trans¬ 
ferred  from  the  Production  Credit  Corporations  should  be  used  to  pay 
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the  expenses  of  the  Federal  Intermediate  Credit  Banks  in  providing 
supervision  and  assistance  to  the  Production  Credit  Associations. 
We  fail  to  see  why  the  PC  As  should  not  pay  for  their  supervisory 
services  as  do  other  financial  institutions. 

It  is  interesting  to  note  that  the  Comptroller  General  of  the  United 
States  in  his  report  on  audit  of  corporations  of  the  Farm  Credit  Ad¬ 
ministration  for  the  fiscal  year  ending  June  30,  1954,  made  the  rec¬ 
ommendation — 

that  the  Congress  consider  requiring  the  production  credit  associations  to  pay 
the  cost  of  their  supervision,  which  is  now  being  paid  by  the  production  credit 
corporations. 

In  support  of  this  recommendation,  the  report  states  that — 

We  believe  that  the  production  credit  system,  assisted  by  the  Federal  Govern¬ 
ment  since  1933,  has  now  become  firmly  established  and  should  be  more  nearly 
self-supporting  and  that  the  supervision  of  the  associations  is  a  form  of  direct 
service,  the  cost  of  which  should  be  borne  by  the  associations. 

FRANCHISE  TAX 

The  bills  continue  the  present  requirement  that  the  Banks  pay  a 
franchise  tax  to  the  Treasury,  although  application  of  earnings  is 
somewhat  changed.  We  have  repeatedly  taken  the  stand  that  the 
cooperative  agencies  of  the  Farm  Credit  Administration  which  have 
Government  capital  should  reimburse  the  Treasury  for  the  use  of 
that  capital  on  a  basis  at  least  comparable  with  the  cost  of  the  funds  to 
the  Treasury.  The  provision  for  the  franchise  tax  contained  in  these 
bills  is  inadequate  to  attain  the  objective.  We  believe  that  the  Federal 
Intermediate  Credit  Banks  as  business  enterprises  have  reached  a 
stage  of  development  where  they  have  no  need  for  further  subsidy. 

Generally,  taxes  are  considered  a  fixed  charge  against  earnings  as 
a  current  operating  expense,  yet  under  the  provisions  of  these  bills 
the  franchise  tax  will  be  payable  only  out  of  earnings  remaining 
after  certain  amounts  are  set  aside  to  restore  capital  impairments  and 
to  create  and  maintain  surplus  and  reserve  accounts.  Even  then,  this 
tax  will  be  further  limited  to  not  more  than  25  percent  of  remaining 
earnings.  We  recommend  that  these  provisions  be  amended  to  require 
the  Federal  Intermediate  Credit  Banks  to  pay  as  a  first  charge  against 
their  earnings  an  amount  on  their  Government  capital  equal  to  the 
cost  of  funds  to  the  Treasury. 

TREATMENT  OF  RESERVES 

According  to  the  195U55  Annual  Report  of  the  Farm  Credit  Admin¬ 
istration,  the  Federal  Intermediate  Credit  Banks,  as  of  June  30, 1955, 
had  a  combined  reserve  for  contingencies  of  $18,475,000.  Under  the 
bills  now  being  considered  each  bank  would  establish  a  new  surplus 
account  by  consolidating  its  present  reserve  for  contingencies  with  its 
present  surplus  account  and  the  surplus  of  the  production  credit  asso¬ 
ciations  transferred  to  the  bank.  When  this  provision  is  considered 
with  the  provision  for  the  annual  application  of  earnings  which  ap¬ 
parently  contemplates  the  building  up  of  a  new  reserve  account  from 
scratch  by  setting  aside  25  percent  of  annual  earnings  remaining  after 
making  good  any  impairment  of  capital  and  surplus  until  such  reserve 
account  equals  25  percent  of  outstanding  capital  stock  and  participa- 
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tion  certificates,  it  would  appear  to  have  the  effect  of  greatly  extend¬ 
ing  the  period  before  final  retirement  of  class  A  stock  by  reducing  the 
amount  of  earnings  available  for  patronage  dividends  in  the  form  of 
class  B  stock  and  participation  certificates.  We  recommend  that  the 
present  reserve  for  contingencies  be  retained  as  a  part  of  the  reserve 
account  of  the  banks  in  order  that  the  maximum  reserve  of  25  percent 
of  outstanding  capital  stock  and  participation  certificates  be  reached 
more  quickly,  which  would  sooner  make  available  a  larger  portion  of 
annual  earnings  to  be  applied  to  patronage  dividends  in  the  form  of 
class  B  stock  and  participation  certificates. 

We  appreciate  this  opportunity  of  presenting  our  views  on  this  im¬ 
portant  legislation.  We  have  endeavored  to  take  a  constructive  a~ 
proach  in  offering  our  recommendations  for  changes  in  these  bil 
We  believe  that  the  changes  we  have  proposed  are  consistent  with  t 
principles  set  forth  in  the  “Declaration  of  Policy”  contained  in  t 
bills  and  at  the  same  time  will  aid  the  Government  in  achieving  its 
fundamental  aims  of  a  balanced  budget  and  reduction  of  the  Federal 
debt.  We  sincerely  hope  that  our  recommendations  will  merit  your 

careful  consideration.  . 

Mr.  Poage.  Mr.  Downie,  we  do  appreciate  your  suggestions.  I 
find  myself  in  the  position  of  not  knowing  much  of  the  background  of 
the  matter.  I  think  the  basic  question  revolves  around  the  morality  of 
giving  to  these  banks  the  earnings  on  capital  belonging  to  the  Govern¬ 
ment,  I  think  that  is  really  the  root  of  the  difference  of  opinion.  As 
I  have  said,  I  do  not  know  too  much  about  the  background,  but  am  1 
rio-ht  in  assuming  that  within  the  last  2  or  3  years  there  has  been  a 
change  in  the  policy  of  the  Government?  Have  they  not  reached  the 
deposits  in  the  national  banks  in  the  last  2  or  3  years  ? 

Mr.  Downie.  You  mean  Treasury  funds  deposited  in  those  banks? 

Mr.  Poage.  Yes. 

Mr.  Downie.  I  expect  so. 

Mr.  Poage.  I  really  had  in  mind  the  post  offices  used  to  keep  sub¬ 
stantial  balances  in  these  banks.  .  .  .  , 

Mr.  Downie.  That  is  right,  and  they  still  maintain  reasonable  bal- 

RI1C6S 

Mr.  Poage.  They  send  it  in  to  centers  more  often  than  they  used  to  ? 

Mr.  Downie.  That  is  right.  .  ,  . 

Mr.  Poage.  But  even  today  they  do  keep  some  balances  in  banks 

all  over  the  country?  . 

Mr  Downie.  Chiefly  wliat  they  call  tlicir  tax  accounts. 

Mr’.  Poage.  The  bank  with  which  I  am  familiar  is  in  Waco,  Tex. 
A  great  many  of  the  banks  advertise  the  fact  they  are  United  btates 

Treasury  depositories.  .  ;  ,  ,  •,  , 

Mr.  Downie.  I  would  like  the  committee  to  understand  we  have  no 

unfriendly  view  or  attitude  toward  legislation  which  can  m  our  ]udg- 
ment  bring  about  the  desired  solution  which  the  men  m  charge  of  the 
Farm  Administration  are  so  zealously  working  upon  and  are  so  anxious 
to  put  into  effect.  My  remarks,  if  they  can  be  construed  as  being  m 
opposition,  should  at  least  be  considered  as  a  tempered  approach  to 
what  we  think  are  sound,  basic  contract  principles. 

Mr  Poage.  I  am  sure  the  committee  accepts  it  as  such  What  i  am 
trying  to  get  at  is,  knowing  as  little  about  banking  as  I  do,  I  want  to 
be  sure  I  am  analyzing  this  thing  reasonably  correctly  and  see  if  m 
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my  opinion  there  is  a  sound  basis  for  your  conclusion.  I  am  going  to- 
the  basis  for  your  conclusion.  National  -banks  have  for  a  good  long¬ 
time  had  a  good  deal  of  Federal  money  on  deposit? 

Mr.  Downie.  Yes,  sir. 

Mr.  Poage.  And  you  have  loaned  that  money  ? 

Mr.  Downie.  In  a  very  limited  way.  It  is  very  temporary  money. 
Mr.  Poage.  I  know  it  is  temoprary  money,  but  you  have  figured 
there  would  be  more  money  next  month. 

Mr.  Downie.  As  a  rule  there  would  be  somewhat  of  an  average 
balance. 

Mr.  Poage.  I  assume,  when  I  go  into  my  bank  at  Waco  and  borrow 
$1,000,  that  my  banker  does  not  look  to  see  if  it  is  coming  out  of  a  de¬ 
posit  made  by  the  Federal  Government  or  by  some  other  depositor. 

Mr.  Downie.  If  he  is  a  good  banker  he  calculates  his  own  reserves  by 
setting  that  aside  pretty  well.  He  does  not  loan  much  of  that  money. 

Mr.  Poage.  I  believe  the  bank  I  do  business  with  ordinarily  carries 
about  $250,000  of  Government  money.  Let  us  assume  they  have  an 
average  of  $250,000  of  Government  money  on  deposit.  Do  you  not 
believe  they  make  more  loans— I  do  not  mean  $250,000  more— but  do 
you  not  suppose  they  let  their  loans  go  a  little  higher  than  if  they  did 
not  have  that  Government  money  ? 

Mr.  Downie.  I  do  not  believe  they  increase  their  loans  with  that 
money.  They  might  buy  Treasury  bills. 

Mr.  Poage.  All  right.  Let  us  say  they  buy  Treasury  bills.  That 
is  Government  money  on  which  they  are  making  a  profit. 

Mr.  Downie.  They  should  be  making  some  sort  of  return. 

Mr.  Poage.  That  is  what  the  PCA’s  have  been  doing. 

Mr.  Downie.  They  had  other  people’s  capital,  yes. 

Mr.  Poage.  And  they  did  not  pay  the  Government  interest  on  it 
and  they  used  it  to  make  money  on  it. 

Mr.  Downie.  They  used  Government  capital. 

Mr.  Poage.  The  bank  at  Waco,  Tex.,  you  said  did  not  use  Govern¬ 
ment  capital.  It  is  Government  money.  What  is  the  difference? 

Mr.  Downie.  He  did  not  loan  reserves  represented  by  what  he  owed 
the  Government. 

Mr.  Poage.  He  did  not  loan  6  times  as  much  as  he  had  on  deposit, 
and  I  understand  these  people  loan  6  times  as  much  as  they  have  in 
capital ;  I  understand  that. 

Do  you  know  whether  a  national  bank  follows  a  different  course 
from  a  State  bank  in  regard  to  this  Government  money  ? 

Mi.  Downie.  State  banks  in  a  general  way  participate  as  govern¬ 
ment  depositories,  perhaps  not  as  extensively  as  National  banks,  but 
they  do.  If  you  will  pardon  me,  I  am  talking  about  who  provides  the 
capital  for  national  banks  and  State  banks  and  who  provides  money 
for  the  agencies  we  are  discussing  this  morning.  The  Government 
does  not  provide  this  capital. 

Mr.  Poage.  Mr.  Downie,.  again,  it  is  probably  due  to  my  ignorance 
of  the  banking  business,  but  is  it  not  true  that  in  the  banking  business 
when  you  loan  any  money  it  does  not  make  any  difference  whether  it 
is  a  depositor’s  money  or  whose  money  it  is,  you  are  just  interested  in 
a  margin  of  safety  so  that  the  depositors  will  not  have  to  take  any 
losses  ? 

Mr.  Downie.  The  law  provides  that. 

Mr.  Poage.  The  law  provides  that,  but  what  is  the  reason  ? 
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Mr.  Downie.  The  reason  is  we  must  capitalize  our  individual  banks 
in  order  to  safeguard  those  who  entrust  their  deposits  with  us.  If 
we  have  a  loss  we  must  charge  it  not  to  the  depositors  but  to  our  capital 
structure. 

Mr.  Poage.  So  from  the  standpoint  of  morality  it  seems  to  me  there 
is  no  difference  between  the  Government  money  loaned  by  the  PCA’s 
and  the  Government  deposits  loaned  by  your  bank. 

Mr.  Downie.  I  cannot  agree  with  you  at  all,  Mr.  Chairman,  be¬ 
cause  your  corporation  lending  institutions  who  are  provided  free 
Government  capital  had  no  investments  to  begin  with.  The  banks 
do.  You  and  I  and  everybody  else  connected  with  a  bank’s  organiza¬ 
tion  put  our  money  in  it ;  we  pay  that  in  before  we  are  permitted  to 
engage  in  business. 

Mr.  Poage.  And  before  you  get  a  dollar  of  Government  money, 
let  us  say  you  are  in  a  position  to  make  $1  million  of  loans.  If  the 
Government  deposits  $1  million  with  you,  you  are  able  to  make  more 
than  $1  million  of  loans,  and  you  do  that ;  is  that  not  right  ? 

Mr.  Downie.  Not  to  a  large  degree,  because  the  kind  of  money  the 
Government  deposits  in  the  banks  is  there  subject  to  the  immediate 
demand  of  the  Treasury,  and  they  call  for  it  from  day  to  day. 

Mr.  Poage.  From  time  to  time  I  have  deposited  the  little  money 
I  have,  and  it  is  never  there  very  long.  I  suppose  I  draw  it  out  quicker 
than  the  Government,  yet  I  know  my  deposits  and  J ohn  J ones’  money 
make  up  the  money  the  bank  is  loaning  today. 

Mr.  Downie.  They  are  loaning  depositors’  money. 

Mr.  Poage.  Of  course  they  are  loaning  depositors’  money,  and  those 
deposits  are  demand  deposits  subject  to  be  drawn  out  any  day,  just  as  is 
the  Government’s  money. 

Mr.  Downie.  By  you  and  4,000  others. 

Mr.  Poage.  The  mere  fact  the  United  States  Government  deposits 
are  subject  to  withdrawal  does  not  mean  they  are  sterilized  and  can¬ 
not  be  used  as  a  basis  for  loans.  They  are  used  as  a  basis  for  loans. 
You  say  maybe  the  banks  will  go  buy  securities,  but  it  uses  the  money 
for  a  profit'  and  it  makes  a  profit.  I  am  not  condemning  any  bank 
for  making  a  profit  on  the  Government’s  money,  but  you  do  not  find 
anything  immoral  in  your  using  the  Government’s  money  to  make  a 
profit.  What  makes  it  immoral  for  these  people  to  do  the  same  thing  ? 

Mr.  Downie.  The  Government,  for  its  own  convenience,  deposits 
these  temporary  funds.  The  banks  perform  a  tremendous  daily  serv¬ 
ice  for  the  Treasury,  so  you  have  a  fiscal  policy  that  goes  out,  even 
in  our  small  country  banks,  to  assist  day  by  day  in  the  handling  and 
payment  and  remittance  for  taxes  collected  in  a  community. 

Mr.  Poage.  The  Congress  of  the  United  States  decided,  rightly  or 
wrongly,  that  it  was  in  the  interest  of  the  United  States  to  have  these 
production  lending  agencies  established. 

Mr.  Downie.  We  do  not  argue  that  point. 

Mr.  Poage.  It  is  bevond  the  scope  of  this  inquiry  as  to  whether  we 
were  originally  right  or  wrong.  The  United  States  Government  made 
the  decision  that  it  was  in  the  interest  of  the  United  States  to  have 
these  institutions  established  over  the  country  and  put  this  money  out 
there  for  that  purpose,  to  have  that  done;  consequently,  these  Inter¬ 
mediate  Credit  Banks  have  been  performing,  as  I  see  it,  a  function  the 
Government  wanted  performed. 
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Mr.  Downie.  I  only  say  the  Government  should  ne  repaid  for  what¬ 
ever  surplus  funds  accrued  from  the  use  of  Government  capital  without 
charge. 

Mr.  Poage.  This  capital  was  set  up  to  serve  a  public  purpose.  You 
can  challenge  the  whole  philosophy.  I  can  understand  that.  It  may 
be  that  you  feel  the  only  function  of  Government  is  to  take  taxes  from 
the  people,  but  I  think  the  Government  ought  to  do  something  for  the 
people  other  than  taking  from  them.  The  Government  deposited 
certain  moneys  with  the  banking  institutions  which  enabled  them  to 
make  more  money  per  dollar  than  you  could  make  on  those  deposits. 
I  understand  that.  I  am  talking  about  the  fact  in  each  case  the  money 
was  there  not  for  the  benefit  of  the  institution  but  for  the  benefit  of 
the  United  States  Government. 

Mr.  Downie.  That  is  right. 

Mr.  Poage.  We  put  it  there  because  we  thought  it  was  in  the  public 
interest.  It  being  there  for  the  public  interest,  !  do  not  see  why,  when 
we  ask  them  to  return  the  money,  it  is  not  comparable  to  asking  your 
institution  to  return  the  money  the  Government  put  on  deposit  there. 

In  each  instance  the  Government  is  getting  out  what  it  put  in.  I  do 
no  think  the  Bankers  Association  would  feel  the  Government  was  justi¬ 
fied  in  adopting  a  policy  to  set  these  PCA’s  up  in  the  banking  business 
for  Government  profit;  and  yet,  if  I  follow  the  logic  of  your  reasoning, 
you  said  in  the  first  instance  you  thought  this  farm  credit  was  good. 

' '  ®  £0  along  together  that  far.  Then  you  said  the  Government  ought 
to  make  a  profit  out  of  it. 

Mr.  Dowxie.  I  did  not  say  that.  Who  puts  up  this  money  that  the 
Government  loaned  to  these  lending  agencies  ? 

Mr.  Poage.  The  taxpayers. 

Mr.  Downie.  All  right.  For  a  small  group,  we  will  say  the  agricul¬ 
tural  interests,  to  be  set  out  as  a  group  who  are  entitled  to  free  treat¬ 
ment  as  against  the  millions  of  other  taxpayers  and  people  who  en^-am; 
m  private  business,  I  do  not  think  you  ought  to  argue  with  me  that  my 
principles  are  not  sound.  When  you  enter  into  a  contract  you  should 
pay  not  only  the  contract,  but  if  it  cost  somebody  to  enter  into  the  con- 
tract  you  should  pay  him  back.  That  is  j ust  simple  honesty 

Mr.  Poage.  We  come  back  to  what  1  said  before.  If  you  want  to 
object  to  the  establishment  of  these  institutions,  you  can  logically  do 
so.  But  having  adopted  the  assumption  that  it  is  proper  for  the  Gov¬ 
ernment  to  put  this  money  out  there,  proper  for  the  Government  to 
put  it  out.  without  interest,  then  when  it  is  repaid,  why  should  you 
place  the  burden  upon  these  people  who  are  willing  to  get  the  Govern¬ 
ment  out  of  the  business  and  assume  the  future  burdens  themselves,  a 
burden  you  are  unwilling  to  accept  in  your  banking  business  ?  You 
say  it  is  all  right  so  long  as  we  have  the  Government’s  money  tied  up 

Mr.  Uownie.  We  have  never  said  that.  We  have  advocated  the 
eventual  private  ownership  by  these  farmers  of  these  institutions.  We 
are  not  m  disagreement  with  that.  We  recognize  the  right  and  the 
privilege  of  farmers  as  well  as  anyone  else  to  organize  cooperative 
agencies  to  carry  on  their  operations  in  a  more  profitable  way  if  it  can 


All  we  are  doing  it  pointing  out  that  there  is  an  integrity 
ecoonmy  which  has  to  do  with  the  value  of  our  dollar,  and  let 
do  something  that  will  make  us  more  left  than  we  are  now. 
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Mr.  Poage.  Would  you  favor  having  the  United  States  Government 
charge  the  banks  of  tire  United  States  who  own  the  Federal  Reserve 
System  for  the  privilege  of  circulating  money,  which  is  using  the  credit 
of  the  United  States  ? 

Mr.  Downie.  No. 

Mr.  Poage.  You  do  it  without  paying  a  penny  for  it.  When  I  go 
into  a  bank  to  make  a  loan  all  I  get  is  that  credit  money  that  you  owe 
to  the  Federal  Reserve  System  ? 

Mr.  Downie.  Of  course  the  Federal  Reserve  System  is  capitalized 
with  the  capital  provided  by  the  member  banks  and  not  by  the  Gov¬ 
ernment.  When  it  was  set  up  a  number  of  millions  of  dollars  of  assist¬ 
ance  was  granted,  but  that  was  all  paid  back,  dollar  for  dollar. 

Mr.  Poage.  It  was  set  up  just  like  this  institution,  was  it  not? 

Mr.  Downie.  Yes;  and  that  is  what  we  argue  you  should  do  in  this 
legislation.  Let  them  pay  it  back  on  the  same  basis  the  Federal  Re¬ 
serve  banks  paid  back  their  borrowings. 

Mr.  Poage.  After  you  pay  back  your  borrowings  you  have  outstand¬ 
ing  today  $34  billion,  is  that  it  ? 

What  is  the  outstanding  currency  of  these  Federal  Reserve  banks? 

Mr.  Downie.  I  do  not  know  the  exact  figure.  Money  in  circulation 
runs  about  $30  billion,  but  I  do  not  know  what  the  currency  outstand¬ 
ing  is  without  going  to  the  reference  book. 

Mr.  Poage.  All  that  is  money  the  Government  is  furnishing  interest 
free. 

Mr.  Downie.  Oh,  no ;  it  is  not. 

Mr.  Poage.  Just  a  minute. 

Mr.  Johnson.  There  is  one  question  I  would  like  to  ask.  When  a 
national  bank  issues  money,  what  do  they  put  up  for  security  ? 

Mr.  Downie.  They  do  not  issue  money. 

Mr.  Poage.  They  do  through  the  Federal  Reserve  System,  and  the 
national  banks  own  the  Federal  Reserve  System. 

Mr.  Downie.  The  only  issuing  agency  is  the  Treasury  and  the  Fed¬ 
eral  Reserve  System. 

Mr.  Poage.  And  you  own  the  Federal  Reserve  System. 

Air.  Downie.  In  the  sense  of  providing  the  capital. 

Mr.  Poage.  And  you  make  the  profit  from  it. 

Mr.  Downie.  The  profit  over  and  above  a  certain  amount  that  they 
use  for  reserves  is  paid  back  into  the  Government  as — you  might  call 
it— a  franchise  tax.  They  have  one  proviso  in  there  that  the  member 
banks  who  have  stock  in  the  Federal  Reserve  System  are  paid  not  to 
exceed  6  percent  per  annum  on  the  amount  of  stock  at  $100  per  share 
that  they  own. 

Mr.  Poage.  Six  percent  is  a  pretty  fair  return. 

Mr.  Downie.  But  in  a  little  bank  with  $100,000  capital,  probably 
$10,000  to  $12,500  is  about  all  the  stock  that  bank  would  be  even  per¬ 
mitted  to  own  in  the  Federal  Reserve  System. 

Mr.  Poage.  I  am  sure  that  is  true  and,  by  the  same  token,  you  might 
say  a  fellow  probably  could  not  have  $500  stock  in  a  PC  A.  AO  I  am 
trying  to  do  is  apply  the  same  principle.  I  am  not  talking  ab<  ut  the 
same  amount.  . 

Mr.  Downie.  Today,  the  fine  people  who  own  stock  in  the  PCA  s, 
nothing  would  please  them  better,  and  the  great  majority  have  already 
done  so;  they  have  retired  all  Government  capital.  As  to  whether 
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they  pay  interest  for  the  time  they  used  it  is  debatable,  but  they  have 
PC  ^  an^  n°W  COnS^er  themselves  rightly  the  owners  of  these 


We  have  heretofore  made  the  same  protest  against  the  PCA’s  and 
will  do  it  over  and  over  again.  We  do  not  weary  in  well  doing  if  it  is 
honest.  The  PCA’s  had  no  right  to  have  that  capital  retired  without 
payment  to  the  Treasury  for  the  time  they  used  it;  neither  do  the 
banks. 


When  disease  comes  along,  you  do  your  best  to  offer  remedies.  I  do 
not  mean  there  is  any  disease  in  these  bills  we  are  discussing,  but  there 
is  an  element  of  what  would  appear  to  be  a  modification  of  a  contract 
obligation. 

When  you  say  to  any  group,  “You  do  not  owe  me  anything  for  the 
capital  I  advanced  you  to  set  up  business,  but  I  would  be  happy 
to  have  you  repay  the  amount  I  loaned  you,”  when  you  do  that,  you 
must  consider  there  are  millions  of  taxpayers  who  receive  no  benefits 
from  what  we  are  discussing  this  morning. ' 

If  you  keep  the  dollar  real  honest  in  every  way  and  guard  it  and 
protect  it,  you  will  not  have  this  inflation  created  by  the  reckless 
printing  of  the  currency. 

Mr.  Poage.  I  am  inclined  to  agree  with  that,  but  if  we  are  going  to 
do  that  job  I  am  inclined  to  think  we  have  to  take  a  close  look  at^the 
a\  hole  national  bank  system  and  Federal  Reserve  System. 

Mr.  Downie.  I  think  you  should.  I  think  all  of  you  should  know 
more  about  the  national  banking  system. 

Mr.  Poage.  As  far  as  I  can  see,  they  have  the  same  disease  vou  at¬ 
tribute  to  farm  credit  institutions. 

Mr.  1  )ownie.  I  cannot  agree  with  you. 

Mr.  Poage.  I  am  willing  to  put  them  all  in  the  hospital  and  operate 
on  them  at  the  same  time,  but  I  do  not  want  to  put  some  in  there  and 
segregate  the  others. 

Mr.  Downie.  You  were  very  kind  and  considerate  in  letting  me  pre¬ 
sent  my  statement.  I  would  like  to  answer  any  other  questions  the 
members  of  the  committee  may  have.  I  really  enjoy  Mr.  Poa^e’s  re¬ 
marks  very  much,  but  I  know  t  am  taking  the  time  of  other  witnesses. 

Mr.  Poage.  Any  questions? 

Thank  you  very  much. 

Mr.  Downie.  Thank  you  very  much,  sir. 

^  Mr.  Poage.  1  lie  next  witness  I  have  listed  is  the  National  Finance 
Corp.,  of  I  ort  T\  orth,  I  ex.  Is  there  someone  here  representing  the 
National  Finance  Corp.,  of  Fort  Worth,  Tex.  ? 

(No  response.) 

Mr.  Poage.  The  next  witness  we  have  listed  is  Mr.  J.  W.  Sartwelle, 
of  Houston,  Tex. 


STATEMENT  OF  J.  W.  SARTWELLE,  HOUSTON,  TEX. 

Mr.  Sartwelle.  Mr.  Chairman,  may  I  stand  rather  than  sit  down? 
Mr.  Poage.  Certainly  you  may. 

Mr.  sartwelle.  I  would  like  to  present  my  statement  and  make  a 
few  comments  upon  it. 

Mr.  Poage.  Go  right  ahead. 

Mr.  Sartwelle.  My  name  is  J.  IV.  Sartwelle,  of  Houston,  Tex., 
and  I  am  the  president  of  the  Port  City  Stockyards  Co.,  in  Houston, 
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Tex.,  and  in  such  capacity  have  close  contact  with  the  producers  of 
livestock  along  the  Gulf  "Coast  and  eastern  section  of  Texas— and, 
incidentally,  some  from  Waco — as  well  as  the  southwestern  portion  of 

Louisiana.  .  . 

I  am  a  director  and  vice  president  of  the  Houston  Agricultural 
Credit  Corporation;  a  long-time  director  of  the  Texas  and  South¬ 
western  Cattle  Raisers  Association;  founder  and  past  president  of 
the  American  Brahman  Breeders  Association  and  founder  and  past 
president  for  some  18  years  of  the  Houston  k  at  Stock  Show  and  Live¬ 
stock  Exposition.  I  mention  that,  Mr.  Chairman,  not  for  any  glori¬ 
fication,  but  to  show  my  interest  in  agriculture  and  particularly  in  the 
improvement  of  the  livestock  situation. 

I  am  also  a  ranchman,  having  a  ranch  in  Calhoun,  Jackson  and 
Matagorda  Counties,  Tex.,  and  have  an  additional  small  ranch  in 
Lavaca  County,  Tex.,  and  have  been  engaged  in  this  business  since 
1911,  although  the  lands  have  been  in  the  family  for  about  a  century 
and  one-quarter.  Some  of  the  lands  were  granted  to  my  great  grand- 
father  by  the  Mexican  Government. 

During  the  early  days  I  have  paid  interest  as  high  as  13  percent 
per  annum,  and  have  had  national  banks  tell  me  they  would  as  soon 
lend  money  on  a  school  of  red  fish  in  the  Gulf  of  Mexico  as  on  a  liei  d 
of  Texas  cattle,  and  in  times  of  tight  money  and  distress,  the  cattle 
loan  business  was  confusion  confounded. 

The  passage  in  the  early  1920’s  by  you  gentlemen  of  the  Congress, 
of  the  law  setting  up  the  Federal  intermediate  credit  banks  was  the 
most  constructive  action  in  the  economic  history  of  this  country  affect  - 
ing  the  livestock  industry — ending  the  exorbitant  interest  rates  and 
the  utter  confusion  in  financing  which  had  prevailed  before,  and  put¬ 
ting  the  livestock  loan  business  on  an  entirely  different  basis,  mediod, 
and  foundation.  This  will  go  down  as  one  of  the  great  acts  of  Con¬ 
gress,  easily  comparable  to  the  law  establishing  the  Federal  land  bank 

Sy  The  "record  of  the  several  intermediate  credit  banks,  especially  the 
one  of  Texas,  speak  for  the  constructive  validity  of  the  system,  and 
their  debentures  have  met  a  favorable  response  from  investors  and  now 
enjoy  an  acceptance  and  confidence  of  which  you  gentlemen  of  the 
Congress,  the  FICB’s,  the  livestock  producers  and  all  of  the  lending 
agencies  which  rediscount  with  the  Federal  intermediate  credit  banks. 

can  be  justly  proud  and  thankful. 

While  the  original  act  setting  up  the  Federal  intermediate  credit 
banks  was  wisely  drawn  broad  enough  to  encompass  all  agricultural 
products,  the  first  efforts  of  at  least  the  Texas  banks  were  largely  that 
of  rediscounting  for  cattle  loan  companies  and  selling  debentures  based 
on  livestock  collateral.  And  indeed  under  and  through  doubts  and  un¬ 
certainties  and  adverse  criticism  from  some  of  the  former  livestock 
lendino-  agencies,  these  Federal  intermediate  credit  banks  established 
and  o-ained  the  confidence  of  investors  in  their  debentuies  to  such  an 
amazing  extent,  that  although  less  than  10  years  old,  they  weathered  the 
terrible  depression  of  the  early  1930’s.  They  were  so  well  established 
in  the  confidence  of  the  investing  public  that  the  Government  had  a 
paved  road  on  which  to  launch  the  production  credit  corporations 
and  their  children,  the  production  credit  associations,  as  well  as  the 
bank  of  cooperatives.  This  record  of  the  Federal  intermediate  credit 
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S.h;  H  r  constru?ive  and  magnificently  solid  that  you  gen- 
t  emen  of  the  Congress  burdened  with  the  welfare  of  apiculture 
Jiould  give  long  pause  before  making  any  change  whatsoever  in  the 
?ntnCial  "tnn'ture  ?r  management  of  the  Federal  intermediate 
but  spemfica%Ppr  livSo^lP^  dllJS  ^  agviculture  S^erally, 

shmfidPITnkf  mithn  rlternative  y°u  decide  that  these  institutions 
structure  b  !  T  f  b  ?over.nme“t  money  taken  out  of  their  financial 
„  ,reTbut  1  submit  again,  when  m  all  of  the  history  of  agricul- 

.  f  vi  /l  ‘"if0  m"dl  bT  llo,,e  "iths°  little  f-then  I  think 

m  fairness  that  the  three  amendments  below  suggested  should  be 

adopted  and  made  a  part  of  tin's  bill  by  this  committee 

nJ'l  :i1iat  a  St°ck  ‘V  ^e  consolidated  bank  be  purchased  by  users  of 
the  bank  on  an  equal  basis — not  just  the  PCA’s 

fb?VTilat  J^e  O FI’s  and  all  other  institutions' ’ doing  business  with 
|  *.e  Federal  intermediate  credit  banks  have  representation  on  the  dis- 
nct  farm  credit  board  and  that  the  majority  of  the  members  of  the 
board  of  directors  shall  be  elected  by  the  stockholders  of  the  bank 

?Se-rS  3nd  ?to/;kllolders  of  the  bank  shall  have  access  to  and 
participate  m  the  rights  and  privileges  of  the  revolving  fund. 

1  urge  the  adoption  of  the  amendments,  not  only  as  a  matter  of 
fairness,  but  for  these  more  broad  and  farsighted  reasons: 

1.  for  the  ultimate  welfare  of  all  agriculture — the  farmer,  dairy¬ 
man,  poultryman  and  livestock  raiser-all  of  whom  have  peculiar  and 

paiticular  problems  of  finance,  production,  marketing  and  distribut¬ 
ing 


2.  That  the  ownership  and  management  of  the  rediscounting 
agency  the  FICB  s  should  not  be  turned  over  to  one  segment  or 
taction,  but  open  to  all  who  rediscount  regularly. 

3.  Membership  on  the  boards  of  these  banks  of  and  by  persons  rep¬ 
resenting  the  old  line  loan  companies  can  make  immeasurably  con- 
structive  contributions  of  experienced  management,  which  can  and 
will  unquestionably  encourage  and  retain  the  confidence  of  not’ only 
the  borrowers,  but  of  the  investing  public. 

The  cattle  industry  does  not  seek  either  favoritism  or  subsidy,  but 
does  earnestly  desire  a  strong  rediscounting  agency  that  understands 
its  peculiar  problems  and  will  stand  the  strain  and  stress  of  time. 

Any  cattle  loan  company  then  or  now  does  not  have  the  treasury 
sufficient  to  carry  its  own  paper.  It  is  a  matter  of  rediscounting 
and  the  cattle  loan  company  is  simply  the  mechanics  of  receiving  the 
application,  investigating  the  borrower  and  checking  his  collateral 
and  then  supervising  that  collateral  during  the  course  of  the  loan. 

Then  he  lias  to  have  a  place  to  rediscount  his  paper.  The  insur¬ 
ance  companies,  the  large  insurance  companies,  were  never  interested 
in  a  production  loan.  They  were  interested  in  real  estate.  There  are 
no  sources  of  rediscount  except  the  big  banks  and  the  national  banker, 
or  any  banker  is  the  guardian  of  the  deposits  of  his  depositors,  and 
he  must  keep  himself  liquid  and  so  in  the  days  immediately  follow¬ 
ing  World  War  I,  the  Federal  Reserve  System  was  cussed  pretty 
thoroughly  by  many  cattlemen  for  devaluating  to  the  extent  they 
did,  but  I  have  never  criticized  them  because  they  were  faced  with 
protecting  the  integrity  and  the  liquidity  of  the  national  banks  that 
they  supervised. 
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The  Government  and  the  Congress,  in  their  wisdom,  having  had 
expei  ience  T\ith  the  land  bank,  which  is,  I  think,  the  greatest  piece  of 
legislation  affecting  agriculture  in  the  history  of  this  whole  country, 
having  had  that  experience  and  knowing  the  peculiar  characteristics 
and  problems  of  the  production  loans,  particularly  at  that  time,  and, 
Mi.  Chairman,  it  was  largely  livestock  loans  that  we  were  concerned 
with,  the  Congress  passed  the  Federal  interim  credit  bank  law,  and 
I  think  it  goes  without  any  fear  of  contradiction,  that  it  is  the  second 
most  monumental  piece  of  legislation  that  this  Congress  ever  passed 
for  the  benefit  of  agriculture,  J  ou  will  remember  in  those  days  you 
had  to  set  up  the  War  Finance  Corporation.  It  was  purely  a  tempo¬ 
rary  matter.  The  Government  extended  its  credit  but  they  said  they 
wanted  pay  for  it,  and  they  closed  it  up  as  quickly  as  possible,  and  the 
answer,  based  on  sound  principles,  was  the  setting  up  of  the  Federal 
Intermediate  Credit  Bank  System. 

Now,  in  setting  up  that  system,  the  Government  was  not  giving  any¬ 
body  any  money.  They  were  not  subsidizing  anybody.  They  told 
everybody  concerned  that  we  are  not  responsible  for  your  debentures, 
and  they  took  the  broad  view  that  something  had  to  be  done  to  finance 
the  short-time  credit  of  the  agricultural  community,  the  farmers  and 
the  ranchmen,  as  they  explained.  The  Federal  intermediate  credit 
banks  fitted  the  problem  like  a  glove  on  a  hand.  Just  the  fact  of  the 
supervision  of  the  Government  debentures  and  them  being  paid 
promptly  met  with  an  astonishing  response  from  the  investing  public, 
so  much  so  that  although  this  system  of  Federal  intermediate  credit 
banks  was  not  10  years  old.  it  met  and  weathered  without  a  whole  lot 
of  stress  and  strain,  it  met  and  weathered  the  terrible  depression  days 
of  the  early  1930’s.  It  is  something  to  think  about.  It  is  something 
that  we  can  all  be  grateful  for,  and  certainly  you  Congressmen  can  be 
proud  of  the  Federal  Intermediate  Credit  System  in  the  hands  of  old 
line  bankers  with  sound  ideas.  They  were  not  using  that  capital  that 
was  advanced  by  the  Federal  Government  without  pay.  The  law  pro¬ 
vided  as  to  those  branches,  that  if  they  made  any  money  they  had  to 
pay  25  percent  of  it  back  to  the  Treasury,  and  they  have  paid  millions 
of  dollars  back  to  the  Treasury  for  the  use  of  that  money,  but  they 
were  such  a  success  and  it  was  new.  that  it  made  a  paved  road  for  the 
Government  to  launch  the  bankers  cooperatives,  and  the  Production 
Credit  Corporation  and  their  children,  the  Production  Credit  Asso¬ 
ciations. 

I  think  that  this  system  ought  to  be  retained.  It  is  sound. 

Never  in  financial  history  has  so  much  good  been  done  with  so  little 
money. 

I  would  like  to  keep  the  Federal  Credit  Bank  System  and  its 
management  as  it  is,  but  if,  in  your  wisdom,  you  want  to  recall  the 
capital  of  the  Federal  intermediate  credit  banks.  I  am  with  you.  I 
have  no  objection  to  this  at  all. 

I  do  think,  and  I  must  say  this  just  in  ordinary  honesty,  that  I  think 
it  is  an  awfully  poor  time  to  be  making  any  changes. 

The  cattle  industry  is  a  sick  industry.  All  agriculture  is  in  a  pretty 
bad  way  and  the  farmers  credit  is  the  most  delicate  thing  of  this 
whole  business,  and  as  far  as  the  livestock  industry  is  concerned,  we 
hold  our  heads  pretty  high.  We  have  never  asked  any  favors.  We 
have  never  wanted  any  subsidy.  We  are  willing  to  stand  and  fall  on 
sound  economics. 
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However,  if  you  do  go  ahead  and  make  this  change,  if  that  is  manda¬ 
tory  and  it  is  decided  that  you  are  going  to  recover  this  capital  now, 
then  I  think,  in  common  fairness,  it  should  not  be  turned  over  to  one 
faction  or  one  segment.  This  great  system  lias  been  a  father  to  all  the 
needs  of  agriculture.  This  statement  says : 

The  12  Federal  intermediate  credit  banks  were  established  in  1923  by  the 
United  States  Government  to  provide  a  source  of  funds  for  institutions  making 
loans  to  farmers  and  ranchers.  The  banks  are  authorized  to  extend  agricultural 
credit  to  production  credit  associations,  incorporated  agricultural  credit  and 
livestock  loan  companies,  State  and  national  hanks  and  trust  companies  and 
certain  other  types  of  lenders,  financing  the  short  term  credit  requirements  of 
farmers  and  ranchers.  They  are  also  authorized  to  extend  credit  to  the  banks 
for  cooperatives. 

This  tiling  has  been  nationwide.  It  has  not  been  only  industrywide. 

Now,  as  to  turning  that  over  to  one  segment,  I  cannot  see  the  fairness 
of  it.  There  are  different  philosophies  about  everything,  including  the 
loaning  business. 

I  bear  no  grudge  against  the  PCA’s.  I  think  they  have  done  a 
wonderful  job  but  I  want  you  gentlemen  to  thoroughly  understand 
as  to  the  old  line  companies  that  we  furnish  our  own  capital  and  we 
pay  our  interest,  and  that  certainly,  as  far  as  our  little  company  is 
concerned,  that  the  Federal  intermediate  credit  banks  have  never  lost 
one  penny,  and  as  far  as  the  Government  is  concerned,  it  has  never  lost 
one  penny  out  of  the  Federal  Intermediate  Credit  System. 

You  have  a  sound  thing  working. 

Now,  if  you  are  going  to  do  this,  why  turn  it  over  to  one  segment, 
to  one  faction  ?  I  think  that  we  ought  to  let  the  rules  apply  to  every¬ 
body  that  rediscounts  with  the  Federal  Intermediate  Credit  System. 

I  am  not  making  that  plea  primarily  for  myself  or  even  for  my 
little  company.  I  am  trying  to  envision  a  far  broader,  a  far  more  far 
sighted  idea  as  to  the  future  welfare  of  agriculture  and  primarily  the 
livestock  industry  which  forms  the  market,  and  makes  a  market  for 
most  of  the  products  that  the  farmer  raises. 

Gentlemen,  I  appreciate  your  time  and  consideration  very  much 
and  all  I  ask  is  an  open  mind.  Let  us  keep  agricultural  financing 
sound ;  let  us  keep  it  in  sound  hands. 

Mr.  Poage.  Thank  you,  Mr.  Sartwelle. 

Are  there  any  questions  ? 

Mr.  Sartwelle.  Thank  you,  Mr.  Chairman. 

STATEMENT  0E  L.  D.  CAMPBELL,  SECRETARY,  OFI  COMMITTEE  OF 

TEXAS,  HOUSTON,  TEX.,  REPRESENTING  THE  HOUSTON  AGRI¬ 
CULTURAL  CREDIT  CORP.  AND  OTHER  FINANCING  INSTITU¬ 
TIONS  OF  TEXAS 

Mr.  Poage.  The  next  witness  is  Mr.  Campbell.  I  believe,  Mr.  Camp¬ 
bell,  that  you  represent  a  number  of  institutions,  do  you  not? 

Mr.  Campbell.  Yes. 

(The  statement  submitted  by  Mr.  Campbell  is  as  follows:) 

There  are  nine  privately  and  cooperatively  owned  agricultural  financing  insti¬ 
tutions  in  Texas  which  discount  their  loans  with  the  Federal  Intermediate  Credit 
Bank  of  Houston.  These  are  in  addition  to  the  Production  Credit  Associations 
operating  in  the  district.  These  loan  companies  are  referred  to  as  the  Other 
Financing  Institutions  or  OFI’s.  We  are  naturally  vitally  interested  in  any 
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legislation  affecting  the  Federal  intermediate  credit  hanks  which  afford  us  our 
source  of  money.  We  respectfully  present  this  petition  urging  that  H.  R.  10285, 
S.  3550  and  the  other  pending  bills  be  amended  to  allow  the  Other  Financing 
Institutions  to  participate  in  the  purchase  and  ownership  of  the  Federal  inter¬ 
mediate  credit  banks  on  an  equal  basis  with  the  Production  Credit  Associations. 

Since  the  beginning  of  movements  throughout  the  country  to  change  the  status 
of  the  Federal  intermediate  credit  banks  we  have  been  opposed  to  any  legisla¬ 
tion  which  would  remove  these  banks  from  Federal  supervision  and  control.  It 
has  been  our  feeling  that  as  long  as  the  fundamental  laws  under  which  the 
Federal  intermediate  credit  banks  operate  remain  constant,  we  had  a  substantial 
degree  of  protection  against  the  possibility  of  losing  these  banks  as  a  dependable 
source  of  discount.  Nevertheless,  we  feel  that  if  the  banks  shall  ultimately  be¬ 
come  privately  owned  by  the  corporations  having  discount  privileges  with  them, 
we  would  not  be  opposed  to  legislation  in  that  direction  if  we  are  afforded  equality 
of  treatment  with  the  Production  Credit  Associations.  Thus  far,  the  bills  which 
have  been  introduced  do  not  afford  us  this  equality  of  treatment  in  that  we  will 
not  have  the  right  to  purchase  capital  stock  of  the  Federal  intermediate  credit 
banks,  we  will  not  have  the  right  of  emergency  participation  in  revolving  fund 
nor  will  we  have  a  vote  in  the  election  of  members  of  the  district  farm  credit 
boards.  These  are  all  vital  elements  and  should  not  be  accorded  to  just  one 
segment  of  the  patrons  of  the  banks.  We  do  not  feel  that  the  ownership  of  the 
Federal  intermediate  credit  banks  should  be  limited  to  any  segment  of  its  patrons. 
To  do  so  would  certainly  place  the  other  users  of  the  banks  in  an  unequal  position. 

We  would  like  to  present  a  few  facts  in  support  of  our  position  and  in  justifi¬ 
cation  of  the  reasons  why  there  should  be  no  discrimination  between  our  insti¬ 
tutions  and  the  Production  Credit  Associations.  As  of  March  31,  1956,  the  9 
other  financing  institutions  of  Texas  had  a  combined  capital  and  surplus  of 
$5,480,648  and  had  loans  totaling  approximately  $20  million  discounted  with  the 
Federal  Intermediate  Credit  Bank  of  Houston.  This  amounts  to  about  22  per¬ 
cent  of  the  total  outstanding  loans  of  that  bank.  We  do  not  have  the  figures 
available  for  the  other  financing  institutions  in  other  sections  of  the  country, 
but  we  are  reliably  informed  that  the  OFI’s  in  the  12th  Farm  Credit  District  at 
Spokane,  Wash,  (including  the  States  of  Washington,  Oregon,  Montana,  Idaho, 
and  Alaska)  accounted  for  35  to  40  percent  of  the  Federal  Intermediate  Credit 
Bank’s  annual  volume  of  loans  in  that  district.  We  also  understand  the  OFI’s 
have  a  substantial  volume  of  loans  discounted  with  the  Federal  Intermediate 
Credit  Bank  of  Berkeley,  Calif. 

Eight  of  the  nine  financing  institutions  for  which  we  are  speaking  have  been 
discounting  with  the  Federal  Intermediate  Credit  Bank  of  Houston  for  more 
than  27  years,  and  two  of  these  institutions  have  been  discounting  with  that 
bank  since  it  was  organized  in  1923.  The  other  financing  institutions  all  over  the 
country  were,  for  the  most  part,  organized  and  served  agriculture  for  8  to  10 
years  prior  to  the  organization  of  the  production  credit  system  (Farm  Credit 
Act  of  1933),  and  have  contributed  in  a  proportionately  large  measure  up  to 
$52,566,642  (as  of  December  31,  1955)  of  accumulated  sux-plus,  reserves  and  un¬ 
divided  profits  of  the  12  Federal  Intermediate  Credit  Banks. 

The  institutions  for  which  I  speak  have  a  history  of  successful  operations  and 
continued  growth  of  many  years,  serving  the  agricultural  needs  of  their  patrons 
in  good  times  and  bad.  They  have  eloquently  demonstrated  their  worth  to  the 
farmers  and  ranchmen  who  have  availed  themselves  of  their  services,  and  have 
earned  a  place  of  permanence  in  the  farm  credit  system  which  should  be  equal 
in  all  respects  with  that  of  the  Production  Credit  Associations.  We,  therefore, 
feel  that  we  are  entitled  to  equality  of  treatment  under  the  pending  legislation 
and  urge  that  H.  R.  10285,  S.  3550  and  any  other  bills  of  a  similar  nature  be 
amended  in  the  following  respects  : 

1.  To  enable  the  other  financing  institutions  to  purchase  the  capital  stock  of 
the  Federal  Intermediate  Credit  Banks  on  the  same  basis  as  the  Production 
Credit  Associations.  Control  goes  with  ownership  and  we  certainly  feel  that  we 
should  be  allowed  to  share  in  the  purcase  of  the  banks,  particularly  since  the 
other  financing  institutions  have  played  an  important  part  in  the  growth  of  the 
banks  over  the  years.  In  addition,  participation  by  the  other  financing  institu¬ 
tions  in  the  purchase  of  the  bank’s  capital  stock  would  spread  the  burden  and 
enable  the  Government  capital  to  be  retired  at  a  faster  rate. 

2.  To  enable  the  other  financing  institutions  to  vote  for  the  twro  directors  of 
the  District  Federal  Intermediate  Credit  Banks  on  the  same  basis  as  the  Produc¬ 
tion  Credit  Associations.  This  can  be  accomplished  by  allowing  the  two  such 
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directors  to  be  elected  by  the  stockholders  of  the  bank  on  the  basis  of  one  vote 
for  each  share  of  the  capital  stock  of  the  Federal  Intermediate  Credit  Banks  of 
the  district  owned  by  each  such  stockholder,  instead  of  the  method  of  election 
now  provided  by  law. 

3.  To  permit  the  use  of  the  revolving  fund  by  the  Governor  of  the  Farm  Credit 
Administration  to  subscribe  to  the  capital  stock  of  the  OFI’s  discounting  with 
the  Federal  Intermediate  Credit  Banks  in  times  of  stress  or  emergency,  on  the 
same  basis  as  he  is  now  permitted  to  subscribe  to  the  capital  stock  of  the  Produc¬ 
tion  Credit  Associations,  and  under  regulations  promulgated  by  him. 

It  is  our  feeling  that  by  reason  of  the  important  position  held  by  the  other 
financing  institutions  in  the  agricultural  lending  field  and  the  marked  contribu¬ 
tions  made  by  them  during  the  past  33  years  in  the  establishment,  development, 
and  successful  operation  of  the  Federal  Intermediate  Credit  Banks,  we  should 
have  nothing  more  or  less  than  equality  of  treatment  with  the  Production  Credit 
Associations. 

Mr.  Campbell.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  am 
L.  D.  Campbell  of  Houston,  Tex.,  secretary  of  the  OFI  Committee  of 
Texas. 

I  am  an  officer  and  director  in  the  Houston  Agricultural  Credit 
Corporation,  one  of  the  OFTs  which  is  doing  business  with  the  Federal 
Intermediate  Credit  Bank. 

I  have  been  in  the  credit  business  for  the  past  30  years,  the  last  busi¬ 
ness  being  a  production  credit  business,  and  if  you  will  pardon  a  slight 
personal  reference,  I  may  state  that  I  have  had  quite  a  bit  of  experience 
in  farm  credit  work,  of  which  I  am  very  proud. 

I  went  to  work  with  the  Federal  Intermediate  Credit  Bank  in  1934 
during  the  depression  years.  I  was  with  that  institution  for  a  period 
of  5  years  as  credit  examiner. 

Then  later,  I  went  to  the  Production  Credit  Corporation  where  I 
also  was  engaged  in  credit  work,  where  I  remained  until  1952.  In 
1952, 1  went  with  the  Houston  Agricultural  Credit  Corporation,  an  old 
line  company,  and  I  became  an  officer  and  director  in  that  organization. 

Briefly,  the  Houston  Agricultural  Credit  Corporation  as  an  ex¬ 
ample,  has  been  discounting  with  the  Federal  Intermediate  Credit 
Bank  ever  since  1923.  They  were  the  first  one,  they  got  the  first  loan, 
I  guess,  of  any  of  the  OFI’s. 

They  started  with  only  about  $5,000,  and  the  corporation  was  organ¬ 
ized  by  the  dairymen  down  there.  Today  that  capitalization  is  some¬ 
thing  over  $1  million  and  the  loans  on  the  books  presently  amount  to 
$5  million. 

This  company  is  owned  entirely  by  the  stockholders.  In  1923,  when 
we  organized,  it  was  organized  on  the  basis  of  the  Federal  land  bank 
system  by  stock  ownership ;  that  is,  each  time  a  borrower  gets  a  loan, 
he  buys  5  percent  of  his  loan  in  stock.  That  is  the  way  they  make  up 
their  capital.  I  refer  to  those  matters  because  I  would  like  to  give  you 
a  little  of  my  background. 

I  am  also  representing  here  today  nine  companies  of  Texas.  These 
nine  Texas  companies  all  discount  loans  with  the  Federal  Intermediate 
Credit  Bank.  Eight  of  those  9  companies  have  been  discounting  with 
this  bank  for  a  period  of  27  years,  most  of  them  for  a  period  of  8  to  10 
years  prior  to  the  organization  of  the  production  credit  system,  and 
they  contributed  quite  a  bit  to  the  capital  structure  of  the  present 
Federal  Intermediate  Credit  Bank  system. 

The  old  line  companies  had  quite  a  bit  of  trouble  through  the  de¬ 
pression  and  before  the  depression.  From  1923  to  1933,  they  were 
privately  capitalized.  They  had  no  Government  capital.  They  had 
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no  one  to  help  them,  bnt  they  struggled  on  through  these  10  years  and 
then  the  depression  hit  us.  The  load,  of  course,  was  too  much  to 
carry 

The  production  credit  system  came  into  being  in  the  year  1933  on 
a  much  wider  scope,  and  it  has  served  a  very  fine  purpose  and  it  has 
accomplished  a  lot  in  all  of  these  years. 

Now,  the  OFTs  in  Texas,  of  course,  are  nine  in  number.  They  con¬ 
sist  of:  The  Agricultural  Livestock  Finance  Corporation  of  Fort 
Worth ;  the  Commercial  Cattle  Loan  Company  of  San  Antonio ;  Del 
Rio  Wool  &  Mohair  Company  of  Del  Rio,  Tex. ;  Houston  Agricultural 
Credit  Corporation,  Houston,  Tex.;  National  Finance  Credit  Cor¬ 
poration  of  Texas,  Fort  Worth,  Tex.;  the  Producers  Loan  Company, 
Childress,  Tex. ;  Producers  Wool  &  Mohair  Company,  Del  Rio,  Tex. ; 
San  Antonio  Agricultural  Credit  Corporation,  of  San  Antonio;  the 
Wool  Growers  Central  Storage  Company  of  San  Angelo,  Tex. 

That  gives  you  an  idea  of  a  cross  section  of  the  various  types  of  loans 
that  these  organizations  handle. 

These  institutions  have  no  thought  about  a  fight  with  the  Produc¬ 
tion  Credit  Associations.  When  I  was  on  their  side  of  the  fence,  we 
worked  with  the  Production  Credit  Associations.  I  am  on  the  other 
side  of  the  fence  now,  and  we  still  work  with  the  PCA  s,  but  there  was 
a  very  valuable  contribution  made  by  the  OFI  s,  especially  in  the 
period  10  years  prior  to  the  organization  of  the  PCA's,  during  those 
10  long  years  when  they  were  accumulating  reserve  surpluses  of  the 

credit  banks.  _  . 

As  an  example,  the  Houston  Intermediate  Credit  Bank  ou  Decem¬ 
ber  31, 1933,  had  $730  in  surplus  accumulated  by  the  OFI's.  That  was 
up  to  1933.  It  was  all  OFI  earnings. 

Since  that  time  the  OFI's  have  continued  to  contribute  to  that  fund 
to  build  the  surplus.  Today  the  OFI’s  in  Texas,  as  well  as,  I  am 
sure,  in  the  other  parts  of  the  country,  are  asking  for  only  three  things 
in  connection  with  this  bill : 

They  are  supporting  the  bill  but  they  are  also  asking  an  amend¬ 
ment  be  made  to  include  better  participation  by  the  01 1  s  in  the  pur¬ 
chase  of  the  F ederal  Intermediate  Credit  Bank  stock. 

In  other  words,  the  first  amendment  that  the  OFI's  would  like  to 
see  included  is  the  right  to  buy  capital  stock  along  with  the  Production 
Credit  Associations  on  the  same  basis. 

Of  course,  as  you  know,  with  control  goes  ownership  and  w  ithout 
ownership,  the  OFI’s  feel  more  or  less  like  a  stepchild,  left  out.  They 
want  the  opportunity  to  purchase  stock  on  the  same  basis  as  the  pro¬ 
duction  credit  associations.  . 

The  second  thing  the  OFI’s  want,  of  course,  is  the  power  of  fran¬ 
chise,  the  right  to  vote,  to  help  to  elect  directors.  Naturally,  the  di¬ 
rectors  are  going  to  control  the  policies  and  affairs  of  the  Fedeial 
Intermediate  Credit  Banks. 

Unless  the  OFI's  have  some  representation  on  the  harm  Credit 
Board,  it  is  entirely  possible  in  years  to  come,  the  OFI's  feel  that 

they  might  be  slighted  as  the  years  go  by.  . 

The  third  is  to  permit  the  Governor'of  the  Farm  Credit  Administra¬ 
tion  to  subscribe  to  capital  stock  in  the  OI  I’s  on  the  same  basis  as 
he  does  that  of  the  PCA’s  in  times  of  emergency  or  stress. 
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foM  s  have  never  asked  for  one  dime  of  Government  cani- 

<  nit  the  time  may  come  when  they  need  some  help  in  that  respect 
Ihey  want  to  serve  agriculture  along  with  the  PCA’s  and  they  want 
to  go  along  with  them  and  work  with  them.  ^ 

OlTs^nThfmst^1?  beCaU?i  °f  the  in?P°rt1ant  position  held  by  the 
uri  s  m  the  past  33  years  m  the  agricultural  field  that  these  amend¬ 
ments  which  we  request  should  be  made.  amend 

Thank  you,  gentlemen. 

Mr.  Poage.  Now,  you  point  out  that  you  would  like  to  stand  in  the 
same  position  that  the  PCA’s  stand  in  as  far  as  all  of  the  benefits 
contained  m  this  proposal  are  concerned.  What  about  the  obliga- 

S  involve!  0FI'S  *““* 

Mr.  Poage.  Let  us  see  what  responsibilities  you  would  accept  Are 
Me  creditTaiikir^  ^  ^  °f  Credit  to  deal,n-  with  the  intermedi- 

We^nv  ARPJELLi  1  tllink  the^  w?uld  if  d  was  a  necessary  provision, 
is  Jotolro^.0”6  °rgaMZatl0n  “  Texas  “  that  connection  and 
Mr.  Poage.  Yes. 

Mr.  Campbell.  I  think  that  is  the  only  person  we  know  of  who  has 
eiei  operated  on  that  basis,  but  the  others  have  strictly  adhered  to 
operating  from  the  Federal  Intermediate  Credit  Bank  onlv 

same  'J  ^  ^  the  right  °f  the 

Mr.  C  ampbell.  Mr.  Poage,  at  the  present  time,  the  old  line  com¬ 
panies  are  examined  by  the  Federal  Intermediate  Credit  Bank.  Each 

compatnfeseXaminerS  S°  °Ut  and  make  an  exami nation  of  the  old  line 

Mr.  Poage.  In  order  to  see  that  your  loans  are  all  right  ? 

Afr  rwPBEu'  leS’  aVd  a]so  t0  examine  the  capital  structure. 

‘  Jn  0K'  However,  they  have  no  supervision  over  it. 

Air.  Campbell.  But,  there  is  supervision  over  the  loans.  When  the 
bans  are  submitted  they  can  accept  or  reject  them. 

n,-i  ;r  0AGE'  les»  J  nnderstand  that  but  they  have  no  supervision 
mvr  t^m  comParable  to  that  which  they  have  over  the  PCA’s 
x  rr'  Campbell.  d  es,  sir ;  that  is  right. 

Would  you  accept  that  same  kind  of  supervision? 
for  the  OF? s  hfihat  aeSirt  '  **  *  "*«*r  of  q“eStion-  1  “nnot  speak 

Mr.  Poage.  What  about  competition  ? 

Air.  Campbell.  Pardon  me,  Mr.  Poage  ? 

Mr.  Poage.  What  about  competition?  I  believe  I  am  rio-ht  am 

TevVp^  T  m/  aref’ lf  1  wanted  a  PCA  loan,  I  could  not  go  out  to  the 
T  wrmm CJUCtlT  Asft.ociatlon  of  San  Angelo  and  get  one,  could  I? 

I  A^oulcl  have  to  make  it  with  the  Waco  Association,  would  I  not? 

W1yi  rli  Ar^rpBEL^n  .e.S-  beginning,  they  had  a  t>ig  association 

WP  i  1  T  v  P?A1S  whlch1served  the  entire  State  because  they  felt 
we  Beeded  a  livestock  specialist  to  handle  large  loans.  ' 

vr  !  ,°AGE'  P>,d  we  do  n°t  liave  that  now,  do  we ? 
a  localize  Aft6P  °perating  7  or  8  years>  they  confined  them  to 
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Mr.  Poage.  But  otherwise,  you  would  be  willing  to  do  the  same  sort 

of  thing  ?  . 

Mr.  Campbell.  That  would  be  questionable;  1  do  not  know,  sir. 

We  would  have  to  present  it  to  them. 

Mr.  Poage.  I  am  perfectly  willing  to  accept  your  premise  that  we 
should  treat  everybody  alike.  We  certainly  should  not  discriminate 
against  the  other  financial  institutions,  but  I  just  want  to  know  if  you 
are  willing  to  accept  the  bitter  with  the  sweet.  If  that  be  the  truth  of 
the  matter,  I  do  not  see  why  you  do  not  just  become  a  part  of  the  PC  A, 
if  you  are  going  to  accept  all  of  the  burdens  and  responsibilities 
incident  to  it. 

Mr.  Campbell.  How  could  we  become  a  part  of  PCA,  Air.  I  oage  ( 

Mr.  Poage.  You  could  only  do  it  by  getting  a  Federal  charter  and 
giving  up  your  profits  and  becoming  a  cooperative  institution. 

Mr.  Campbell.  They  will  tell  you  that  the  1  arm  Credit  Administra¬ 
tion  Act  designates  certain  territories  for  the  PCA  in  the  United  States 
and  that  is  it.  Nobody  else  can  apply  to  enter  that  territory.  We  could 
not  apply  if  we  wanted  to.  We  could  not  organize  one  if  we  wanted 

to.  It  is  all  there.  .  . 

The  Farm  Credit  Administration  designates  it  m  the  United  States, 

Puerto  Rico,  and  Cuba.  . 

Mr.  Poage.  I  know,  but  we  might  get  some  reorganization.  It  we 
are  going  to  make  changes,  we  might  make  some  changes  on  those 

boundaries.  .  ,..  . 

I  am  one  of  those  who  feel  that  there  is  certainly  room  tor  ail  ot 
these  lending  institutions  in  Texas,  and  I  think  we  could  work  it  out 
so  that  there  is  plenty  of  room  for  them,  but  if  you  are  going  to  demand 
the  right  to  direct  policies,  and  I  can  understand  your  wish  in  that 
respect,  if  3Tou  are  going  to  demand  that  right,  just  how  are  you  going 
to  justify  asking  the  privilege  to  go  out  and  to  be  exempt  from  a  good 
many  policies  which  are  applicable  to  the  majority  of  the  members  ot 

the  plan?  „  ,,  ,, 

Mr.  Sartwelle.  Would  it  be  out  of  order  for  me  to  answ er  that . 

Mr.  Poage.  Yes,  you  may  answer  it.  . 

Mr.  Sartwelle.  I  do  not  think  that  the  Congress,  when  it  was  faced 
with  this  perplexing  problem  that  had  never  been  solved  before  back 
there  in  1923,  intended  to  have  only  some. narrow  channel  in  w b 1  *  •' 
it  could  help  agriculture.  The  law  itself  is  as  broad  as  the  field  ot 
agriculture,  and  the  lending  of  money  on  chickens,  and  I  would  hate  to 
have  a  loan  on  them,  is  different  from  the  lending  of  money  on  catile, 
and  the  lending  of  money  on  crops.  That  is  a  different  situation. 

You  knew  Mr.  Smith  from  Mexia. 

Mr.  Poage.  Yes,  I  knew  him. 

Mr  Sartwelle.  He  was  a  very  fine  gentleman.  No  better  gentle¬ 
man  ever  lived  in  the  world.  He  was  a  very  successful  banker  and  his 
father  had  been  a  country  banker  before  lum.  Y  hen  they  struck  oil  at 
Mexia,  he  got  pretty  rich.  He  had  a  little  extra  time  on  his  hands, 
and  when  the  Government  needed  some  help  there  in  the  early  s, 
because  the  production-credit  associations  had  not  been  formed,  and 
the  old  intermediate  credit  bank  was  not  broad  enough  to  take  care  ot 
the  situation,  he  offered  to  help.  In  fact,  right  there  was  the  time 
when  the  one  thing  wanted  was  to  borrow  money  from  somebody  else. 
They  needed  help.  They  could  not  get  one  dollar  out,  of  the  national 
banks  in  Houston  to  help  to  meet  this  agricultural  crisis.  The  national 
banks  were  trying  to  protect  themselves. 
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•  tt  l  lu!f  tim^,Ed  Smith  headed  this  temporary  relief  lending  ao-encv 

B0lfc°vUta  ' iad  4 b0ald  *■  We  establishes 

or  “No”  f  '  a  ’  S°me  6xecutlve  has  got  to  be  able  to  say  “Yes” 

The  second  in  command  was  our  good  friend  Mr.  Holman  Cart- 
tTmfhT  ibut  hf  t0ld  Government,  “I  can  only  work  when  I  have 
jiiS  in1  anTout0  mUCh  business  of  my  own  to  attend  to.”  So  he  was 

man'6  WhlT"  “  comm!ln,j  ™s  «ie  property  and  livestock  loan 
man.  When  a  cowman  would  come  in  to  Mr.  Smith  who  had  Iipph 

E  at,  Mexia  al1  of  his  life,  a  man^with  milHons  of 

d irl T]  ?  ,  and  ®ome  cowman,  a  rusty  looking  old  cowpuncher 
Smith  to  dlath  H  e  $  n  ’  0r  or  *^0,000,”  it  scared  Mr! 

S? .  Sartwelled’  "  °U  better  See  Mr‘  Cartwright  or 

Now,  if  some  Negro  came  in  and  wanted  to  borrow  $35— and  ttov 
$3<K)SMt  Sm  lift0 ''I  jVm?  C|ays— or  he  wanted  to  borrow  $200  dr 

he  W"S  p4rfcrt*  V  >-.e  in 

Corporation  with  the  ohfint^  Production  Credit 

eating  them  up.  S  That  i1aHullCly\?Ct  'ney^/r^doino6  ^TheVare 
not  being  merged  with  them,  they  are  eating  them  up  y 

in l  tTard^hTseS7cA?bgpeISe  aU  due  Com'tesy  ab™t  my  feel- 

yh  Y  \aia  tfese  r  CA  s  because  I  know  a  lot  of  those  PCA’s  Thev 

had  to  have  that  supervision.  You  had  to  provide  your  production 

ci  edit  corporation  to  supervise  and  teach  people  and  the  farmers 

how  to  lend  money  because  you  did  not  relax  for  1  minute  your  ms  rue 

tions  to  the  Federal  intermediate  credit  banks  that  they  must  keen 

themselves  sound,  that  they  have  got  to  pay  their  debentures  and 

their  debentures  were  based  solely  and  only  on  the  collateral  that 

they  had,  and  m  the  early  days,  in  the  1930’s,  you  know  that  if  a  flock 

vHf  topv  o-  four  or  five  of  got  together  and  wired  Mr.  Roose- 
’  ^ hey  got  attention,  and  you  would  have  had  a  very  funny  look¬ 
ing  credit  situation  if  you  had  not  had  supervision. 

I  vvilVtplTwm'toW1|lhnf  tf>  have  whatever  supervision  is  necessary,  but 
1  will  tell  you  the  kind  of  supervision  that  we  need. 

i  i G  taf!va  Pjece  of  paper  over  to  the  Federal  intermediate  credit 

it» .  Ynrtof  f1y  Say’  ?  6  Wi! 1  not  take  il  or  we  will  just  take  a  part  of 
it  ,  and  if  the  report  on  the  man  comes  in  bad,  we  have  to  inspect 

it  and  make  out  a  sworn  statement  about  it.  That  is  the  supervision 
we  get. 

■  i  b  lihe  jiowers  and  I  think  that  they  are  necessary  but  I  do  not  like 
ie  c  nld  and  I  do  not  like  the  student  to  be  made  the  master.  I  have 
not  any  personal  feelings  m  that. 

I  am  talking  now  Mr.  Poage,  for  the  future  of  agriculture. 

I  have  dedicated  the  best  part  of  my  life  to  try  to  help  Texas  agri¬ 
culture  and  the  Texas  livestock  industry,  and  this  thing  of  credit  is 
something  that  is  delicate.  It  is  important. 

Mr.  Chairman,  you  say  that  we  should  become  part  of  PC  V  I 
am  seeing  down  through  the  years  and  they  say  now,  here,  you ’are 
taking  our  territory  because  we  have  a  right  to'lend  money  all  over 
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the  State  of  Texas  as  we  have  a  State  charter.  Also  we  make  loans 
in  Louisiana.  We  have  to  get  special  permission  in  order  to  do  that 
and  as  you  know,  they  have  peculiar  laws  but  we  do  it,  and  the  loans 
have  been  good. 

Now,  we  want  equality  with  the  PCA’s,  just  equalitv,  and  this  law 
gives  us  only  one,  that  we  will  have  the  right  to  discount.  We  will 
have  the  same  interest  rate,  but  it  leaves  in  the  PC  A  district  boards 
and  in  this  Board  in  Washington  the  authority  to  make  rules  and 
regulations.  It  is  this  administrative  law  that  has  the  force  and 
effect  of  law  that  could,  in  time,  put  these  other  lending  agencies  out 
of  business  and  you  have  narrowed  the  channel  down  to  a  very  small 
stream. 

Mr.  Johnson.  Do  I  infer  from  what  you  said  that  there  are  certain 
types  of  farmers  that  you  make  loans  to,  which  the  PCA  will  not  make 
loans  to,  and  yet  they  are  good  people  who  should  have  loans  ? 

Mr.  Sartwelle.  The  fanners  that  we  lend  to  generally  are  people 
who  come  to  us  with  pretty  direct  requests. 

Mr.  Johnson.  What  I  was  trying  to  determine  is  whether  or  not  it 
is  your  policy  to  allow  a  loan  to  certain  farmers  that  the  PCA  would 
have  turned  down,  or  a  group  that  PCA  perhaps  would  not  take? 

Mr.  Sartwelle.  No ;  I  think  the  reverse  is  true. 

Mr.  Johnson.  Are  you  a  little  more  conservative  on  your  loans 
than  PCA  is  ? 

Mr.  Sartwelle.  Yes,  we  are  more  conservative  on  our  loans  than 
PCA  is. 

On  the  other  hand,  and  I  will  say  this  partly  because  Mr.  Poage 
knows  as  a  cowman,  as  an  old  cowman,  that  he  did  not  like  sheep  and 
particularly  the  dairymen.  He  just  looked  at  beef,  but  as  to  our  little 
loan  company,  which  is  here  represented  by  Mr.  Campbell  and  myself, 
we  have  adopted  a  policy  of  lending  to  dairymen,  not  on  the  weight  of 
that  cow  but  on  her  production  of  milk,  and  we  make  them  pay  us 
Aveekly.  It  is  in  the  face  of  this  PCA  opposition,  and  don’t  you  think 
that  those  old  boys  are  now  out  looking  for  business.  We  have  from 
80  to  85  percent  of  the  dairy  business  in  the  Houston  milkshed. 

Mr.  Johnson.  How  does  your  interest  rate  compare  with  theirs? 

Mr.  Sartwelle.  I  think  that  they  are  the  same.  We  get  our  money 
from  the  Federal  Intermediate  Bank. 

Mr.  Johnson.  Are  your  charges  about  the  same  as  PCA’s? 

Mr.  Sartwelle.  Yes,  sir. 

Mr.  Johnson.  That  is  all. 

Mr.  Sartwelle.  Speaking  of  a  Federal  charter  under  this  regional 
Federal  interim  credit  bank,  somebody  else  bought  it,  and  they  asked 
if  we  would  be  willing  to  take  a  Federal  charter.  The  original  law 
provided  that  in  order  to  get  a  charter,  you  had  to  have  a  minimum 
capital  of  $75,000.  If  you  mean  by  changing  our  charters,  that  kind 
of  a  thing,  we  would  be  very  glad  to  do  it,  but  of  course,  we  took  a 
little  oA-er  $5,000  originally  and  put  it  into  this  organization  and  built 
it  up. 

Mr.  Johnson.  Would  the  restriction  of  territory  Avork  with  you 
people  ? 

Mr.  Sartavelle.  No,  sir;  that  is  a  thing  that  we  are  Arery  violently 
against. 

Mr.  Johnson.  Thank  you. 
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Mr.  Hope.  Mr.  Sartwelle,  I  am  sorry  that  I  was  called  out  and  did 
not  get  to  hear  your  statement,  but  since  I  have  returned  and  heard 
just  your  concluding  remarks,  I  want  to  see  if  I  understand  your  posi¬ 
tion  correctly.  Do  you  contend  that  the  passage  of  this  legisl  ation  wi  11 
put  organizations  like  your  own  in  a  worse  position  than  they  are  in 
at  the  present  time  ? 

Mr.  Sartwelle.  No,  I  do  not,  Mr.  Hope,  right  at  the  moment.  I 
think  we  would  probably  live  but  I  submitted  in  my  argument  that  in 
all  fairness,  if  they  were  to  recover  this  capital  for  the  Government 
and  sell  out  and  turn  the  thing  over,  it  ought  to  be  turned  over  to  the 
people  that  rediscount  with  the  Federal  credit  interim  bank  on  an  equal 
basis  to  all.  I  do  not  think  that  there  should  be  any  election  about 
it.  I  think  in  yesterday’s  testimony  it  came  up  and  Mr.  Poage  ob¬ 
jected  to  some  fellow  who  wanted  to  have  the  right  to  buy  stock  or  the 
right  not  to  buy  it,  and  I  think  he  was  right. 

I  think  we  ought  to  be  required  to  buy  stock  and  certainly  we  ought 
not  to  ask  the  PCA’s  to  undertake  any  burdens  we  would  not  undertake. 

It  is  true  that  you  do  have  a  conflict  of  philosophy  here  and  I  do  not 
think  the  Government  is  one  to  carve  out  certain  spheres  here  in  order 
to  give  people  a  monopoly  on  that  particular  little  area. 

Mr.  Hope.  You  are  opposed  to  the  idea  of  getting  Government 
capital  out  of  these  banks  ? 

Mr.  Campbell.  No,  I  am  for  it.  I  am  not  opposed  to  that. 

Mr.  Hope.  I  think  I  understand  your  position;  thank  you  very 
much. 

Mr.  Poage.  Mr.  Campbell,  do  you  have  anything  further? 

Mr.  Campbell.  No  :  thank  you,  sir. 

Mr.  McIntire.  Could  I  ask  you,  Mr.  Campbell,  a  short  question? 

Mr.  Campbell.  Certainly,  sir. 

Mr.  McIntire.  In  the  10th  district,  I  am  assuming  from  the  presen¬ 
tation  that  has  been  made  that  the  OFI’s  are  rather  active  in  the  credit 
field  in  that  district  ? 

Mr.  Campbell.  Yes,  sir. 

Mr.  McIntire.  In  any  of  your  advisory  committee  arrangements 
within  the  district,  do  they  have  advisory  committees  ? 

Mr.  Campbell.  Yes,  sir,  they  do. 

Mr.  McIntire.  Are  the  OFI’s  represented  in  any  of  that  advisory 
committee  arrangement  ? 

Mr.  Campbell.  No,  sir,  they  are  not. 

The  OFI’s  have  never  worked  together  with  them  as  a  unit  or  or¬ 
ganized  in  any  way  until  2  years  ago.  When  the  bill  came  up  last 
year,  the  policy  committee  of  the  Production  Credit  Corporation  took 
over  the  Interim  Credit  Bank  functions  and  so  forth,  and  we  got  to¬ 
gether  then  and  met;  that  is,  the  representatives  of  these  nine  com¬ 
panies,  and  I  was  elected  secretary  of  the  nine  companies. 

Mr.  McIntire.  Then,  prior  to  that  time,  there  would  not  have  been 
any  appropriate  committee,  in  which  any  one  person  could  have  served 
as  a  representative  of  the  OFI’s  in  connection  with  an  advisory  com¬ 
mittee  function  ? 

Mr.  Campbell.  Y es  sir ;  that  is  correct. 

Mr.  McIntire.  Of  those  that  you  are  speaking  for  in  the  10th  dis¬ 
trict,  how  many  of  those  are  cooperatively  organized  ? 
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Mr.  Campbell.  Out  of  the  nine,  I  can  safely  say  for  three  of  the 
larger  ones.  There  are  about  five  that  have  some  stock  features,  but 
the  stock  is  held  by  a  few  individuals,  or  a  corporation,  and  that  there 
are  three  that  are  cooperative  in  nature. 

Mr.  McIntire.  Are  they  organized  under  the  cooperative  law  of 
Texas? 

Mr.  Campbell.  No,  sir;  they  are  organized  under  State  charters.  I 
believe  the  National  Finance  Credit  Corporation  has  a  different 
charter.  However,  they  are  organized  under  a  State  of  Texas  charter 
also.  I  may  be  wrong  on  that,  but  I  think  that  is  the  situation. 

Mr.  McIntire.  How  many  of  these  nine  that  you  represent  are  sub¬ 
sidiaries  of  other  corporate  structures  or  are  controlled  as  subsidiaries? 

Mr.  Campbell.  The  Producers  Loan  Co.  of  Childress,  Tex., 
operates  m  connection  with  the  First  National  Bank.  The  same  offi¬ 
cers  of  that  bank  are  also  officers  of  the  Producers  Loan  Co.  of  Chil¬ 
dress,  Tex. 

Mr.  McIntire.  The  other  eight  are  operated  as  separate  business 
entities,  performing  specific  services  ? 

Mr.  Campbell.  That  is  right. 

Mr.  McIntire.  They  are  not  tied  in  with  anv  bank  or  a  farm  co¬ 
operative? 

Mr.  Sartwelle.  That  is  right.  They  are  on  their  own,  and  are  sepa¬ 
rate  corporations  to  serve  agriculture  and  the  ranchers  on  the  basis  of 
fair  interest  rates. 

Mr.  McIntire.  Thank  you. 

Mr.  Johnson.  TV  hat  restrictions  would  you  feel  that  your  group 
would  be  willing  to  take,  the  same  as  apply  to  the  Production  Credit 
Associations? 

Mr.  Sartwelle.  That  is  very  hard  to  say,  Mr.  Johnson. 

The  OFI’s  are  a  little  group  and  we  have  not  met  too  often.  It 
would  be  hard  for  me  to  say  about  that.  We  would  have  to  get  to¬ 
gether  and  find  out,  but  I  think  that  for  the  most  part,  the  OFFs 
would  accept  practically  all  of  the  restrictions  which  are  imposed  on 
the  credit  associations.  Some  of  them  might  raise  the  question  of  what 
restriction  would  the  PCA’s  receive  in  relation  to  the  OFI’s,  but  the 
01 1  s  operated  10  years  prior  to  the  PCA’s  and  built,  you  might  say, 
this  house  of  credit  or  started  it  and  owned  part  of  it.  Now,  along 
come  the  PCA’s  in  1933,  and  they  are  going  to  start  paying  for  the 
house  and  delegating  the  OFI’s  to  the  back  again. 

Mr.  Johnson.  There  is  at  least  one  thing  that  you  would  not  want; 
you  would  not  want  a  limitation  on  your  territory  ? 

Mr.  Sartwelle.  1  es,  sir ;  that  is  right,  because  that  is  the  wav  they 
have  always  operated. 

Mr.  Gathings.  Mr.  Campbell,  how  do  you  account  for  there  being 
such  a  decline  in  the  number  of  OFI’s  now  doing  business?  Only 
about  10  percent  of  them  are  now  in  the  field,  as  against  those  which 
were  operating  20  years  ago. 

Mr.  Campbell.  I  am  glad  to  answer  that ;  that  is  a  good  question. 
A  good  many  private  corporations  were  organized  during  the  depres¬ 
sion  years  by  local  banks  and  other  interested  members  to  bail  out  or 
tide  over  the  agricultural  depression  in  the  early  1930’s.  Most  of  these 
then  dissolved  in  3  or  4  years,  after  having  served  their  emergency 
purpose.  I  assisted  in  the  organization  of  one  such  agricultural  land 
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organization  in  Dickens  County  in  west  Texas.  We  organized  them 
in  1932,  and  in  1933  and  1934  they  got  into  pretty  good  shape,  and  in 
1935  they  dissolved  and  returned  their  capital  back  to  the  various 
owners  who  contributed  to  it — the  ranchers  and  bankers — paid  a  divi¬ 
dend,  and  paid  off  their  connections  with  the  intermediate  credit  bank. 

It  was  a  temporary  proposition  back  in  those  years.  That  accounts 
for  a  large  number  of  the  OFI’s  who  used  those  facilities  in  those  days 
during  the  depression  years. 

On  the  other  hand,  there  was  a  number  of  livestock  loan  companies 
which  went  broke  all  over  the  country ;  in  Texas,  I  believe  5  went  broke 
or  liquidated,  that  is,  5  in  the  past  33  years.  Those  fellows  actually 
went  broke  because  they  had  their  portfolios  full  of  loans.  They  had 
terrible  drought  conditions  and  low  prices,  and  they  went  just  as  far 
as  they  could,  and  their  capital  was  exhausted.  They  had  no  revolv¬ 
ing  fund  to  put  back  into  their  organization.  If  they  had  had  re¬ 
volving  funds  they  would  have  survived,  but  they  had  to  liquidate  and 
take  their  losses. 

Does  that  answer  your  question,  Mr.  Gathings  ? 

Mr.  Gathings.  Yes ;  thank  you. 

Are  there  any  further  questions  ? 

Mr.  Mcl  NTIRE.  Yes. 

Mr.  Gathings.  Mr.  Mclntire  ? 

Mr.  McIntire.  In  my  own  home  county  we  had  three  agricultural 
credit  corporations  set  up  on  this  same  temporary  basis.  When  the 
PCA’s  were  organized,  they  backed  out  of  the  field.  There  were  three 
of  them  fully  owned  by  the  banks  but  they  backed  out  of  the  loan  field 
when  the  PCA's  were  organized. 

Mr.  Gathings.  What  about  the  situation  in  recent  years,  in  the  last 
5  years ? 

Mr.  Campbell.  There  has  been  one  added  in  the  past  5  years  of  the 
old  line  companies,  in  San  Antonio.  The  Agricultural  Credit  Corpo¬ 
ration  was  organized  about  5  3Tears  ago  to  discount  loans  with  the 
Intermediate  Credit  Bank. 

Mr.  Gathings.  Thank  you  very  much. 

Mr.  Campbell.  It  has  been  a  pleasure,  gentlemen. 

Mr.  Gathings.  Thank  you,  Mr.  Sartwelle. 

Mr.  Sartwelle.  Thank  you,  Mr.  Chairman,  and  gentlemen  of  the 
conunittee  for  the  opportunity  to  appear  on  this  measure. 

STATEMENT  OF  LLOYD  GODLEY,  OSCEOLA,  ARK.,  PRESIDENT  OF  THE 

SECRETARY-TREASURERS  AND  PRESIDENTS  OF  THE  ARKANSAS 

PRODUCTION  CREDIT  ASSOCIATIONS 

Mr.  Gathings.  I  believe  we  will  have  time  to  hear  Mr.  Godley  and 
Mr.  Diebold  before  we  recess. 

Mr.  Godley  was  with  us  a  year  pgo  on  this  legislation.  Having  or¬ 
ganized  the  Wichita  district  many  years  ago  he  is  well  informed  on 
the  question  of  farm  credit.  He  is  at  the  present  time  general  man¬ 
ager  of  the  Production  Credit  Association  of  Osceola,  Ark. 

(The  statement  submitted  by  Mr.  Godley  is  as  follows:) 

Statement  of  Lloyd  Godley,  Hickory  Ridge,  Ark. 

I  am  Lloyd  Godley  of  Osceola,  Ark.,  president  of  the  Secretary-Treasurers  and 
Presidents  of  the  Arkansas  Production  Credit  Associations. 
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I  am  a  farmer,  a  member  of  Planters  Production  Credit  Association,  and  gen¬ 
eral  manager  of  the  association.  . 

I  helped  to  organize  the  production  credit  associations  in  the  Wichita  district, 
served  for  a  time  as  field  credit  supervisor,  and  later  served  as  field  representative 
for  the  Production  Credit  Division,  Washington,  D.  C. 

I  am  here  representing  10  associations  of  my  State. 

We  do  not  Question  the  good  intention  of  those  who  have  prepared  this  legisla- 
tion,  nor  the  high  purpose  of  the  honorable  gentlemen  whose  names  appear  as 

sponsors  of  this  bill.  ...  TTT 

We  shall  do  our  best  to  be  constructive  in  our  opposition.  We  shall  strive  to 
point  out  what  we  consider  to  be  wrong  and,  in  the  end,  we  shall  offer  an  alter- 

We  have  no  objective  in  being  here  except  to  protect  the  interest  of  us  farmers 

who  own  the  production  credit  associations. 

We  will  first  call  your  attention  to  the  declaration  of  policy  set  forth  in  this  bill, 
a  part  of  which  is' as  follows:  “To  facilitate  farmer  ownership  of  the  merged 
banks,  and  retirement  of  Government  capital  therein;  to  encourage  and  promote 
the  continued  growth  and  development  of  production  credit  associations  as  self- 
supporting  cooperative  lending  institutions.’ 

We  think  it  unfair  to  single  out  the  farmers  who  owned  the  production  credit 
associations  and  demand  that  they  be  responsible  for  retiring  Government  capital 
from  the  Federal  Intermediate  Credit  Bank. 

We  do  not  see  how  this  bill  can,  in  any  way,  encourage  and  promote  the  con¬ 
tinued  growth  and  development  of  the  production  credit  associations,  but  we  shall 
point  out  many  reasons  why  we  feel  that  this  bill,  if  passed,  may  work  to  the 
detriment  of  our  associations. 

Under  the  guidance  and  constructive  supervision  of  the  production  credit  cor¬ 
porations,  there  has  been  developed  a  nationwide  system  of  production  credit 
associations  without  precedent  in  soundness  of  operation  or  service  to  the  farm 


^There  is  nothing  inherent  in  a  farmer  capitalized  and  operated  credit  insti¬ 
tution  to  make  it  safe  or  sound.  ...  ..  __ 

Before  production  credit,  we  had  many  farmer-operated  credit  institutions, 
discounting  through  the  intermediate  credit  banks  that  failed  for  lack  of  proper 
guidance  and  supervision.  We,  therefore,  consider  it  extremely  unwise  to 
eliminate  the  production  credit  corporations  from  the  system. 

Even  though  the  production  credit  associations  may  be  required  to  completely 
support  the  corporations,  we  still  feel  that  its  service  will  be  worth  much  more 

We  do  not  consider  it  fair  or  in  the  traditions  of  our  Government,  to  terminate 

bv  legislation,  the  officers  and  employees  who  have  built  this  system. 

3  We  do  not  claim  that  the  motive  back  of  this  section  of  this  bill  is  to  silence 
those  officers  and  employees  who  might  otherwise  oppose  the  bill,  but  we  are  of 
the  opinion  that  it  has  done  that  very  thing.  We  can  see  the  possibility  of  such 
legislation  throwing  the  Farm  Credit  System  wide  open  to  political  appointments 
1  As  you  gentlemen  well  know,  the  Federal  intermediate  credit  banks  were  not 
set  up  for  the  purpose  of  serving  production  credit  associations.  They  weie 
set  ut>  10  vears  before  the  Production  Credit  System.  .  , 

The  Federal  intermediate  credit  banks  have,  and  do,  serve  well  as  the  discount¬ 
ing  agency  for  other  financial  institutions  lending  to  farmers,  which  includes 

banks^  livestock  associations,  cotton  factors,  et  al.  . 

We  see  nothing  fair  in  forcing  production  credit  associations  by  legislation  to 
bear  the  bmden  of  purchasing  a  bank  of  discount  for  the  use  of  other  financial 
institutions.  We  are  sure  that  many  of  the  other  financial  institutions  feel  t 

SEThel)roponentstofStMsbtm  may  claim  that  the  purchase  of  Federel 
Credit  Bank  will  be  a  benefit,  not  a  burden,  to  the  associations.  With  this  we 
must  disa°rer  Let  us  point  out  that  the  average  association  wi  1  be  required 
under  this  act  to  invest  about  $30,000  of  its  capital  in  the  Federal  Intermediate 
Credit  Bank.  ’  This  amounts  to  approximately  14  percent  of  the  total  capita 

St0Tte°L"ofaSRsCcaS  will  be  lost  to  the ’.Promotion i  credit  ajjodation  for  a 
vprv  minimum  of  20  years— some  have  estimated  it  at  40  to  5U  years.  im 
™  flame, 1  »  an  asset  of  the  ,, reduction  cred.t  assentation,  can- 

not  be  used  as  security  for  production  credit  loans. 
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Tins  loss  to  each  production  credit  association  of  $30,000  effective  canitnl  will 
mean  a  loss  of  $15  million  for  all  PCA’s  in  the  Nation  elective  capital,  will 

"!LW0U!d  to  know  bow  such  can  encourage  and  promote  the  continnpri 
o  ow  th  and  development  of  the  production  credit  association. 

°Ur  ;l,8soeiaC-,ion‘s  miSht  become  farmer  owned  and  have  sufficient 
1°  fe*ve  ,tlie  creclit  needs  of  our  respective  communities  manv  of  us 
1  ■<l1£!se<i  ®t°ck  tar  in  excess  of  the  amount  necessary  to  qualify  our  loans  To 

us  ff  doesn’t  seem  quite  fair  to  legislate  this  hard  earned  caStaMnto  Federal 
intermedmte  Credit  Bank  against  the  will  of  the  farmer^ who  put  up  the 

We  are  vigorously  opposed  to  ownership  without  control. 
rT~ rt-n  thiG  PJ°dllction  credit  associations  ever  own  the  Federal  Intermediate 
legislation  ’  y  W°”kl  "aVe  ',0  C°"trol  tmdlr  thT™oposrt 

„Aboard.  c°“P°®ecl  as  are  our  district  farm  credit  boards,  can  never  bv  the 
»  eatest  stretch  of  the  imagination,  be  considered  a  production  credit  board 
gentlemen  recommend  to  the  Congress  that  this  bill  be  passed  we 
ou  d  ho.pe  and  pray  that  you  amend  it  to  require  a  separate  board  for  nro'duc- 
lon  credit.  Instead  of  decentralizing  the  system — bringing  it  closer  to  the  neonle 

15  fnnctiuM  ,n  swas 

iz  ?  s  sr ‘ss 

pioducboncredit  associations.  There  is  no  limit  set  on  the  amount  of  B  stock 

hpaf  .“ayr  b0n-!Vetired  =  ,tberefore’  it  may  be  assumed  that  the  Federal  lute? 
mediate  Credit  Bank  would  retire  all  of  the  B  stock  owned  by  the  associations 
In  such  case,  the  Federal  Intermediate  Credit  Bank  would  evidently  bewme 
a  public  trust.  Even  though  the  production  credit  associations  had  nut  then- 
capital  into  the  Federal  intermediate  credit  banks  with  the  expectation  of 
eventual  ownership,  they  would  find  that  they  had  no  ownership  at  all  shouS 

Fefferal  Intermediate  Credit  Bank  see  fit  to  retire  the  Bstocr  P 

hltereSt  that  the  Fed6ral  intermediate  Credit  Bank 

It  may  he  argued  by  the  proponents  of  this  bill  that  the  district  board  and  the 
Administration  will  protect  the  associations  against  excessWe 

r.vf>,eS!v,iataf'-  ^  e  bave  a  lot  of  faitb  in  our  fellow  man,  but  we  have  a  lot  more 
faith  when  it  is  down  in  black  and  white  in  the  law. 

thrrfrohpaoVsedblegislati?n  ^  question’  What  do  7™  Pr°P0^  as  an  alternative  to 
Our  answer  is  that  we  need  no  alternative  legislation  at  this  time 

system’ that  has  served  the 

th Farm,  ,Credit  Act  of  1933  was  passed,  there  was  no  indication  that 
the  Congress  would  ever  require,  or  expect,  the  production-credit  associations 

Corporation.  Federal  Intermediate  Credit  Bank  or  the  Production  Credit 

armers  have  done  a  magnifieant  job  of  conserving  the  capital  appropriated 
by  the  _ Congress  to  capitalize  the  associations.  Through  careful  management 
t oVaR  of1' tL°fcnhe  associations  have  returned  to  the  Production  Credit  Corpora^ 
t  on  all  of  the  Government  capital.  But,  despite  good  management  adverse  con- 
“  ians  have  prevented  some  of  the  associations  from  becoming  completely  farm- 
®  ™nedi  unde.r  thls  Proposed  bill,  with  no  choice  of  their  own  they  are 

to  be  burdened  for  at  least  a  generation  with  the  greater  task  of  purchasing  the 
Credit  Bank,  and  this,  mind  you,  before  they  have  com- 
pleted  the  job  of  farmer  ownership  of  the  associations. 

T,  co  iPi0,.ndar  t0  Preach  complete  farmer  ownership  of  the  farm  credit  system 
It  should  be  more  popular  to  have  a  system  that  gives  the  greatest  amount  of 
credit  service  to  the  farmer  at  the  lowest  cost  to  him  neatest  amount  of 

burdentt°efSS“  SSStadS. °‘her  mSS'l°S  leBls,“H<"1  "->'1 
r.P^-foithrf  dJ!,rati?n  of  tbis  farm  crisis,  we  honestly  believe  that  the  Government 
CoPrnoJaSnnld  ri,k-‘Pt  in  FederaI  Intermediate  Credit  Bank  and  Production  Credit 
T  v  m  ,'  T  iheir  °peratlrs  should  be  streamlined  for  economy  and  efficiency 

count  It  shS  IT.™!6  in  reality,  become  a  bank  of S 

•  it  should  give  up  the  practice  it  has  followed  for  the  past  22  years  of 
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bpimr  a  m-imarv  lender.  We  read  in  the  papers  that  the  President  has  recoin- 
mended  foreign  aid  of  4.8  billion  dollars.  We  would  not  question  the  judgment 
Of  our  President  in  reference  to  his  foreign-aid  recommendations.  W  ith  the  well- 
SSSS:.  heart,  we  are  cogent  that  he  would  make  ao  reeam- 
mendation  except  what  he  honestly  considered  best  for  us  all. 

The  reason  we  mention  this  foreign  aid  is  that  the  Government  capital  n 
our  farm-credit  svstem  is  iust  a  pittance  compared  to  our  annual  forei„n-aid 
contrSion  It  would  seem  to  us  that  the  well-being  of  the  American  farmer 
is  to  suv  the  least  equal  in  importance  to  that  of  our  presumed  li lends 
foreign'  lands.  We  believe  that  the  proposed  bill  will  not  ^uc^-but  “jJ 

increase _ the  cost  of  the  farmers’  production  money.  I\e  are  confident  it  will 

reduce  the  ability  of  the  production-credit  associations  to  serve  the  peop  • 

If  it  means  farmer  ownership,  it  will  be  ownership  without  control.  It  will 
force  farmer-owned  credit  institutions  to  invest  their  capital  in  another  c  u- 

P°itwdn  deprive  associations  of  a  type  of  council  and  supervision  that  has  proven 

S°It  mav  meanUmtthe  Federal  Intermediate  Credit  Bank  will  eventually  be  a 
public  trust  corporation  instead  of  being  owned  by  the  production-credit  asso¬ 
ciations.  Seeing  this  bill  from  the  point  of  view  of  the  farmers  who  own  the 
associations  we  therefore  can  see  nothing  good  in  it.  j. 

'  All  the  associations  that  have  been  represented  before  you  gentlemen  or  that 
have  communicated  with  you  in  approval  of  this  bill,  wouM  evidently  take  stock 
in  the  Federal  Intermediate  Credit  Bank,  if  you  made  this 
We  assume  this  since  they  think  ownership  of  such  stock  will  be  so  advantageous 

*«*  »*  tatter;  theretore,  should 

vou  make  stock  ownership  optional,  we  shall  be  glad  to  let  any  association  ha 
our  share  of  the  Federal  Intermediate  Credit  Bank  stock,  thus  permitting  some 
associaUon  to  have  a  double  dose  of  a  good  thing.  We  prefer  foregoing  our 
uro  rata  share  of  Federal  Intermediate  Credit  Bank,  taking  our  chances  along 
wit h  the  other  financial  institutions.  We  urge  that  you  gentlemen  of  this  com- 
mitt.66  do  not  recommend  the  passage  of  this  bill. 

Mr.  Godley.  Mr.  Chairman  and  gentlemen,  I  am  a  farmer,  a  mem¬ 
ber  of  my  local  production  credit  association  and,  as  Mr.  txatiiin^ 
has  told  you,  I  am  also  general  manager,  of  that  association. 

I  am  appearing  here  as  president  of  our  Arkansas  Fedeiation  of 
Production  Credit  Associations.  I  represent  10  associations  out  of  the 
1 4  of  our  State.  Ten  of  our  associations  are  opposed  to  this  legislation. 

Four  of  them  are  either  favorable  to  it  or  neutral. 

I  have  a  formal  statement  here,  which,  m  order  to  sa\e  t  me, 

will  follow  rather  closely  but  not  exactly.  n 

We  in  coming  here,  certainly  do  not  question  the  good  intentions  o 
those  who  have  been  responsible  for  the  preparation  of  this  legislatio 
and  most  certainly  we  would  not  question  the  high  purpose  of  you 
honorable  gentlemen  who  have  placed  your  names  on  this  legislation 
as  sponsors  of  it.  We  shall  strive  to  be  constructive  m  opposition  to 

tU You  have  heard  some  people  say  recently  that  certain  bids  were 
bad  bills.  We  should  like  to  say  that  we  think  this  is  a  bad  bill 

agricuhure.iike  ^  compijment  our  Governor  and  his  staff  and  the 
tt  i  i  Ttn<irrl  mi  dorno1  a  super  iob  of  salesmanship.  I  think  they 
hale'  dine  a veZvkZe]ob  VJ  vlth,v  think,  however,,  that  they  are 
ovIroptTmistic  as  to  the  actual  so-called  grass  roots  sentiments  relative 

f°T  iiuve  in  mind  a  gentleman  who  appeared  before  this  cominittee 
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were  for^it  ,',tatln^  tliat  most  of  associations  in  his  district 
district’ onlhe ithdavTf  Am-il  IT}atio»  WhW*  w**  |,asSed  b>'  that 

Mr.  ^  HMt 

Go^ey?ATHINGS'  Is  this  the  *“«““»  here  that  you  spoke  of,  Mr. 

Mr.  Godley.  Yes,  sir. 

I  donoti^  *  b^Ws^SSndon  was  sent  to  me, 

before  this  committee  Tny  confilS 

of  die  ^e™.'  1  Sha11  ^  glad  t0  ask  that  the  solution  be  made  a  part 

Mr.  Gathings.  Without  objection,  it  is  so  ordered 

Mr.  Godley.  I  shall  be  delighted  to  make  it  a  part  of  the  record 

Mi.  Gathing^  Would  you  read  that  resolution?  ' 

Mr.  Godley.  This  resolution  is  dated  Jackson,  Miss.,  April  9  1950- 

P.“e7t  irSra^Sgg!^.1?  «■«?  ■*?  *  associations  o,  tt’e  Fit,,,' 
Heidelberg  Hotel  on  ST  l956at  a  meeting  heW  iu  J^sou;  Miss.,  in  the 

ffioS3SE£Z£  to^^XLA^tZa°ll  T  T*  ^ 

aia  ^  be  sees,  r  **°^s£sr$i 

fofsMs  ^Scgres-^oS!  ~ 

5  ^^ted,  effective  etiher 

Credit  Board  of  Washington  and  introduced  2  H  R  102S?n  ^  Farm 

be  enacted  into  law  ;  be  it  further  1  S  U'  10285  any  ldentical  bill, 

soSSrfn  Sw?at"St,"3S*lf?  “«  *»  CaCh  psoaootlon-credit  as- 

Representative  in  the  States  of  Ai,hom„  T  6  ™an’  and  to  eacb  Senator  and 
tieularlv  to  Senator  Allen  .T  Fllptw  chi  L  s’af  ’  and  Mississippi  and  par- 
of  the  Senate  aSd  any  tgrfcuUurl? or^llcT  °f>  ^  ^i^tural  Committee 
able  by  the  District  Advisorv  Commitfe<fni^f  e  °n  W111C1  might  be  deemed  advis- 
Board  of  New  Orleans.  Committee  and  to  each  member  of  the  Farm  Credit 

Certified  to  be  a  true  copy. 

m  ■  to.  A-  T.  Shields, 

Chairman,  District  Advisory  Committee 
Production  Credit  Associations,  Fifth  Farm  Credit  District 

stateme M?LE"'  Mr'  Chairman’  would  Iou  1<*  me  make  just  a  short 
Mr.  Gathings.  4  es,  sir. 
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Mr.  Miller.  I  do  not  represent  the  district,  Mr.  Williams  is  here 
as  the  representative  of  the  district  and  the  national  advisory  council. 
However,  naturally,  we  work  rather  closely  top-ether  on  this  thinp 
and  I  want  to  make  this  statement  that  I  feel  that  we  have  fulfilled 
this  resolution  which  was  passed  down  in  Jackson. 

It  has  been  presented  to  the  national  board,  to  Mr.  Tutell.  Since 
we  have  been  in  Washington  we  have  found  that  it  was  imperative 
that  legislation  be  enacted  immediately.  Therefore,  this  part  in  here 
which  says : 

that  if  there  must  be  legislation  as  above  indicated,  effective  either  5  years  from 
now  or  sooner,  it  is  recommended  that  the  bill  offered  by  the  Farm  Credit  Board 
of  Washington  and  introduced  as  H.  R.  10285  or  any  identical  bill,  be  enacted 
into  law. 

Thank  you,  sir. 

Mr.  Godley.  That  backs  up  my  statement  but  I  think  some  people 
have  been  overly  enthusaistic  about  the  support  this  bill  actually  has 
over  the  country.  I  am  glad  that  is  in  the  record. 

I  stated  that  I  thought  there  had  been  a  good  job  done  of  selling 
this  bill,  and  it  has  been  interesting  to  hear  the  testimony  of  those  who 
are  for  it. 

Last  summer  we  were  told  by  either  the  Governor  or  Mr.  Miles  or 
someone  on  the  staff  that  the  merger  would  means  the  raising  of  inter¬ 
est  rates  by  0.0288,  which  is  almost  three-tenths  of  1  percent.  I  am 
sure  all  of  us  are  glad  to  know  they  have  reduced  that  to  nothing,  and 
if  we  continue  to  discuss  this  bill  they  may  eventualy  get  it  down  to 
where  they  will  be  paying  us  to  take  the  money. 

I  would  like  to  call  your  attention  to  the  declarations  of  policy  here. 
The  policy  is  declared  to  be — 

to  facilitate  farmer  ownership  of  the  merged  banks  and  retirement  of  Government 
capital  therein  ;  to  encourage  and  promote  the  continued  growth  and  development 
of  the  production-credit  associations  as  self-supporting  cooperative  lending  in¬ 
stitutions. 

We  think,  gentlemen,  it  is  unfair  to  single  out  production-credit  as¬ 
sociations  and  demand  that  they  be  responsible  for  returning  Govern¬ 
ment  capital  or  retiring  Government  capital  from  the  Federal  inter¬ 
mediate  credit  banks. 

We  do  not  see  that  this  bill  can  in  any  way  encourage  and  promote 
the  continued  growth  and  development  of  the  production-credit  asso¬ 
ciations,  but  we  shall  point  out  many  reasons  why  we  feel  that  this  bill, 
if  passed,  may  work  to  the  detriment  of  the  associations.  We  have 
never  yet  found  any  way  we  felt  it  would  actually  benefit  the  produc¬ 
tion-credit  associations. 

1  was  glad  to  hear  the  Governor  say  yesterday — and  I  think  we  all 
agree  with  him — that  the  production-credit  system  has  functioned  fine 
for  the  good  of  the  American  farmer  and  the  American  people  up  to 
the  present  time.  It  was  not  just  an  accident  that  it  happened  that 
way,  gentlemen.  The  production-credit  corporations  have  been  in  the 
picture  and  they  have  seen  to  it  that  we  had  a  nationwide  coordination 
system  of  production-credit  associations  that  were  operating  on  pretty 
much  the  same  basis  and  on  a  sound  and  safe  basis.  I  think  you  will 
all  agree  with  me  that  there  is  nothing  inherent  in  a  farmer  capitalized 
and  operated  credit  institution  that  makes  it  safe  and  sound. 

It  has  been  brought  to  my  attention  this  morning  that  at  one  time 
there  were  1,200  independent  or  other  financial  institutions  in  the 
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United  States  discounting  through  the  intermediate  banks,  and  I  be¬ 
lieve  it  was  stated  there  are  only  94  now  in  operation  in  the  whole 
Nation,  leaving  1,106  that  have  gone  to  the  boards,  many  of  which, 

1  am  sure,  went  into  liquidation  due  to  the  fact  they  simply  could  not 
operate  due  to  poor  management,  lack  of  supervision,  or  otherwise. 
The  ones  who  have  stayed  on  have  had  strong  management,  as  you  can 
see  from  the  men  who  have  appeared  before  you.  They  are  strong 
men,  they  have  not  needed  supervision,  and  they  have  kept  their  in¬ 
stitutions  sound. 

I  would  like  to  tell  you  something  that  happened  in  my  State.  I 
hate  to  tell  it  because  it  did  happen  in  my  own  home  State.  Back 
in  the  depression,  before  this  system  was  organized,  there  was  an 
attempt  made  by  the  Arkansas  State  Legislature  to  set  up  a  system 
of  credit  associations,  and  the  State  put  up  all  the  capital.  The 
people  from  all  over  the  State  came  to  get  their  share.  They  divided 
it  up,  and  four  or  five  gentlemen  in  our  section  of  the  State  took 
the  capital  and  loaned  it  to  themselves  instead  of  discounting  the 
paper,  and  there  was  no  association  left.  There  was  lack  of  organiza¬ 
tion,  lack  of  supervision,  and  everything  else. 

Mr.  Gathings.  I  remember  when  that  act  was  passed. 

Mr.  Godley.  Yes,  sir. 

It  is  a  fine  system  and  why  tear  it  down  now  and  try  to  rebuild  it  ? 
Those  production  credit  associations  may  be  required  to  complete 
the  support  of  the  production  credit  corporations,  we  still  feel  that  its 
service  will  be  worth  much  more  than  it  costs.  In  our  association  it 
would  cost  with  its  present  staff,  about  what  it  would  cost  to  hire  a 
filing  clerk.  Most  certainly  the  supervision  of  the  corporation  is 
worth  more  to  any  association  than  a  filing  clerk. 

Let  me  give  you  an  example.  I  have  a  friend  who  is  president  of  a 
production  credit  association  and  he  in  some  way  did  not  much  like 
the  corporation.  There  were  some  personalities  involved  which  should 
never  be,  but  personalities  were  involved  and  he  was  very  much  for 
this  bill.  But  quite  recently  he  had  a  person  to  resign  who  was  his 
main  assistant,  and  he  had  one  of  his  field  men  to  resign  who  operated 
one  of  his  field  offices,  and  it  was  right  in  the  busy  season.  They 
called  upon  the  corporation  and  the  corporation  sent  down  a  field 
accountant  and  a  field  credit  man  and  helped  them  out  a  few  days 
until  they  had  established  a  new  man  in  the  field  and  a  new  account¬ 
ant,  and  things  are  running  smoothly  now.  He  is  not  as  much  opposed 
to  the  corporation  now  as  he  was  before. 

At  Osceola,  2  weeks  ago  we  had  our  accountant  die  who  had  been 
with  us  for  10  years.  It  was  a  very  busy  season,  and  I  hired  a  new 
accountant,  but  our  bookkeeping  system  is  complicated  and  just  any 
bookkeeper  cannot  do  it. 

I  called  St.  Louis  and  they  sent  a  field  accountant  and  he  stayed 

2  or  3  days  and  got  the  accounting  started  and  will  be  back  in  a  month 
or  two  to  train  the  personnel  there  to  do  a  good  job. 

You  may  say,  “Why  are  you  not  trained  to  do  it?” 

In  the  early  days  of  the  system  we  discussed  that  thoroughly  and 
decided  that  the  manager  of  an  association  should  be  an  executive 
and  not  necessarily  an  accountant,  and  that  perhaps  the  associations 
would  do  a  better  job  if  the  managers  were  executives,  as  bank  man¬ 
agers  are  general  executives  and  not  accountants,  and  to  leave  the 
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accounting  to  somebody  else.  That  is  what  the  system  has  done 
through  the  years  and  it  has  done  a  fine  job. 

There  have  been  few  casualties  among  the  associations  in  the  United 
States. 

Mr.  Gathings.  How  many? 

Mr.  Godlf.y.  There  were  some  liquidations  in  Maine  the  first  year 
because  of  the  potato  situation  there;  and  in  the  apple  section  of  Ore¬ 
gon  or  Washington  they  had  made  a  mistake  in  organization  and  they 
reorganized.  They  did  not  go  broke  but  they  reorganized  and  have 
operated  successfully  since  that  time.  But  the  system  has  been  the 
nearest  thing  to  foolproof  in  farm  credit. 

We  do  not,  consider  it  fair  to  terminate  by  legislation  the  officers 
and  employees  who  have  built  up  this  system.  That  is  what  this  bill 
proposes  to  do.  I  do  not  know  of  but  one  officer  who  has  fought  this 
bill  openly,  and  he  is  not  with  us  any  more. 

I  can  see  the  possibility  of  this  legislation  throwing  the  farm  credit 
system,  or  at  least  the  production  credit  part  of  it  wide  open  to  po¬ 
litical  appointments.  You  all  know  the  Federal  intermediate  credit 
banks  were  not  set  up  for  the  purpose  of  serving  the  production  credit 
associations.  The}’  were  set  up  10  years  before  the  production  credit 
system  was  dreamed  of. 

Mr.  Gathings.  I  recall  in  the  past  in  this  committee  there  has  been 
legislation  for  consolidating  various  and  sundry  credit  agencies  and 
lending  institutions  of  the  Department,  of  Agriculture.  I  remember 
that  we  wrote  into  that  legislation  a  provision  that  the,  same  personnel 
Avould  carry  on.  I  do  not,  recall  the  exact  language.  I  think  Mr. 
Poage  would  know.  He  also  worked  on  the  legislation  before  the  com¬ 
mittee  at  that  time.  I  know  we  did  write  in  a  provision  that  the 
same  personnel  would  continue. 

Mr.  Godley.  I  am  not  too  familiar  with  legislation,  but  I  never  saw 
that  in  a  bill  before,  to  eliminate  personnel  by  legislation,  to  kick  them 
all  out. 

There  is  nothing  personal  with  us,  because  frankly  we  have  no  se¬ 
lection  to  make.  We  leave  that  up  to  those  who  have  authority  to  do 
it.  But,  we  think  that  silenced  the  people  who  would  work  hard  to 
defeat  it  and  to  get  legislation,  if  needed,  that,  would  be  more  desir¬ 
able.  I  do  not,  say  that  to  criticize  anybody.  I  am  stating  that  as 
my  honest  conviction  and  the  conviction  of  a  lot  of  people  I  have  dis¬ 
cussed  this  with. 

Mr.  Hope.  What  is  the  basis  of  your  fear  that  this  may  result  in 
political  appointees  taking  over  ? 

Mr.  Godley.  Well,  sir,  I  have  seen  it  happen,  and  in  your  long  and 
distinguished  career  I  am  sure  you  have,  that  where  there  was  an  op¬ 
portunity  to  put  some  person  in  that  was  more  favorable  from  your 
standpoint  politically,  if  there  were  two  men  of  equal  competency 
and  one  was  more  favorable  to  your  political  point  of  view,  no  doubt 
you  would  put  him  in. 

Mr.  Hope.  Do  you  not  think  the  presently  constituted  Farm  Credit 
Board  and  its  officials  are  as  nearly  a  nonpolitical  organization  as 
you  can  have  in  the  Government  ? 

Mr.  Godley.  Mr.  Hope,  I  would  not,  argue  that  point  of  view  with 
you.  I  do  not  think  you  could  ever  get  an  entirely  nonpolitical  board 
of  any  kind  in  Government.  I  might  say  this— and  I  hate  to  say  it 
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because  it  sounds  like  sour  grapes  and  criticism — but  down  in  our  dis¬ 
trict  when  they  start  running  for  the  district  board  it  is  kind  of  like 
running  for  Governor. 

Mr.  IIope.  It  must  be  a  good  job. 

Mr.  Godley.  That  is  not  right,  Mr.  Hope,  but  it  has  even  gone  so 
far  down  there  that  different  segments  of  the  system  will  try  to  in¬ 
fluence  the  election  of  a  director.  In  other  words,  another  branch  of 
a  section  may  try  to  influence  who  is  elected. 

It  got  so  bad  that  the  head  of  the  head  office  in  Washington  called 
the  head  office  in  our  State  to  intercede  in  the  election,  wanting  to  know 
why  in  the  world  we  were  not  for  a  certain  man.  You  cannot  have  a 
nonpolitical  board  that  way,  but  we  have  had  it  and  I  think  other  dis¬ 
tricts  have  had  it.  We  have  seen  bad  results  from  it. 

Mr.  Hope.  You  say  the  farm  organizations  have  been  interferring 
in  the  elections.  Do  you  think  they  will  take  any  greater  part  in  it  if 
we  make  this  change  proposed  in  this  legislation 

Mr.  Godley.  No,  sir.  I  just  cited  that  because  you  said  these  boards 
were  as  pure  as  they  could  be  from  politics.  Maybe  they  are,  but  you 
cannot  get  them  pure  from  politics. 

Mr.  Hope.  What  you  are  talking  about  is  something  that  has  taken 
place  under  the  present  setup.  What  I  want  to  know  is  why  you  think 
the  proposals  in  this  legislation  will  make  the  situation  worse.  You 
say  it  is  bad  now. 

Mr.  Godley.  What  prompted  my  statement  is,  we  are  opposed  to 
firing  by  legislation  the  personnel  of  the  intermediate  credit  banks 
ana  production  credit  associations,  and  we  do  think  it  has  silenced 
the  opposition  to  the  legislation,  and  we  know  it  has  kept  out  opposi¬ 
tion  except  the  production  credit  associations  which  cannot  be  touched. 
When  you  mentioned  the  board,  I  wanted  to  bring  out  there  is  politics 
in  electing  the  officers.  I  am  talking  about  our  district  boards. 

Mr.  Hope.  Are  you  talking  about  partisan  politics  or  about  a  group 
or  person  working  for  one  particular  person?  You  cannot  go  out  and 
elect  a  board  of  directors  or  anything  else  without  having  people  tak¬ 
ing  sides  and  a  different  group  working  for  one  person  and  another 
group  working  for  another  person,  can  you  ? 

Mr.  Godley.  Det  me  say  this.  Since  the  Farm  Credit  System  came 
into  being  in  1933,  I  think  it  is  a  great  compliment  to  the  system,  and 
is  one  reason  we  want  it  left  like  it  is,  that  the  officers  in  the  produc¬ 
tion  credit  Corporations  and  in  the  intermediate  credit  banks  have 
certainly  been  nonpartisan.  I  know  some  very  fine  gentlemen  who 
have  been  officers  in  the  banks  and  in  the  corporations  all  these  years 
under  a  Democratic  administration  who  have  been  lifelong  Republi¬ 
cans;  and  on  the  other  hand,  I  am  sure  that  had  a  Republican  admin¬ 
istration  been  in  at  the  same  time,  the  same  thing  would  have  been  true. 

I  am  not  talking  about  kicking  out  all  Republicans  and  putting  in 
all  Democrats,  or  vice  versa :  but  I  believe  that  putting  this  thing  into 
the  bill  silenced  the  opposition  to  it  and  there  is  a  possibility  that  it 
will  leave  it  open  to  political  appointments. 

Mr.  Hope.  What  suggestions  do  you  make  ? 

Mr.  Godley.  I  would  suggest  that  it  has  already  done  the  harm  now, 
but  that  is  one  of  the  criticism  of  the  bill.  It  has  done  the  harm  by 
silencing  the  opposition. 

Mr.  Gathings.  Mr.  Mclntire. 
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Mr.  McIntire.  We  are  dealing  with  corporations  that  are  organized 
by  Federal  statute.  This  bill  would  provide  the  steps  by  which  one 
corporation  so  organized  is  terminated.  Does  it  not  naturally  follow 
that  in  the  legislation  it  is  appropriate  to  bring  in  some  provision  by 
which  you  provide  under  the  law  that  upon  the  termination  of  the 
corporation,  the  termination  of  those  employees’  services  would  follow  ? 

Mr.  Godley.  Mr.  McIntire,  I  stated  that  I  am  not  too  familiar  with 
legislation.  This  is  the  first  time  we  have  ever  been  confronted  with 
a  thing  like  this.  It  may  be  a  custom  in  legislation,  but  it  does  not 
seem  proper  and  in  the  traditions  of  our  country  to  legislate  people 
who  have  served  maybe  a  short  time  or  maybe  for  25  or  30  years  out 

of  their  jobs.  .  „ 

Mr.  McIntire.  It  is  not  uncommon  to  terminate  the  services  ot 

Government  corporations. 

Mr.  Godley.  Yes;  but  to  put  it  in  the  legislation  and  announce 
months  ahead  that  these  people  are  going  to  be  fired,  our  point  is  that 
those  who  would  oppose  the  legislation  shut  their  mouths  because  they 
were  afraid  they  would  get  their  heads  chopped  off. 

Mr.  McIntire.  Not  long  ago  the  Congress  terminated  the  Recon¬ 
struction  Finance  Corporation.  The  proposal  to  terminate  that  cor¬ 
poration  was  one  that  was  under  discussion  for  a  long  while,  and 
certainly  all  the  employees  of  the  Reconstruction  Finance  Corporation 
were  placed  in  no  different  position  than  the  employees  of  the  pro¬ 
duction  credit  corporations.  .  .....  ...  , 

Mr.  Godley.  Yes;  because  this  is  included  m  the  bill  and  it  would 
presume  that  if  the  corporation  should  be  terminated,  most  certainly 
the  personnel  would  have  to  be  fired  or  shifted  to  another  job. 

Here  it  is  announced  months  ahead  of  time  that  you  are  definitely 
noing  to  lose  all  vour  jobs,  all  of  you.  Generally,  a  man  wants  to  keep 
his  job.  He  says,  “I  do  not  like  this  bill,  but  if  I  go  out  and  fight  it 
they  will  think  it  is  personal  on  my  part  and  I  will  be  one  that  will 
not  be  rehired." 

That  is  why  we  object  to  it.  ...  , 

Mr.  Hope.  You  are  not  talking  about  this  bill,  because  this  bill 
was  introduced  just  a  few  days  ago.  Ton  must  be  talking  about  the 
suggestions  that  were  discussed  leading  up  to  the  introduction  ot  this 


Mr.  Godley.  Mr.  Hope,  we  have  had  the  contents  of  this  bill  for  a 
o-ood  many  months,  and  it  was  stated  in  it  just  like  it  is  stated  here. 
&  Mr.  Hope.  That  was  merely  something  for  consideration,  it  had 
no"  official  standing  until  it  was  introduced  as  a  bill  in  Congress,  it 

seems  to  me.  , .  n . ,  .  ,  .  . 

Mr  Godley.  We  think  the  intermediate  credit  banks  have  done  a 

fine  job  all  through  these  years,  discounting  paper  not  only  for  pro¬ 
duction  credit  corporations  but  for  banks  and  all  other  fianacial  insti¬ 
tutions  that  qualified.  As  I  say,  the  banks  have  done  a  fine  job.  ut 
we  see  nothing  fair  in  forcing  the  production  credit  associations  to 
purchase  a  bank  of  discount  for  the  use  of  other  financial  institutions, 
and  it  has  been  stated  by  the  gentlemen  representing  those  institutions 

that  they  do  not  think  it' is  quite  kosher  either. 

Mr.  Gathings.  Mr.  Godley,  could  you  stand  by  until  we  come  back 
after  lunch  ? 

Mr.  Godley.  I  shall  be  glad  to. 
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Mr-  Bathings.  We  will  recess  until  2 :30. 

(  I  hereupon,  at  12:30  p.  m.,  a  recess  was  taken  until  2:30  p.  m 
the  same  day.)  1 


AFTERNOON'  SESSION 


Mr.  Gathing.  Will  you  resume,  Mr.  Godley  ? 


STATEMENT  OF  LLOYD  GODLEY,  OSCEOLA.  ARK.,  PRESIDENT  OF  THE 
SECRETARY-TREASURERS  AND  PRESIDENTS  OF  THE  ARKANSAS 
PRODUCTION  CREDIT  ASSOCIATIONS — Resumed 

Mr.  Godley.  Mr  Chairman,  I  will  start  where  I  left  off  in  my 
discussion  here,  and  I  will  try  not  to  repeat  anything  I  have  already 

fafV'  ioi:cinS  the  production  credit  association,  by 

thp  nitKf’  H  bT  the-  ^u.rde?  of  purchasing  a  bank  of  discount  for 
the  use  of  other  financial  institutions.  We  are  sure  that  many  of  the 
other  financial  institutions  feel  the  same  way  about  this  matter. 

Pr°Ponents  of  this  bill  may  claim  that  the  purchase  of  the 
Federal  intermediate  credit  bank  would  be  a  benefit,  not  a  burden  to 
the  association.  With  this,  we  most  certainly  agree  ’ 

1  would  like  to  point  out  to  you  gentlemen  that  the  average  associ- 
SilPU  about  $30,000  of  its  capital  stock  into  the  intermediate 
i  r  d  HS  bl  IJ?ass-  That  is  about  IT  percent  of  the  total 
W  •  "  f  °!lr  assGciation,  and,  mind  you,  this  capital  would  be 

,  90  ™  aSS0?atl0nS1f°r  a  period  of> the  minimum  estimate  I  believe 
is,  _U  years,  and  some  have  estimated  it  would  be  40  to  50  years  before 
we  would  get  any  benefit  of  this  capital.  J  tG1 6 

that  lve  pu,fc  int°  the  bank,  of  course,  is  still  figured 
ut “ certamly c“’t be usec* as 

I  Ins  loss  to  each  production  credit  association  of  $30,000  of  its  effec- 

aboutT^mUi 1  °u  tG  a11  the  associations  in  the  Nation  of 

Those  16  C  eCtlVe  capital  of  a11  of  the  associations. 

1  hose  ar  e  not  exact  figures,  they  are  j  ust  estimates. 

VV e  would  like  to  know  how  such  can  promote  the  continued  growth 

and  development  of  the  production  credit  association  8  th 

sufficipmpiiuo  °"r  associations  might ;  become  farmer-owned  and  have 
sufficient  capital  left  to  serve  the  credit  needs  of  our  respective  com- 
lumties,  many  of  us  purchased  stock  far  in  excess  of  our  needs  to 
qualify  our  loans,  m  order  that  we  might  be  able  to  pay  off  all  of  the 
corporation  stock  m  our  associations. 

To  us,  it  does  not  seem  quite  fair  to  pass  legislation  to  force  this 

the  Intermediator  Prodllctio,11  Credit  Associations  and  into 

a  1-™1dte  Credit  Bank,  against  the  will  of  the  farmers. 

Again,  they  may  say,  ‘Well,  which  farmers?”  Well,  I  mean  any 
group  of  farmer8  that  has  put  their  money  into  the  capitafstock  of 
a.  1  reduction  Credit  Association.  I  don’t  care  if  it  is  just  one  asso 

ano^W  Jt  18  "t-  fair  t°1  force  that  stock  out  of  that  association  into 
there  corporation,  without  the  will  of  those  farmers  who  put  it  in 

Furthermore,  we  are  most  vigorously  opposed  to  ownership  with¬ 
out  control.  Should  the  Production  Credit  Associations  ever  own  the 
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Federal  Intermediate  Credit  Bank,  they  would  have  no  control  what¬ 
soever,  under  this  proposed  legislation.  A  board  composed,  as  are  our 
district  farm  credit  boards,  can  never,  by  the  greatest  stretch  of  the 
imagination,  be  considered  a  production  credit  board.  . 

Should  you  gentlemen  recommend  to  the  Congress  that  this  bill  be 
passed,  we  would  hope  and  pray  that  you  would  amend  it  to  reouiie 
that  we  have  a  separate  board  for  Production  Credit  Associations 
when  and  if  the  bank  is  owned  by  the  Production  Credit  Associa- 

tl0Instead  of  decentralizing  this  system,  gentlemen,  and  bringing  it 
closer  to  the  people,  as  we  have  heard  that  it  is  supposed  to  do,  it 
actually  centralizes,  I  believe — and  I  hope  I  will  be  corrected  it  1 
am  wrong  in  this — as  best  as  I  can  count,  14  or  15  functions,  centralizes 
them  in  the  Washington  office,  that  are  now  performed  at  the  district 
level.  I  don’t  see  how  that  could  be  considered  decentralization. 

Mr.  McIntire.  Could  you  at  that  point  just  cite  a  few  of  those 
functions  which  are,  by  this  legislation,  being  transferred  from  the 
district  boards  to  the  Federal  Farm  Credit  Bureau  in  TV  ashing  toil : 

Mr.  Godley.  Well,  here  is  one  that  I  believe  is  a  power  that  is  at  least 
held  up  here,  “powers  and  duties  of  the  Federal  Intermediate  Ciedit 

Bank.”  .  ,  ,,  , 

This  is  a  question  talking  about  reemploymg  these  people,  that  came 

up  this  morning.  It  says : 

Such  reemployment  shall  be  subject  to  the  approval  of  the  Farm  Credit 
Administration. 

Mr.  McIntire.  But  is  it  not  true  that  all  of  the  matters  relative  to 
employment  within  the  districts  is  a  matter  already  delegated  to  the 

district  board  ?  ,  ,  ...  ,  •  „ 

Mr  Godley.  Sir,  I  don’t  know  about  that  because  it  is  not  m  the 

law,  and  even  though  the  board  and  the  Governor  might  delegate  to 
them,  life  is  a  fickle  thing.  If  we  had  another  Governor  and  a  different 
board  in  this  long  process  that  we  have,  it,  might  change,  because  they 
could  change  the  regulations.  It  is  in  the  law. 

That  is  all  that  I  had  reference  to.  I  don’t  know,  I  presume  a  lot 

of  things  could  be  changed  by  regulation.  „  n 

Mr.  McIntire.  Doesn’t  present  law  provide  that  the  Farm  Ciedit 
Board  will  have  the  jurisdiction  which  is  set  forth  in  this  law  . 

Mr  Godley.  Which  board  are  you  speaking  of ,  sir  . 

Mr.  McIntire.  I  am  thinking  of  the  Washington  board,  whatever 
jurisdiction  they  have  over  employment,  I  believe,  has  been  delegated 
to  the  district  boards,  but  this  bill  does  not  change  that  authority  l  est- 
ing  in  the  Farm  Credit  Board  in  Washington,  from  the  existing  law, 

d°Mr.t  Godley.  I  don’t  have  the  law  before  me,  sir.  I  discussed  this 
matter  with  a  member  of  the  Federal  Board  the  other  dayandi 
asked  him  how  many  of  the  functions  at  the  district  level  had  been 
transferred  to  the  Washington  office,  and  lie  said  15,  and  I  went  through 
here  and  listed  14,  not  having  the  other  law  to  compare  wt  1 
could  not  be  sure,  but  I  listed  14  here,  and  I  could  not  find  the  15th 


one. 

Mr.  McIntire. 
to  the  district? 


What  would  be  another  function  that  this  transfers 
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retire  Sta’ Art'S*;  if  to  htoKJaS  thetant  ha  r"""''e  ‘“e  l”"k  to 
thereof,  aa<i  toe  proceeds'  of  such  SS££2Z2£  SSSK 

Here  is  another : 

tration!  ^  approved  b->' the  district— by  the  Farm  Credit  Adminis- 

T^^[rVAIcl;YTII;E-  0n  Jll0se  Points,  is  it  your  thought  that  this  bill  is 
the  ilisS board™  °f  aUthOTity  Which’  at  thls  moment.  rests  in 

‘mthoritv  tbbdc’  sb5  tbat  you  wpl  find  considerable  of  that 

authonty  that  the  corporation  has  now.  Instead  of  transferrin o-  it  to 

wLtagton Office  Bank  Ulldw  this  bill>  »  ‘rtmsferred  it  to  the 

I  think  there  is  considerable  of  that  authority  transferred  to  the 

~fctT„tha? “  MW  Md  by  Corporation,  it.lekel 

pf  ^  * «- 

rrMf  •  Uodlet.  The  proposed  bill  provides  that  after  a  stock  of  the 
Federal  Intermediate  Credit  Bank  had  been  retired  the  bank  m.,v 
then  retire  B  stock  held  by  the  Production  Credit  Associations  There 

Therefore6*  ?,"*  nT”1  °f  B 

T  ,  e  e y1 ®’  d;  C(yuld  be  assumed  that  at  some  time  some  Federal 
Intermediate  Credit  Bank  might  be  given  authority  to  retfre  all  the 
stock  owned  by  the  Production  Credit  Associations  anf  then  that 
bank  would  simply  be  a  public  trust,  and  the  Production  Ciedit  Vs- 

therpt]f  US  W<>n,tl  bnd  themselves,  after  their  capita]  had  been  invested 
here  for  many  years,  they  would  find  that  they  did  not  atom  all 

reared and 't^ev  could  ha  v7  ^  bou?ht;and  ^aUheir  stock  had  b^n 
that  stock  3  W  n°  Say"S°  whats°ever  about  retirement  of 

doLd°n,t  ^  that  that  6Ver  WOuld  be  done>  Under  the  law,  it  can  be 

toH3fe^ed  the  qU?sti?n’  Wbat  do  Ave  Propose  as  an  alternative 
to  this  bill  ?  Our  answer  to  that  would  be  that  we  need  no  legislation 

at,  th  s  time,  h  e  have  a  most  excellent  production  credit  system 
lit  has  served  well  the  farmers  of  the  Nation  for  22  years  When 

e  Congres™fdCe?ef  1933  ^  paSSed’ tbere  ™  «<>  indication  th" 
me  Congress  wou  d  ever  require  or  expect  the  Production  Credit  As- 

attX"  In“*  Cm.it  Banket 

io  thp  PS™?-6  mp*’  *&£****  •*  «*  associations  haw  teturne 
to  the  Production  Credit  Corporation  all  the  Government  capital  but 

spite  good  management,  adverse  conditions  have  prevented  some  of 
the  associations  from  becoming  completely  farmer  owned 

ow,  under  this  proposed  bill,  with  no  choice  of  their  own  tliev 
aie  now  being  burdened  for  at  least  a  generation  with  the  greater  task 
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of  purchasing  the  Federal  Intermediate  Credit  Bank,  and  this,  mind 
you,  gentlemen,  before  they  have  completed  the  job  of  complete  farmer 
ownership  of  all  of  the  Associations.  Fhat  has  been  for  a  long  time 
kind  of  popular  to  preach. 

Mr.  Johnson.  Could  I  ask  you  a  question  right  there. 

How  many  Production  Credit  Associations  have  not  completed 
paying  off  the  Federal  Government? 

Mr.  Godley.  I  believe  it  is  58,  sir. 

Mr.  Johnson.  58  out  of  400  ? 

Mr.  Godley.  I  think  that’s  right,  the  last  figure  I  had. 

Mr.  J ohnson.  What  is  the  total  number  ? 

Mr.  Godley.  498.  58  not  paid  out. 

Mr.  Johnson.  How  much  Government  capital  have  the  58? 

Mr.  Godley.  I  think  somewhere  between  two  and  three  million.  I 
am  not  positive  about  the  exact  figure,  sir,  but  somewhere  in  that 
neighborhood. 

As  I  said,  it  is  popular  to  be  for  getting  the  Government  capital 
out  of  the  system,  but  I  think  it  should  be  more  popular  to  have  a 
system  that  gives  the  greatest  amount  of  credit  service  at  the  lowest 
cost  to  the  farmer. 

We,  as  all  of  us  know,  are  in  a  severe  cost-price  squeeze,  and  we 
can’t  see  the  logic  of  the  Congress,  on  the  one  hand,  passing  a  farm 
bill  to  relieve  the  pressure  of  low  farm  prices  and,  on  the  other  hand, 
passing  legislation  that  will  burden  the  farmer’s  credit  institutions. 

I  might  say  here  in  passing  that  I  was  particularly  interested  this 
morning  that  the  gentleman  who  represented  the  American  Bankers 
Association,  who  was  very  emphatic  in  his  belief  that  farmers  are  not 
entitled  to  very  much  assistance  in  the  way  of  Government  capital — 
well,  I  was  reminded  that  when  production  credit  was  set  up,  there 
was  a  very  small  amount  compared  to  the  money  we  know  of  now¬ 
adays,  of  $122  million  appropriated  for  the  system.  At  the  same 
time,  I  believe  I  am  correct  in  saying  that  there  was  about  $3  billion 
put  in  the  banks  of  the  United  States. 

How  much  of  that  has  been  paid  back,  it  may  have  all  been  paid 
back;  how  much  was  lost,  I  do  not  know.  But  I  do  know  of  one  gen¬ 
tleman  that  was  president  of  a  big  bank  in  a  State  close  to  us,  and  he 
had  signs  on  the  highways,  and  these  signs  read  this  way : 

Our  bank — 

and  the  name  of  his  bank  there — 

more  than  50  percent  of  the  capital  stock  of  our  bank  is  owned  by  tlie  Federal 
Government. 

He  did  that  to  give  the  people  confidence  in  his  bank.  In  less  than 
2  years’  time  he  was  traveling  over  the  State  making  speeches  to  get 
the  Government  out  of  business.  .  . 

I  would  like  to  relate  a  story  that  was  told  by  our  great  friend.  Will 
Rogers.  He  said  he  was  in  New  York  City  with  Mr.  Jesse  Jones 
when  he  was  Chairman  of  the  Reconstruction  Finance  Corporation, 
at  a  big  banquet,  and  he  said  that  it  was  a  banquet  of  big  industrial¬ 
ists  and  bankers,  and  he  said  every  man  that  got  up  to  make  a  speech, 
he  spoke  on  getting  the  Government  out  of  business.  And  Will  said 
that  Jesse  Jones  turned  his  menu  card  over  and  wrote  on  the  back 
side  of  the  amount  of  money  that  he  had  loaned  to  the  firm  or  each 
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man  that  spoke  there,  out  of  the  KFC,  and  Will  said,  “I  still  have  that 
menu  card.” 

So  that  is  the  way  that  the  thing  runs. 

We  farmers  have  always  leaned  over  backwards  to  keep  from  bur¬ 
dening  the  Federal  Government.  I  just  noticed  this  morning  that 
subsidies  to  business  since  1933,  there  had  been  a  loss  of  $40.8  billion, 
and  the  loss  on  farm  subsidies  in  the  whole  program  during  that  pe¬ 
riod  was  $1.2  billion,  and  yet  you  never  see  that  other  in  the  paper, 
and  you  never  hear  anybody  crying  about  that.  It  is  always  the 
farmer  that  is  being  subsidized. 

Well,  I  say  this  little  pittance  of  capital,  gentlemen,  that  is  in  our 
system  now,  is  just  chicken  feed  compared  to  the  $4,800,000,000  of  for¬ 
eign  aid  that  the  President  just  asked  for  the  other  day. 

I  don’t  say  that  as  being  critical  of  the  President’s  request.  I  am 
sure  that  he  is  right,  and  I  am  sure  that  he  would  not  do  anything  that 
he  did  not  honestly  believe  was  best  for  all  of  the  American  people. 
But  we  honestly  believe  that  the  well  being  of  the  American  farmer  is 
equally  as  important  as  our  supposed  friends  across  the  ocean. 

And  I  think,  and  we  do,  the  people  I  represent  believe  and  honestly 
believe  and  sincerely  believe,  and  we  are  not  talking  just  to  hear  our¬ 
selves,  that  this  thing  is  wrong  and  that  the  Capitol  at  this  crucial 
period  in  agriculture  should  be  left  in  the  system,  we  should  be  left 
alone  like  we  are. 

The  Production  Credit  Corporations  and  the  intermediate  credit 
banks  should  be  steamlined  to  the  minimum  of  efficiency  and  then  let 
them  alone  for  awhile,  most  especially  until  agriculture  is  on  the  more 
prosperous  basis.  We  are  confident  that  it  will  reduce  the  ability  of 
the  Production  Credit  Association  to  serve  the  people  if  this  bill  is 
passed.  If  it  means  farmer  ownership,  it  will  be  ownership  without 
control.  It  will  force  farmer  owned  credit  institutions  to  invest  their 
•capital  in  another  corporation.  It  will  deprive  associations  of  a  type 
of  counsel  and  supervision  that  has  proven  good  and  dependable,  and 
it  may  mean,  I  say  may  mean,  that  the  Federal  intermediate  credit 
bank  will  eventually  be  public  trust  corporation  instead  of  being  owned 
by  the  Production  Credit  Association. 

*  Seeing  this  bill  from  the  point  of  view  of  farmers  who  own  the 
association,  we,  therefore,  can  see  no  good  in  it  whatsoever  so  far  as  our 
association  is  concerned.  It  may  be  good  for  somebody  else  but  not 
for  us. 

All  the  associations  that  have  been  represented  before  you  gentlemen 
or  that  have  communicated  with  you  in  approval  of  this  bill  would 
evidently  take  stock  in  the  Federal  Intermediate  Bank  if  you  made 
this  feature  optional. 

We  assume  that  since  they  think  ownership  of  such  stock  will  be  so 
advantageous  for  the  Production  Credit  Association  that  they  would 
be  willing  to  take  stock,  even  if  it  was  left  optional  to  them.  Now,  if  a 

little  stock  is  good,  no  doubt  more  stock  would  be  better. 

If  you  would  make  stock  ownership  optional  in  this  bill,  if  you  do 
pass  it,  why  we  would  be  just  delighted  to  let  some  association  have 
the  stock  that  is  assigned  to  us,  and  we  would  be  willing  to  take  our 
chances  with  the  other  financial  institutions  without  any  ownership 
in  the  Intermediate  Credit  Bank  but  discounting  through  the  bank  as 
we  do  now.  We  prefer  foregoing  our  pro  rata  share  in  the  capital 
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stock  of  this  bank  if  this  law  is  passed,  and  we  would  be  given  the  op¬ 
portunity. 

I  am  here  on  behalf  of  the  people  in  my  State  that  own  10  percent 
of  the  Production  Credit  Association.  I  am  here  to  urge  you  gentle¬ 
men  not  to  recommend  this  bill  for  passage  because  we  are  just  as 
honest  as  we  can  possibly  be  in  our  conviction  that  this  bill  is  wrong. 

A  very  fine  gentleman  asked  me  awhile  ago,  he  said,  “Lloyd,  do  you 
honestly  believe  what  you  are  saying?”  I  believe  it  with  all  'mv 
heart  and  all  my  soul  that  everything  I  have  said  here,  unless  I  made 
an  erroneous  statement  is  factual  and  best  for  the  American  farmer 
and  for  the  people  who  own  the  Production  Credit  Association. 

Mr.  Johnson.  In  your  particular  association,  we  had  it  explained  to 
us  yesterday,  the  percent  of  stock  that  each  association  would  have  to 
buy.  How  much  would  it  cost  your  association? 

Mr.  Godley.  About  $31,000. 1  believe. 

Mr.  Johnson.  That  you  would  have  to  buy  the  stock  ? 

Mr.  Godley.  Yes,  sir,  we  have  a  small  association,  a  one-county  asso¬ 
ciation  that  lends  about  $3,200,000  a  year  in  that  one  county  and  our 
prorata  share  would  be  something  like,  as  we  figure  it  now,  $31,000  of 
our  stock,  and  we  went  out  and  sold  about  $42,000  in  order  to  pay  off 
our  Government  capital. 

Now  to  turn  around  and  take  $31,000  of  that  out  and  put  it  in 
another  corporation  seems  to  us  a  little  unfair. 

Mr.  McIntire.  Now  you  say  $31,000.  Over  what  period  of  time  ? 

Mr.  Godley.  Well,  it  would  be  under  a  three  year  period.  From  a 
certain  period  of  time  this  bill  passed  a  third  of  it,  then  another  third 
the  next  year,  and  then  another  third  within  a  three  year  period. 

Mr.  Gathings.  Any  other  questions?  Thank  you,  Mr.  Godley. 

Mr.  Godley.  I  sure  thank  you  gentlemen  for  listening  to  our  story. 

Mr.  Gathings.  It  is  a  pleasure  to  have  Mr.  Diebold  with  us.  lie  has 
had  many  years  background  and  experience  in  Production  Credit  Asso¬ 
ciation  work.  Mr.  Diebold,  would  you  like  to  make  a  statement  ? 

STATEMENT  OF  LLOYD  DIEBOLD,  HICKORY  RIDGE,  ARK. 

Mr.  Diebold.  I  am  Lloyd  Diebold  of  the  Cash  River  Production  As¬ 
sociation.  I  am  on  the  executive  committee  and  on  the  district  ad¬ 
visory  committee.  I  represent  Jonesburg,  Osceola,  Forest  City  and 
Cash  River. 

Mr.  Gathings.  In  Arkansas? 

Mr.  Diebold.  In  Arkansas,  yes,  sir. 

I  sanction  Mr.  Godley  on  all  he  said.  He  just  about  covered  all  my 
notes.  I  can't  see  why  we  would  have  to  call  this  money  in  at  this 
time.  I  would  illustrate  it  this  way.  . 

If  you  have  a  new  car  or  a  tractor  that  is  running  good,  why  drive 
it  into  a  garage  and  tear  it  down  to  see  what  is  making  it  run  goer  . 
We  have  an  organization  that  is  really  doing  the  job  and  I  would  like 

to  see  you  fellows  leave  it  that  way.  ,  . 

Mr  McIntire.  What  is  your  position  relative  to  the  overall  objec¬ 
tive  which  I  think  we  can  say  started  out  in  regional  legislation  which 
established  the  Federal  land  bank,  carrying  the  overall  objective  of 
eventually  retiring  the  Government  capital  out  of  the  r  arm  lec  1 
Administration  ? 
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In  the  original  land  bank  legislation  that  was  a  part  of  the  act  and 
over  a  period  of  years  that,  of  course,  has  been  accomplished.  A  couple 
of  years  ago,  or  a  year  ago,  we  passed  an  act  which  provided  the 
vehicle  by  which  the  bank  for  cooperatives  could  retire  their  capital  out 
of  the  bank  for  cooperative  systems.  What  is  your  thought  as  to  the 
objective  of  eventually  retiring  the  Production  Credit  and  Federal - - 

Mr.  Diebold.  Well,  we  had  such  a  time  retiring  our  local  capital,  it 
really  put  a  strain  on  the  association  and  if  we  are  called  on  at  this 
time  to  retire  the  capital  from  the  Intermediate  Credit  Bank  and  if 
it  is  true  that  it  will  cost  another  quarter  of  a  cent  Ave  are  charging  six 
iioav  in  nearly  all  associations  in  Arkansas,  if  we  go  to  six  and  one- 
quarter  or  six  and  a  half,  Ave  are  almost  a  dead  duck  because  Ave  Avill 
lose  Avhat  we  call  our  gilt-edge  business  to  the  banks.  If  we  have  to 
try  to  get  along  with  fifty-  and  one-hundrecl-dollar  cotton  loans,  why 
we  can’t  do  it. 

Mr.  McIntiiie.  I)o  you  think  that  the  legislation  should  eArentually 
provide  the  vehicle  by  which  the  Federal  Government  could  be  retired 
out  of  the  system  ? 

Mr.  Diebold.  Well,  it  is  possible,  but  if  it  could  be  put  off  for  2  or  3 
years,  until  Ave  get  to  wheeling  again — right  iioav,  the  squeeze  that  Ave 
are  in  I  think  we  should  retire  that  capital. 

Mr.  McIntire.  Thank  you. 

Mr.  Poage.  Are  there  any  further  questions  of  Mr.  Diebold?  If 
not,  Ave  are  very  much  obliged  to  you,  Mr.  Diebold. 

Mr.  Diebold.  Thank  you  for  the  opportunity  of  appearing  before 
you. 

Mr.  Poage.  I  believe  Mr.  Slusher  is  anxious  to  catch  a  plane.  We 
will,  therefore,  hear  from  Mr.  Slusher  next. 

STATEMENT  OF  PAUL  V.  SLUSHER,  PRESIDENT,  WARRENSBURG 
PRODUCTION  CREDIT  ASSOCIATION,  WARRENSBURG,  MO. 

Mr.  Christopher.  Mr.  Chairman,  Mr.  Slusher  conies  from  my  dis¬ 
trict.  He  has  been  with  the  production  credit  in  one  organization  or 
another  since  its  very  beginning.  He  is  a  very  competent  man  and 
Avell  posted  in  the  Avay  production  credit  should  be  handled.  It  is 
a  pleasure  to  introduce  him  to  the  gentlemen  in  the  audience  and  to 
the  members  of  the  committee. 

Mr.  Slusher.  My  name  is  Paul  Slusher  from  Lexington,  Mo.  I  am 
glad  to  have  the  prhfilege  of  appearing  before  this  committee. 

However,  being  a  farmer  I  Avill  be  honest  in  saying  that  I  do  not 
consider  it  a  pleasure.  I  1  i ve  on  a  farm,  a  small  farm,  in  Lafayette 
County.  Most  of  the  farms  in  our  territory  average  from  1  to  500 
acres,  which  Avould  be  just  a  garden  or  backyard  to  many  of  the  men 
that  have  appeared  before  this  committee. 

I  liaise  been  a  member  of  the  Production  Credit  Association  since 
1941,  have  served  on  the  executive  committee  of  that  association,  a 
member  of  the  board  since  1943,  have  seiwed  on  the  district  committee 
some  10  or  12  years,  and  have  served  as  an  alternate  on  one  national 
committee  meeting. 

The  source  of  my  information  is  coming  strictly  from  the  grass 
roots  and  creditwise  I  don't  suppose  that  I  am  eAren  considered  the 
upper  crust  of  the  grass  roots.  So,  if  you  can  lower  your  thinking, 
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we  will  put  it  the  average  member,  the  average  director,  perhaps,  I 
can  explain  the  situation  in  our  territory. 

Our  association  is  what  we  would  consider  average  of  the  State  of 
Missouri,  and  I,  as  near  as  I  can  gather,  the  sixth  district  is  probably 
average  of  the  12  districts  in  the  United  States. 

Our  association  is  not  one  of  the  smallest,  nor  one  of  the  largest. 
Our  volume  at  the  present  time  only  exceeds  $1,000,000.  Our  net 
worth  at  the  present  time  is  some  $400,000. 

Several  times,  at  least  two  or  three  during  the  past  3  or  4  years, 
our  members  have  been  called  upon  to  buy  extra  stock  in  the  associa¬ 
tion  in  order  that  we  may  become  farmer  owned.  That  was  a  goal 
that  we  have  been  striving  for  for  some  time  and  we  reached  that  goal 
last  fall. 

As  has  been  mentioned  by  Mr.  Godley,  there  are  a  number  of  asso¬ 
ciations,  not  yet  farmer  owned.  Many  of  the  members  in  our  asso¬ 
ciation  have  retained  their  stock  and  bought  additional  stock  in  order 
that  this  might  be  possible,  with  the  hope  that  there  might  be  dividends 
paid  at  some  time. 

Within  the  past  2  years,  I  believe,  some  $140,000  of  capital  stock 
has  been — and  that  in  the  form  of  Government  capital — has  been 
withdrawn  from  our  association  and,  being  the  average,  we  are  slightly 
under  the  $30,000  mentioned  that  will  be  withdrawn  again  if  this  bill 


is  passed. 

Now  to  some  that  might  not  make  a  great  deal  of  difference,  lo 

us.  it  might.  . 

We  are  operating  now  on  a  very  small  margin.  Our  interest  costs 

are  higher  than  they  have  ever  been. 

We  are  paying,  as  most  of  you  know,  3*4  percent,  and  we  are  charg¬ 
ing  a  6-percent  interest  rate,  which  we  have  been,  for  some  time,  and 
like  many  other  operations,  our  expenses  are  higher  than  they  have 
ever  1)6611. 

"  Therefore,  we  feel  that  the  withdrawing  of  this  $30,000  if  for  no 
other  reason,  our  association  might  put  us  in  a  position  that  we  will 
be,  or  could  be  and  possibly  we  will  be,  operating  in  the  red,  if  the 
interest  rate  continues  at  the  present  rate  for  the  next  3  or  4  years. 
And  it  is  my  fear  that  we  are  not  going  to  be  allowed  to  operate 

under  those  conditions  very  long.  .  _ 

Some  associations  that  have  testified  here  in  favor  of  the  bill,  no 
doubt  are  in  a  much  better  financial  position.  I  feel  that  our  associ¬ 
ation  may  be  compared  with  some  of  the  members,  and  those  that  are 
not  in  a  good  financial  position  can  very  quickly  run  into  trouble  when 
capital  is  withdrawn  from  the  business  that  they  are  operating. 

I  have  a  prepared  statement  here.  Much  of  it  is  repetitious,  pos¬ 
sibly,  to  some  that  has  been  given.  I  have  noticed  quite  a  bit  of  dis¬ 
sent  both  here  and  at  other  meetings  in  listening  to  the  opposition.  I 
have  noticed  also  in  the  past  year  or  so  that  most  of  the  opposition  to 
this  bill  has  been  a  little  reluctant  in  expressing  their  opinion. 

I  have  attended  district  meetings,  or  did  attend  a  district  meeting 
where  this  bill  201  was  proposed  or  we  helped  to  propose  the  bill,  we 
thought  with  the  idea  of  purchasing  one  of  the  institutions  with  fur¬ 
ther  study  to  be  given  to  the  Intermediate  Credit  Bank. 
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In  my  opinion,  that  has  some  merit.  There  were  some  things  I  liked 
about  it  as  much  or  more  than  I  do  about  this  bill.  We  will  £et  back 
to  this  bill. 

Mr.  Poage.  May  I  break  in  right  there?  You  have  referred  to 
your  formal  statement.  I  suppose  you  would  like  to  have  it  made 
a  part  of  the  record  ? 

Mr.  Slusiier.  Yes. 

Mr.  Poage.  Without  objection,  it  will  be  made  a  part  of  the  record. 
(Mr.  Paul  Y.  Slusher’s  prepared  statement  is  as  follows :) 

Statement  of  Paul  V.  Slusiier,  Lexington,  Mo. 

I  am  Paul  Slusher  of  Lexington,  Mo.  I  am  a  farmer  and  member  of  the  War- 
rensburg  Production  Credit  Association.  I  have  served  on  the  board  of  directors 
of  the  Warrensburg  association  for  the  past  16  years  and  have  served  as  its 
president  since  1948.  I  have  served  on  the  loan  committee  in  my  association 
since  1941. 

In  addition  to  my  close  association  with  my  local  production-credit  association, 
I  am  a  member  of  the  sixth  district  advisory  committee.  I  have  served  on  this 
committee  for  approximately  12  years  and  am  presently  treasurer  of  this  com¬ 
mittee.  I  furnish  this  information  so  the  members  of  this  committee  may  know 
my  background  and  qualifications  to  speak  on  this  subject. 

I  am  representing  the  board  of  directors  of  the  Warrensburg  Production  Credit 
Association  and  its  membership.  While  I  am  not  authorized  to  speak  for  the 
other  associations  over  the  country,  I  am  sure  that  a  large  number  of  them  would 
agree  with  what  I  have  to  say. 

We  have  the  greatest  respect  for  the  Federal  Farm  Credit  Board  and  feel  that 
this  Board  is  sincere  in  its  efforts  to  recommend  acceptable  changes  in  our  great 
production-credit  system.  We  do  not  believe  there  is  anywhere  near  unanimous 
acceptance  of  this  proposed  bill.  Later  in  my  testimony,  I  shall  present  evidence 
that  there  is  a  great  deal  of  opposition  to  this  bill  to  merge  the  production-credit 
corporations  into  the  FICB’s,  from  other  districts,  as  well  as  our  own  St.  Louis 
credit  district.  Some  proponents  of  this  bill  contend  that  the  abolition  of  the 
Production  Credit  Corporation  is  a  great  step  forward.  They  say  that  we  needed 
supervision  in  1933  but  very  little  supervision  today  is  necessary.  We  agree  that 
the  degree  of  supervision  can  certainly  be,  and  has  been,  reduced.  It  has  been 
under  the  constructive  supervision  and  guidance  of  the  production-credit  cor¬ 
porations  that  our  great  production-credit  system  has  grown  to  be  so  important 
to  American  agriculture.  The  Federal  intermediate  credit  banks  were  in  opera¬ 
tion  10  years  prior  to  the  birth  of  the  production-credit  system,  but  were  unable 
to  serve  agriculture  because  the  various  agricultural  credit  agencies  established 
to  syphon  the  money  from  the  Federal  intermediate  credit  bank  to  the  local 
farmer  did  not  serve  the  farmer  due  to  lack  of  supervision.  One  of  the  greatest 
depressions  of  history  was  experienced  in  the  1930’s.  Through  the  foresight 
of  our  great  Congress  of  1933,  the  production-credit  system  was  born.  Through 
this  noble  act  of  that  Congress,  and  under  the  constructive  supervision  and  guid¬ 
ance  of  our  production-credit  corporations,  the  local  PCA’s  rendered  an  invalu¬ 
able  service  to  the  American  farmers  by  providing  the  right  kind  of  credit,  under 
the  terms  needed  to  assist  him  in  withstanding  this  unprecedented  depression  of 
the  1930's.  In  our  opinion,  the  present  cost-price  squeeze  in  agriculture  in  most 
sections  of  the  country  is  comparable  to  the  depression  of  the  1930’s.  The  pro¬ 
duction-credit  associations  today  are  providing  a  credit  service  for  its  members 
that  was  not  done  by  the  various  financing  institutions  prior  to  the  origin  of  the 
production-credit  system.  In  our  opinion,  the  supervision  provided  by  the  pro¬ 
duction-credit  corporations  has  made  this  great  service  possible. 

Since  the  majority  of  the  production-credit  associations  have  only  recently 
become  completely  farmer  owned,  the  complications  involved,  in  our  opinion, 
make  it  extremely  important  that  we  have  access  to  the  continued  services  and 
guidance  of  the  people  who  are  familiar  with  our  problems.  In  our  opinion,  no 
one  can  offer  this  assistance  as  well  as  the  production-credit  corporations.  We 
believe  it  advisable  to  streamline  the  operations  of  the  production-credit  corpora¬ 
tions  and  FICB’s.  We  understand  this  is  to  be  done  regardless  of  any  legislation. 
We  have  been  informed  that  the  Federal  Intermediate  Credit  Bank  is  to  become 
strictly  a  bank  of  discount,  rather  than  being  a  primary  lender,  yet  the  credit 
examinations  of  the  associations  will  be  made  by  the  bank,  if  this  bill  is  passed. 
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It  is  not  unreasonable  to  assume  that  by  this  procedure  the  bank  may  eventually 
set  the  credit  policies  rather  than  leaving  this  decision  to  the  local  boards  of 
directors  in  the  PCA’s.  It  is  our  opinion  that  the  expenses  of  the  Production 
Credit  Corporation  and  the  Federal  Intermediate  Credit  Bank  can  be  reduced 
substantially  and  still  keep  the  two  units  separate.  This,  to  us,  appears  to  be 
both  logical  and  appropriate. 

It  is  suggested  from  some  sources  that  it  will  be  an  advantage  to  the  production^- 
credit  associations  to  increase  the  assets  of  the  Federal  intermediate  credit  banks 
by  merging  the  PCC’s  and  the  FICB’s,  and  the  stock  investment  that  would  be 
required  by  the  production-credit  associations.  With  this,  we  cannot  agree.  The 
bank  was  created  for  any  lending  organization  serving  agriculture,  and  they  still 
are  permitted  to  discount  paper  for  these  other  institutions.  We  have  no  ob¬ 
jection  to  this  feature  but  we  think  it  unfair  to  require  the  production-credit 
associations  to  assume  the  burden  of  retiring  the  Government  capital  from  the 
Federal  Intermediate  Credit  Bank.  The  average  PCA  would  be  required  within 
24  months  after  the  enactment  of  this  bill,  to  invest  some  $30,000  of  its  capital 
structure  to  purchase  stock  in  the  consolidated  institution.  This  $30,000  could 
not  be  used  by  the  association  to  support  loans  for  discount  purposes  and  for  all 
practical  purposes,  would  be  a  “frozen”  asset.  This  $30,000  invested  in  bonds 
would  earn  the  association  $750  per  year.  By  discounting  on  a  7  to  1  ratio,  this 
“frozen”  $30,000  would  reduce  by  $210,000  the  amount  of  dollars  the  association 
could  loan.  Could  this  be  called  an  advantage  to  a  production-credit  association? 
When  a  PCA  member  has  a  “frozen”  loan,  he  doesn’t  feel  that  it  is  an  advantage 
to  him— neither  could  it  be  considered  an  advantage  to  a  production-credit  associ¬ 
ation  to  have  $30,000  “frozen”  capital. 

I,  for  one,  have  a  substantial  investment  in  production  credit  A  and  B  stock.  I 
willingly  purchased  this  stock  to  help  increase  the  capital  structure  of  my  asso¬ 
ciation  and  hastened  the  day  we  could  reach  the  goal  of  100  percent  farmer  own¬ 
ership.  Many  other  farmers  did  likewise.  We  did  not  purchase  this  stock  with 
the  intentions  of  it  being  legislated  into  some  other  corporation  other  than  our 
own  local  PCA.  We  do  not  consider  it  reasonable  to  be  required  to  do  so  now. 

During  this  period  of  economic  distress  in  agriculture,  we  do  not  consider  it 
advisable  to  withdraw  the  Government  capital  from  the  Federal  Intermediate 
Credit  Bank  and  the  Production  Credit  Corporation.  This  would  create  a  further 
financial  hardship  on  farmers  at  a  time  when  we  cannot  withstand  many  further 
adversities.  It  is  completely  unreasonable  to  require,  through  legislation,  the 
PCA’s  to  invest  their  hard-earned  capital  in  the  Federal  intermediate  credit 
banks,  which  serve  as  banks  of  discount  for  all  other  agricultural  lending  organi¬ 
zations.  The  commercial  banks  are  permitted  to  discount  paper  with  the  FICB 
by  meeting  their  requirements.  Recently  the  Farm  Credit  Administration  ap¬ 
proached  the  Board  of  Governors  of  the  Federal  Reserve  System  in  an  effort  to 
get  the  Federal  Reserve  banks  to  purchase  FICB  debentures  so  that  PCA’s  could 
realize  a  more  favorable  discount  rate.  This  request  was  apparently  declined,  or 
at  least  discouraged.  The  Federal  Reserve  people  indicated  that  their  duty  lies 
in  regulating  the  supply  of  credit  for  the  general  economy  of  the  country,  rather 
than  being  a  source  of  credit.  Why,  then,  should  the  services  of  the  FICB  be 
available  to  commercial  banks?  They  no  doubt  will  use  the  services  of  the  FICB 
only  at  times  of  emergency,  yet  the  PCA’s  would  be  required  to  keep  these  services 
available  to  other  lenders,  in  both  good  times  and  bad. 

We  do  not  believe  this  committee  can  honestly  recommend  to  Congress  the  pas¬ 
sage  of  this  bill,  which  would  place  an  undue  financial  burden  on  the  farmers’ 
shoulders.  We  honestly  believe  that  if  it  were  not  for  the  stabilizing  effect  of 
production  credit  associations,  the  great  majority  of  farmers  would  be  paying 
a  much  higher  interest  rate  for  their  money.  A  PCA  member,  regardless  of  his 
financial  position,  pays  a  standard  interest  rate.  All  PCA  members  in  an  associ¬ 
ation  pay  the  same  rate  on  the  unpaid  principal  balance,  regardless  of  social  stand¬ 
ing,  financial  position,  or  family  connections.  This  is  not  true  with  many  lenders. 
Just  check  the  chattel  records  at  the  courthouses  over  the  country.  The  man 
with  the  strong  financial  statement,  in  many  cases,  will  be  paying  possibly  6  per¬ 
cent,  while  the  small  farmer  is  paying  8  percent,  or  higher. 

The  National  Farm  Loan  Association  and  the  Bank  for  Cooperatives  are  not 
presently  discounting  loans  with  the  Federal  intermediate  credit  bank  in  our 
sixth  district.  Yet  these  men  on  the  Board  have  just  as  much  authority  as  the 
production  credit  elected  directors.  At  a  statewide  meeting  of  the  Missouri  direc¬ 
tors  and  secretaries  held  at  Jefferson  City,  Mo.,  on  April  9,  1956,  a  motion  was 
placed  before  the  group  to  amend  the  present  bill  by  inserting  a  change  of  the 
name  of  the  Federal  Intermediate  Credit  bank  to  the  Production  Credit  Bank  of 


160 


FARM  CREDIT 


St.  Louis.  AVe  had  been  informed  at  this  meeting  that  if  this  bill  did  not  pass 
that  Congress  would  write  one  for  us.  With  this  thinking  uppermost  in  the  minds 
of  those  present,  the  motion  carried.  A  goodly  number  of  the  directors,  how¬ 
ever,  had  already  left  the  meeting  before  the  motion  was  voted  upon,  so  a  true 
representative  vote  could  not  be  obtained. 

I  have  here  with  me  correspondence  from  a  number  of  associations  in  Missouri 
that  have  cast  an  affirmative  vote  on  the  motion  but  are  still  vigorously  opposed 
to  the  bill  to  consolidate  the  FICB’s  and  PCC’s. 

We,  in  the  sixth  farm-credit  district,  are  not  alone  in  our  opinion  that  this 
bill,  if  passed,  would  be  detrimental  to  the  production-credit  system,  and  the 
farmers  at  the  grassroots  level.  We  have  received  correspondence  from  Ten¬ 
nessee,  Mississippi,  Louisiana,  New  Mexico,  Alabama,  and  Iowa,  all  of  which 
are  opposed  to  this  bill.  I  understand  that  there  are  a  number  of  other  States 
where  there  is  a  great  deal  of  opposition.  No  doubt  some  members  of  this 
committee  have  received  communications  from  these  other  associations. 

Certainly,  some  of  the  amendments  proposed  have  merit,  such  as  changing  the 
name  from  Federal  Intermediate  Credit  Bank  to  Production  Credit  Bank  and  in 
our  opinion,  has  influenced  the  thinking  of  some  associations  in  various  districts. 
An  expression  from  the  sixth  district,  including  the  sixth  district  farm-credit 
board,  vigorously  opposed  the  recommendations  of  the  Bureau  of  the  Budget  to 
return  the  surplus  of  the  FICB’s  and  PCC’s  to  the  Government. 

It  is  our  sincere  opinion  that  for  the  benefit  of  the  farmers  at  the  grass-roots 
level,  any  legislation  should  be  deferred  for  at  least  5  years.  We  hope  and  pray 
that  this  committee  will  see  fit  to  postpone  any  legislative  action  pertaining  to 
the  production-credit  system  at  this  time.  We  are  sure  that  a  delay  of  any 
legislation  would  be  in  the  interests  of  the  American  farmer  at  this  time. 

Mr.  Poage.  Without  objection,  I  would  like  to  put  in  the  record 
certain  communications  that  have  come  to  the  clerk. 

(The  documents  above  referred  to  are  as  follows :) 

April  18,  1956. 

Clerk  of  Agriculture  Committee 

House  Office  Building,  Washington,  D.  C.: 

Regret  short  notice  as  previous  commitments  make  it  impossible  for  me  to 
appear  at  hearing  on  farm  credit  bill.  Our  corporation  is  a  part  of  the  National 
Livestock  Producers  Association.  We  endorse  and  support  the  testimony  pre¬ 
sented  by  P.  O.  Wilson,  secretary  manager  of  the  National  Livestock  Producers 
Credit  Corp. 

By  J.  A.  Lamb. 

Executive  Vice  President  and  Manager. 


Mabel  C.  Downey, 

Clerk  of  House  Committee  on  Agriculture, 

House  Office  Building,  Washington,  D.  C.: 

Re  tel  April  12th  and  your  reply.  It  is  now  impossible  for  me  to  attend  hearing 
Tri-State  Livestock  Credit  Corporation,  San  Francisco,  Calif.,  is  vitally  interested 
in  and  opposed  to  provisions  of  H.  R.  10285.  We  support  and  endorse  testimony 
which  will  be  given  by  P.  O.  Wilson,  secretary  and  manager  of  National  Livestock 
Producers  Association. 

J.  A.  White,  Jr., 

Member,  Tri-State  Livestock  Credit  Corp. 


April  19, 1956. 

Clerk  of  House  Committee  on  Agriculture, 

House  Office  Building,  Washington,  D.  C.: 

We  have  definite  interest  in  FI.  R.  10285.  Regret  inability  to  testify  due  to  short 
notice.  We  adopt  and  support  the  testimony  given  by  the  National  Livestock 
Producers  Association  of  Chicago. 

National  Livestock  Credit  Corp., 

Oklahoma  City,  Okla. 


FARM  CREDIT 


161 


April  19, 1956. 

Clerk  of  House  Agriculture  Committee, 

House  Office  Building,  Washington,  D.  0.: 

Wish  to  support  testimony  of  P.  O.  Wilson  representing  National  Livestock 
Producers  Association  and  subsidiaries  and  L.  D.  Campbell,  secretary  of  Com¬ 
mittee  of  Texas,  at  committee  hearing  for  H.  R.  10285,  S.  bill  3550  and  other 

pending  bills.  j  W.  Mitchell, 

Manager,  National  Finance  Credit  Corp.  of  Texas. 


Producers  Live  Stock  Corp., 

Chicago,  III. 

To  Congressman  Cooley  and  Members  of  House  Committee  on  Agriculture: 

The  Producers  Live  Stock  Credit  Corp.,  of  Chicago,  lends  money  for  cattle 
and  sheep  production  to  farmers  and  ranchers  over  12  Middle  Western  States.  ; 

Since  organization  in  April  1924,  the  Producers  Live  Stock  Credit  Corp.  has 
discounted  with  the  Federal  Intermediate  Credit  Bank  of  St.  Louis,  and  is  tne 
largest  single  discounter  with  that  bank.  .  . 

Because  we  feel  that  the  proposed  legislation  is  discriminatory  and  unsound, 
we  definitely  oppose  it.  We  oppose  this  bill  for  the  following  reasons :  _ 

1.  We  object  to  paying  part  of  the  cost  of  supervision  of  the  production  credit 
associations.  There  seems  to  be  no  precedent  for  this,  as  the  other  financing 
concerns  of  this  country  pay  for  their  own  supervision.  ... 

2.  Other  financing  institutions  will,  while  acquiring  participation  certificates, 

have  no  vote  in  Federal  intermediate  credit  bank  affairs.  The  voting  stock  is  all 
to  be  held  eventually  by  the  production  credit  associations.  This  is  gross  dis¬ 
crimination.  .  .  i 

3.  Upon  liquidation,  the  surplus  accumulated  prior  to  this  bill  becoming  law 
will  go  to  the  production  credit  associations  as  B  stockholders.  This  surplus 
actually  belongs  to  the  United  States  Government.  However,  if  it  is  not  to  le- 
vert  to  the  Government,  then  it  should  be  distributed  equitably  to  the  users,  in¬ 
cluding  both  production  credit  associations  and  the  other  financing  institutions. 
The  other  financing  institutions  have  been  contributing  to  this  surplus  since  19^3. 

4.  The  collateral  requirements  should  be  uniform.  Any  restrictions  should  be 
based  on  the  qualifications  of  the  farmer-borrower  and  the  financial  condition  of 
the  discounting  agency.  The  collateral  requirements  should  not  be  based  on 
whether  the  discounting  agency  happens  to  be  classified  as  a  production  credit 
association,  or  as  an  other  financing  institution.  These  differences  in  collateral 
are  set  forth  in  sections  202a  (1)  and  (2),  and  section  6  (i)  (1). 

5  Terminating  emploving  of  Federal  intermediate  credit  bank  employees  is 
unnecessary  as  the  Federal  intermediate  credit  banks  are  not  being  liquidated  as 
are  the  production  credit  corporations. 

6.  This  bill  requires  the  purchasers  to  pay  for  15  percent  of  the  stock  within  a 
period  of  2  years.  Under  present  agricultural  conditions  this  requirement  will 
be  difficult  to  accomplish  unless  the  Governor,  under  powers  granted,  uses  the 
revolving  fund  to  provide  many  of  the  purchasers  with  the  funds  needed  to 

finance  the  purchase.  .  .  . 

All  of  the  above  objections  to  the  bill,  however,  are  secondary.  The  principal 
objection  we  have  is  changing  the  status  of  the  Federal  intermediate  credit  bank 
system  at  this  time.  We  believe  this  will  increase  rates  to  farm  and  rancher 
users.  We  recommend  that  this  bill  be  rejected  and  the  Federal  intermediate 
credit  banks  maintained  on  their  present  basis. 

The  Federal  intermediate  credit  bank  system  has  an  available  reputation, 
acquired  from  33  years  of  furnishing  sound,  dependable,  and  effective  agricul¬ 
tural  credit  throughout  the  country  at  minimum  cost  to  the  Government.  This 
reputation  is  reflected  in  the  confidence  of  the  investing  public  in  the  Federal 
intermediate  credit  banks’  public  offering  of  debentures. 

The  Federal  intermediate  credit  bank  program  should  not  be  disturbed  at  this 
critical  period.  We  recommend  the  rejection  of  this  bill.  We  have  read  the 
testimonv  of  P.  O.  Wilson,  secretary-manager  of  National  Live  Stock  Producers 
Association,  and  we  are  in  complete  agreement  with  that  statement  and  endorse 
It  in  its  entirety. 

-Respectfully  yours,  „  . 

Jerome  J.  Burke,  Secretary-Manager.  . 


Dated  April  18, 1956. 
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Hon.  Clifford  McIntike, 

House  of  Representatives, 

Washington,  D.C.: 


April  19,  1956. 


Board  of  directors,  Central  Jersey  Farmers  Cooperative  Credit  Association 
unanimously  asks  that  you  record  in  their  behalf  full  support  of  H.  R.  10285, 
a  bill  to  merge  production  credit  corporations  in  Federal  Intermediate  Credit 
Banks.  It  is  our  understanding  this  bill  best  embodies  the  recommendations 
made  at  all  levels  of  the  Farm  Credit  System,  and  as  such  we  ask  you  bend 
every  effort  for  quick  passage. 

Central  Jersey  Farmers  Cooperative  Credit  Association, 

C.  A.  O’Reilly,  Assistant  Secretary. 


Mr.  Johnson.  Right  at  this  point,  I  want  to  ask  the  gentleman  a 
question.  4  ou  referred  to  the  capital  to  be  drawn  from  your  local 
production  credit.  Do  you  mean  the  stock  that  you  would  have  to 
purchase?  Is  there  any  other  capital  proposed  to  be  drawn  out  by 
this  legislation  ? 

Mr.  Slusher.  I  am  talking  about  the  capital  stock,  this  $30,000 
average  capital  that  will  be  withdrawn  from  the  association. 

Mr.  J oiinson.  That  you  would  have  to  purchase  in  stock  ? 

Mr.  Slusher.  Yes. 

Mr.  Johnson.  How  much  do  you  estimate  that  would  curtail  your 
loaning  ability  ? 

Mr.  Slusher.  That  would  depend,  naturally.  Now,  as  I  understand 
it,  it  does  not  affect  the  discount  ratio  which  I  learned  here  is  10  to  1. 
I  never  heard  of  more  than  5  to  1  in  our  association  until  the  past  6 
months. 

Mr.  Johnson.  Six  to  one,  wasn’t  it  ? 

Mr.  Slusher.  I  have  heard  10  to  1  mentioned,  have  I  not? 

Mr.  Poage.  About  6  to  1  is  about  all  you  have  been  doing,  is  that 
right? 

.  Me  Slusher.  We  have  been  following  a  5  to  1  basis,  at  least  that 
is  what  I  have  been  told. 

Getting  back  to  the  question,  my  understanding  is  that  this  money 
being  withdrawn  will  not  affect  the  discount  ratio,  but  it  cannot  be 
used  to  discount  the  paper  with  the  Intermediate  Credit  Bank. 

For  example,  we  have  had  a  $2  million  volume  in  our  association 
which,  as  I  understand,  on  a  5  to  1  basis  requires  $400,000  capital 
structure. 

Suppose  we  build  back  to  the  $2  million  in  volume,  the  $30,000  is 
withdrawn,  then  that  will  affect  the  discount  ratio  with  the  Inter¬ 
mediate  Credit  Bank,  as  we  cannot  use  that  $30,000  to  discount  our 
paper. 

Mr.  Poage.  Let  me  help  you  just  a  little  right  here. 

Mr.  Slusher.  It  would  amount  to  only  200,000. 

Mr.  Poage.  Let’s  find  out. 

Is  it  true  that  the  Farm  Credit  Administration  would  approve  6 
to  1  lending  ratio  ? 

Mr.  Tootell.  That  depends. 

Mr.  Chairman,  actually  there  are  some  associations  that  for  periods 
of  time  exceed  the  6  to  1.  I  think  the  average  right  now  for  the 
United  States  is  seven  and  a  quarter. 

Mr.  Miles.  10  to  1  is  the  legal  limit,  but  they  are  now  operating,  most 
of  them,  on  around  a  5  to  1  basis. 

Mr.  McIntire.  Doesn’t  that  ratio  vary  somewhat  as  to  what  might 
be  the  intensity  of  risk  in  a  producing  area  ? 
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Mi*.  Miles.  There  are  some  differences  in  districts,  and  this  does  not 
apply  to  all  of  them,  but  there  are  some  districts  that  do  review  the 
general  situation  in  each  association  from  year  to  year,  and  the  Inter¬ 
mediate  Credit  Bank  decides  upon  what  ratio  it  is  willing  to  accept 
paper  from  those  particular  associations.  But  the  legal  limit,  they 
can  go  up  to  10  to  1,  as  far  as  the  law  is  concerned.. 

Mr.  Slusher.  In  my  understanding  of  the  situation;  of  course, .as 
you  said,  it  would  depend  on,  I  suppose  I  should  put  it,  the  financial 

position  of  the  association.  .  . 

And,  I  as  I  said,  our  association  is  small,  and  therefore  we  might 
be  affected  more  than  the  association  with  more  capital. 

Mr  McIntire.  Mr.  Chairman,  I  would  like  to  clear  up  one  point 
in  my  mind;  getting  back  to  this  lending  capacity  of  your  association 
in  relation  to  your  investment  in  the  stock  of  this  corporation. 

I  was  laboring  under  the  impression  that  this  would  not  affect  the 
lending  ratio  of  your  association,  but  that  this  stock  m  the  merge 
corporation,  in  which  you  would  be  required  to  make  this  investment, 
could  not  in  itself  be  used  as  collateral  to  secure— it  would  not  affect 
your  ratio  of  1  to  5  or  1  to  5%  or  1 t°  4 

Mr.  Slusher.  I  agree  with  that.  .  ,  .  , 

Mr.  McIntire  (continuing).  Which  is  based,  of  course,  on  yom 

ajrree  wife  that.  But  as  I understand  it  we .cannot 
use  that  to  discount  our  paper,  that  30,000  with  the  Intermediate  Credit 

BMr  Johnson.  Have  you  ever  been  able  to  put  up  your  stock  in  your 
production  credit  as  collateral  to  discount  paper?  Don  t  you  have  to 
put  up  the  particular  mortgages  ? 

But  that  capital  is  withdrawn  from  our  association,  as  I  understand 
it  and  put  into  this  merged  institution  as  an  asset,  but  we  cannot  use 
it’ to  discount  our  paper  with  the  bank,  with  the  Intermediate  Credit 

B  Now  if  I  am  wrong,  I  would  be  glad  to  have  these  gentlemen  tell  me. 

Mr.  Johnson.  Wouldn’t  you  have  30,000  less  to  lend  ? 

Mr.  Slusher.  No,  sir ;  on  a  5  to  1  basis,  we  wouldn  t. 

Mr.  Johnson.  I  wish  somebody  would  dear  us  upon  tins. 

Mr.  Miles.  I  believe  I  can  clear  that  point.  , 

The  only  effect  that  that  $30,000  investment— Mr.  Slusher  s  associa¬ 
tion  has,  I  believe,  $400,000  net  worth ;  is  that  right  i 

Mr.  Slusher.  That’s  right.  .  n 

Mr  Miles.  I  don’t  know  what  percent  of  that  is  invested  in  Gov¬ 
ernment  bonds,  perhaps  80  percent  of  it,  $300,000  in  Government  bonds. 

or  something  like  that? 

Mr.  Slusher.  I  couldn’t  give  you  that  exact  figure. 

Mr  Miles  Now,  if  they  have  $300,000  in  bonds,  they  can  pledge 
those’  bonds  to  the  Intermediate  Credit  Bank  and  borrow  back  on 
them,  dollar  for  dollar,  to  carry  loans  m  their  association  that  might 

not  be  acceptable  for  discount,  or  to  process  loans. 

It  is  their  own  money  that  they  use  in  processing  loans,  until  they 
can  o-et  them  to  the  bank  and  get  them  discounted.  So,  actually,  the 
only  effect  that  this  $30,000  investment  in  this  merged  institution 
would  have  on  their  lending  operations  would  be  m  case  they  had  so 
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much  paper  not  acceptable  for  discount,  that  it  would  reduce  their 
direct  borrowing  from  the  bank  by  $30,000,  in  order  to  carry  the  paper. 

But  so  long  as  they  make  loans  that  are  acceptable  for  discount,  it 
would  not  affect  their  ability  to  lend  at  all. 

Mr.  Poage.  You  may  proceed,  Mr.  Slusher. 

Mr.  Slusher.  There  are  a  number  of  things,  one  which  I  would  like 
to  mention  at  this  time,  that  have  caused  our  association — and  I  might 
put  it,  our  State,  which  up  until  April  the  9th,  as  near  as  we  could  get, 
from  the  information  we  could  get — was  opposed  very  much  to  this 
bill,  with  the  exception  of  one  association  ivhich  first  said  they  were 
opposed  and  said  they  would  go  along  with  those  that  were  in  opposi¬ 
tion. 

There  was  one  association  divided,  one  association  noncommittal. 
The  rest  of  the  associations  were  opposed  until  April  the  9th. 

After  a  statewide  meeting  held  by  the  directors,  an  amendment 
was  made  at  the  latter  part  of  the  meeting,  to  go  on  record  favoring  an 
amendment  to  this  bill — I  suppose  it  is  10285 — changing  the  name 
from  the  Intermediate  Credit  Bank  to  the  Production  Credit  Bank. 
1  his  motion  carried.  At  that  time  only  one  association  voted  in 
opposition  to  the  change  of  the  name. 

I  asked  the  question  at  that  particular  time,  that  in  case  the  name 
could  not  be  changed  or  other  amendments  were  added,  would  the 
associations  of  the  State  of  Missouri  be  in  favor  of  the  bill.  They  said 
no,  at  that  time. 

I,  as  most  of  you  know,  was  selected  to  represent  the  State  of  Mis¬ 
souri  and  its  association,  in  opposition  to  this  bill.  We  sent  letters 
to  every  association,  I  believe,  in  the  United  States,  asking  for  their 
opinions  and,  as  a  result  we  received  more  letters  in  opposition  than 
we  did  in  favor. 

However,  we  did  not  receive  more  than  40  of  50  letters.  Most  of 
those  that  were  favoring  the  bill  were  from  Texas. 

Mr.  Gathings.  Mr.  Chairman,  I  wonder  if  we  could  not  get  that 
tabulated  for  the  record. 

Could  you  furnish  us  in  detail  of  the  40  or  45  that  you  did  receive, 
how  many  were  favorable  to  the  legislation,  how  many  were  opposed* 
and  how  many  were  on  the  fence? 

Mr.  Slusher.  I  have,  I  believe,  all  the  letters  that  were  in  opposition, 
but  I  would  have  to  forward  the  Texas  letters  to  you,  to  give  you  that 
information. 

(The  information  requested  above  is  as  follows :) 

Higginsville,  Mo.,  April  23,  1956. 

Hon.  E.  C.  Gathings, 

House  of  Representatives, 

Washington,  D.  C.: 

In  reply  to  question  at  subcommittee  hearing:  Friday,  April  20,  regarding  reply 
to  letter  sent  498  PCA’s  by  Lloyd  Godley  and  Paul  Slusher.  Replies  as  follows': 
50  PCA’s  oppose  merger ;  28  PCA’s  favor. 

Appreciate  your  hospitality  and  ask  continued  support  in  delaying  any  legis¬ 
lation. 

Paul  Y.  Slusher, 

Lexington,  Mo. 

Mr.  Gathings.  You  don’t  know  just  what  that  would  amount  to  in 
percentage,  do  you,  of  the  total  acknowledgments  ? 

Mr.  Slusher.  As  I  mentioned,  there  were  about  60  percent  opposed 
that  we  received,  and  only  about  50  percent  in  favor,  but  it  was  a  very 
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small  portion  of  the  number  of  the  associations  involved  in  the  United 
States 

Mr.  Gathings.  Many  did  not  answer. 

Mr  Slusher.  And  many  of  these  letters  have  been  conflicting  state¬ 
ments,  as  Mr.  Godley  had  presented  from  other  sources. 

Mr.  Gathings.  What  is  the  date  of  that  letter .  \V  hen  did  you 

B1  Mr.S^usiiER.  Our  first  letter  went  out,  I  believe,  in  March,  March  1. 
Mr.  Gathings.  Those  replies  are  dated  about  the  middle  of  March, 

or  the  10th  of  March?  _  .  .  ..  n 

Mr.  Slusiier.  I  can  give  those  to  you.  One  is  April  9,  one  Apni 
16  March  6,  March  5.  They  came  out  within  a  week  or  so  after  those 
letters  were  sent  out;  March  17,  March  17,  March  26,  22,  29,  3,  and 

S°Mr.  Gathings.  Do  you  have  any  other  recommendations  to  make  to 

the  committee,  other  than  change  the  name  ? 

Mr.  Slusher.  That  is  the  only  recommendation  that  1  have  at  the 

present  time  for  this  bill.  „  ,  . 

Mr.  Gathings.  Is  there  something  that  can  be  salvaged  out  of  tlus 
bill  that  could  be  passed?  What  would  you  recommend? 

Mr.  Slusher.  Well,  our  State  went  on  record  as  opposing  the  bill 
entirely,  or  delaying  action,  any  action  on  the  bill,  for  at  least  5  yeais. 

As  I  said,  we  have  been  in  a  state  of  confusion,  more  or  less,  after 
all  these  meetings,  and  this  last  one  ended  up  the  same  way. 

Mr.  Johnson.  Is  the  main  opposition  coming  from  the  fact  that  you 
have  to  buy  this  stock  ?  Is  that  what  is  causing  most  of  the  trouble  . 

Mr.  Slusher.  No,  sir.  . 

I  have  one  other  point  that  I  would  like  to  mention  at  this  time. 
As  we  see  it,  the  PCA’s  would  be  buying  some  85  to  90  percent  of 
the  merged  institution.  We  have  had  arguments  for  and  against  con¬ 
trolling  interests.  ,,  , 

However,  it  should  be,  and  will  be,  as  I  understand  it,  handled 
through  our  district  board.  I  don’t  believe  that  any  of  your  gent  e- 
men  or  any  banking  institution  would  invest  85  or  90  percent  in  a 
financial  institution,  and  only  have  two-sevenths  of  the  controlling 
vote  in  that  institution,  and  that,  in  my  opinion,  is  what  we  would 

have  under  this  set-up.  .  , ,  ,  .  , 

Mr.  McIntire.  Mr.  Chairman,  could  I  ask  a  question  at  that  point. 

Is  it  your  observation  in  Missouri  that  the  question  of  ownership, 
or  the  question  of  representation  on  the  board,  is  a  point  of  discussion 
as  among  land  bank  borrowers  or  among  borrowers  who  use,  through 
their  cooperatives,  the  services  of  the  Bank  for  Cooperatives : 

I  mean,  as  you  have  associated  yourself  within  the  farm  credit 
family,  do  you  hear  any  comment  from  borrowers  of  land  banks 
through  the  National  Farmer  Owner  Associations  of  the  inadequacy 
of  their  representation  on  the  board,  and  regarding  the  Bank  tor  Go- 
operatives,  of  the  inadequacy  of  their  representation  on  the  Board, 

Mr.  Slusher.  We  have  not,  and  yet  I  think  that  we  are  m  a  ditter- 
ent  position  than  we  would  be  if  we  were  in  their  position  and  they 
were  in  ours.  In  other  words,  if  they  were  buying  90  percent  of  it 
and  we  had  as  much  vote  as  they  did  - 
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Mr.  McIntire.  Well,  let’s  take  the  National  Farm  Owners  Associa- 
tion.  It  is  not  a  question  of  90  percent  there.  They  own  it  all,  and 
they  have  only  a  partial  representation  on  the  board. 

Mr.  Slushee.  They  own  all  of  their - 

Mr.  McIntire.  They  own  all  of  their  structures. 

Mr.  Slusher.  Yes,  that  is  true. 

Mi .  McIntire.  And  still,  on  the  district  board  they  have  only  2 
out  of  7,  and  I  was  wondering  if,  as  you  have  analyzed  this  particular 
problem,  if  you  have  found  that  these  other  vehicles,  the  Bank  for 
Cooperatives  and  their  customers  or  clients  and  members,  if  they  have 
found  inadequate  opportunity  to  be  appropriately  represented  in  this 
board  make-up  m  the  district  by  the  fact  they  only  have  2  out  of 
1116  i  • 

a?'  SLtlSHEE-  ihave  heard  no  complaint  on  their  part,  no. 

•  r-  McIntire.  But  do  you  feel  that  their  situation  is  not  analogous 

pn  a  •YOU/;Si  111  t  l!lt,  t  \ei‘e  would  be  a  problem  in  connection  with  the 
BCA  s,  if  they  just  had  2  on  the  board  of  7  ? 

Mr.  Slusher.  Yes. 

I  bring  that  up,  gentlemen.  It  has  been  demonstrated  in  our  dis- 
trict,  and  I  like  t.o  disregard  personalities,  but  it  has  been  demon¬ 
strated  m  our  district  that  a  decision  was  made  at  one  time— whether 
it  was  right  or  wrong— by  PCA  representatives. 

The  other  five  members  on  the  board  opposed  their  decision  and 
went  on  record  as  such,  which,  to  me,  indicated  that  PCA’s  had  no 
control  of  their  interest  on  that  board,  which  was  to  buy  this  merged 
institution.  ^ 

Mr.  Poage.  Does  that  cover  your  statement  ? 

Mr.  Slusher.  Does  that  conclude,  you  sav  ? 

Mr.  Poage.  Yes. 

Mr.  Slusher.  If  I  might  just  sum  this  up  ? 

tv/t1""  ?0AGE-  Certainly.  I  don’t  want  to  cut  you  off. 

Mr  Slusher.  Gentlemen,  I  have  perhaps  taken  more  time  by  ramb¬ 
ling,  but  I  have  3  or  4  statements  I  would  like  to  make,  or  leave  with 
you. 

Mr.  Poage.  We  will  be  glad  to  have  you  make  them. 

,  cf1’-  Slusher.  One  of  the  reasons,  of  course,  has  been  mentioned 
Dy  Mr.  God  ley,  that  we  are  now  in  a  cost-price  squeeze.  We  feel  that 
this  would  be  an  undue  hardship  on  our  Association. 

As  I  have  mentioned,  the  capital  which  the  Association  would  be 
required  to  invest  in  the  Intermediate  Credit  Bank  would  reduce  the 
capital  structure  of  the  Association  by  a  like  amount. 

This  investment  could  not  be  used  to  support  the  lending  activities 
of  the  association  with  its  source  of  discount.  It  is  felt  that  during 
the  period  of  economic  distress,  the  farmers  of  PCA’s  may  need  more 
Government  support  and  not  less. 

The  amount  of  Government  money  now  in  the  system  is  minor.  The 
legislation,  in  our  opinion,  would  tend  to  centralize  some  of  the  func¬ 
tions  m  the  Washington  office  that  are  now  benig  performed  on  the 
local  level. 

.  Production  Credit  Corporation  has  done  a  very  outstanding 
job  m  supervising  the  Production  Credit  Associations.  They  have 
grown  and  progressed  under  this  type  of  supervision.  Under  com¬ 
plete  farmer  ownership,  we  feel  their  services  are  needed  more  than 
ever. 
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We  seriously  oppose  ownership  of  the  Federal  Intermediate  Credit 
Bank  without  having  more  control  than  this  bill  would  provide.  The 
Production  Credit  Associations  are  using  85  to  90  percent  of  the 

banks’ loans  with  the  UFI’s  using  the  balance. 

We  have  only  two  elected  representatives  from  the  Production 
Credit  Association  on  the  district  board,  which  is  a  policymaking 
body  for  the  PCA’s  and  the  Intermediate  Credit  Bank.  Yet,  they 
have  two  representatives  from  each  of  their  institutions,  which  have 

as  much  control  as  the  PC  A  elected  directors.  •  _ 

We  doubt  that  a  bank  of  discount  can  successfully  be  the  supei  visory 
agency  of  the  Associations  without  eventually  dictating  the  lending 
policy,  or  even  the  lending  of  the  Association.  . 

We,  believe  that  the  PCC  is  an  important  part  of  the  system  to  inter¬ 
cede  on  problems  between  the  associations  and  the  Intermediate  Credit 

B  I^was  suggested  at  a  meeting  that  the  Arthur  Anderson  firm  study 
the  costs  to  eliminate  expenses,  but  it,  was  evident  that  the  I  ederal 
Board  had  already  made  up  their  minds  to  consolidate  the  two  groups. 
There  was  little,  if  anything,  in  the  report  on  conserving  expenses  that 
could  not  be  done,  as  we  see  it,  and  still  maintain  the  two  separate  m- 

StIn  ouropinion,  this  is  not  time  for  consolidation  of  the  two  groups, 
or  added  expenses  to  the  Associations.  Therefore,  we  ask  you  to  delay 
any  further  action  on  this  legislation  for  at  least  another  5  years,  with 
further  consideration  and  study  to  be  given  to  the  matter. 

Mr.  Poage.  We  thank  you  very  much,  Mr.  Slusher. 

Mr  Mathews.  Mr.  Chairman,  could  I  have  just  a  minute.-  Mi. 
Slusher  of  Missouri,  here,  has  made  a  statement  that  is  in  conflict 
with  the  resolution  we  received  at  the  Federal  Board,  from  the  Mis¬ 
souri  association.  .  ,  ,  ,  ,  ,  „ 

Mr.  Poage.  I  understood  that.  At  least  we  had  a  report  yesterday 

on  that  area  that  there  was  or  is  some  difference  there.  But  we  cer¬ 
tainly  will  take  into  consideration  a  difference  of  opinion.  YY  e  will  be 
glad  to  have  vou  make  any  statement  you  wish. 

Mr.  Mathews.  The  only  reason  I  care  to  make  a  statement  is  be¬ 
cause  he  made  a  statement  for  all  the  Associations  that  were  present 
at  this  conference. 

Mr.  Poage.  We  understand  that  and  we  understand  the  advisory 
board  told  us  a  different  story.  We  know  there  is  a  difference  of  opinion 

til  ©1*6  • 

Mr.  Mathews.  This  is  not  an  opinion,  this  is  a  resolution,  Mr.  Chair¬ 
man,  that  they  sent  the  Federal  Board  a  copy  of.  .  , 

Mr.  Poage.  We  will  be  glad  to  have  it.  Go  right  ahead,  Mr.  Mat- 

Mr!'  Matthews.  In  a  conference  of  directors  of  the  Missouri  Credit 
Production  Associations  held  at  Jefferson  City,  Mo.,  on  April  9, 
1956: 

Revolved  That  this  conference  does  hereby  approve,  endorse  and  support  ER. 
10285  and  S.  3549  now  pending  in  the  Congress  of  the  United  States,  and  dealing 
with  the  proposed  merger  or  consolidation  of  Production  Credit  Corporations 
ami  Federal  Intermediate  Credit  Banks;  that  the  Conference  urges  that  ap¬ 
propriate  action  be  taken  in  the  Committees  of  Congress  to  change  the  name  of 
the  merged  or  consolidated  institution  to  the  Production  Credit  Bank  of  ------- 

the  name  to  include  the  name  of  the  city  in  which  the  principal  office  of  the 
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institution  is  located;  that  the  representative  of  this  district  on  the  PC  A  Na¬ 
tional  Advisory  Committee  be  authorized  and  requested  on  behalf  of  the  Con¬ 
ference  to  lend  active  support  to  such  legislation  and  to  take  appropriate  steps 
to  assist  in  accomplishing  the  change  of  name  indicated,  and  that  copies  of  this 
resolution  be  furnished  to  the  Federal  Farm  Credit  Board. 

Mr.  Slushee.  Signed  by  whom,  please  ? 

Mr.  Poage.  Who  is  it  from  ? 

Mr.  Matthews.  It  was  a  copy  of  a  resolution  that  was  sent  to  the 
i  ederal  Farm  Credit  Board. 

Ter1"'  ?,!0AGK‘  Who  sent  it  ?  That  is  what  we  are  asking. 

Mr.  Tootell.  Sent  by  the  president  of  the  Production  Credit  Corpo¬ 
ration  of  St.  Louis,  sir.  I  assume  that  he  or  one  of  the  officers  of  the 
corporation  served  as  secretary,  perhaps,  at  that  meeting.  Mr.  Slusher. 
you  would  know  that.  ’ 

Mr.  Slusher.  Gentlemen,  I  might  state  there  have  been  differences 
of  opinion  at  our  State  meeting.  I  acted  as  chairman.  Of  course,  I 
was  not  secretary.  But  if  a  motion  was  presented  to  change  the  name, 
1  believe  Mr  Guy  Head  was  acting  secretary  at  that  time,  and  it  is  my 
belief  that  the  man  that  presented  the  motion  did  not  present  it  in 
those  words. 

Mr.  Poage.  It  seems  to  me  it  is  perfectly  clear  to  the  committee 
there  is  a  difference  of  opinion  that  exists  in  the  State  of  Missouri,  and 
beyond  that  I  don’t  know  what  difference  it  makes  to  us.  We  are  not 
taking  a  poll.  TV  e  are  trying  to  listen  to  the  reasons  why  some  people 
were  tor  and  why  some  were  against.  We  realize  that  there  is  a  dif¬ 
ference  of  opinion  in  the  State  of  Missouri. 

Mr.  Slusher.  I  would  like  to  add,  Mr.  Chairman,  that  up  until 
April  the  9th  I  was  elected  president  of  the  Missouri  Presidents  and 
Secretary-1  reasurers  Associations  to  represent  the  State  of  Missouri 
in  t  ie ii  attitude  on  this  bill,  and  up  until  that  time  I  was  instructed  to 
give  you  the  report  that  I  have  given  you  as  best  I  could,  but  on  April 
the  9th  this  amendment  was  proposed,  which  left  us  in  a  rather  em- 
barrassing  position,  and  I  do  have  some  information  from  various  as¬ 
sociations  m  the  district  that  still  feel  as  our  district  does,  but  today 
I  am  reporting  for  our  association  and  possibly  4  or  5  other  asso- 
dations  that  have  instructed  me  to  present  this  information  to  you. 

Mr.  Poage.  Mr.  Slusher,  .we  are  not  challenging  anybody’s  good 

tot  ti  °U  are  ^iere  reporting  what  your  association  asked. 

Mr.  Matthews  reported  what  the  organization  of  State  associations 
sent  in,  and  your  association  does  not  happen  to  represent  all  of  the 
people  m  the  State  of  Missouri,  and  yesterday  we  had  a  statement  that 
I  believe  Illinois  was  solid  for  this  bill,  there  are  a  few  associations  in 
Arkansas  against  it,  that  Missouri  was  split.  I  think  that  is  about 
the  way  the  report  came  in  to  us  yesterday. 

Mr.  Slusher.  May  I  ask  this  question?  You  say  you  got  the  in¬ 
formation  that  Illinois  was  100  percent  for  it  ? 

Mr.  Poage.  That  is  my  recollection.  I  may  be  wrong,  I  don’t  re¬ 
member. 

Mr.  Slusher.  I  have  testimony  that  they  are  not. 

Mr.  Poage.  All  right,  we  are  not  going  into  a  poll. 

.  Mr-  Slusher.  I  would  like  to  express  my  appreciation  for  appear¬ 
ing  here.  _  I  hat  is  my  personal  opinion.  I  am  glad  to  have  had  the 
opportunity  to  express  it.  I  am  glad  that  we  don’t  all  see  alike.  I  hope 
that  there  will  be  no  ill  feeling,  and  whatever  you  gentlemen  decide 
we  will  work  with. 
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Mr.  Poage.  We  are  delighted  to  have  everybody  express  their  opin¬ 
ions.  We  want  to  get  the  differences  of  opinion.  That  is  why  we  are 
holding  the  meeting. 

If  we  did  not  feel  that  there  was  difference  of  opinion,  we  would  not 
call  you  up  here,  because  if  we  knew  everybody  was  in  agreement,  it 
would  be  a  very  easy  matter  for  us. 

Now,  you  may  proceed,  Mr.  Wilson.  We  shall  be  glad  to  hear  from 
you. 

STATEMENT  OF  P.  0.  WILSON,  SECRETARY-GENERAL  MANAGER, 

NATIONAL  LIVE  STOCK  PRODUCERS  ASSOCIATION,  CHICAGO  ILL. 

Mr.  Wilson.  Mr.  Chairman  and  members  of  the  committee,  I  have 
a  prepared  statement,  I  am  going  to  stick  to  it  in  order  to  save  time. 
When  I  finish  with  that,  I  have  additional  comments  I  would  like  to 
file  with  the  committee.  I  will  not  take  time  to  go  through  all  the 
other  material. 

My  name  is  P.  O.  Wilson.  I  am  secret  ary-general  manager  of  the 
National  Live  Stock  Producers  Association. 

First,  we  wish  to  express  our  sincere  appreciation  for  this  oppor¬ 
tunity  to  appear  and  present  the  view  of  the  National  Live  Stock  Pro¬ 
ducers  Association  on  the  farm  credit  bill,  H.  li.  10285  and  the  other 
companion  bills. 

The  National  Live  Stock  Producers  Association  has  had  a  con¬ 
tinuing  interest  in  and  experience  with  the  Federal  Intermediate 
Credit  Bank  system  since  April  of  1924.  This  you  will  recognize  as 
being  shortly  after  the  original  act  was  passed  which  established  the 
12  intermediate  credit  banks.  The  National  Live  Stock  Producers 
Association  had  been  organized  early  in  1922  for  the  purpose  of  devel¬ 
oping  cooperative  livestock  sales  agencies  to  represent  livestock  sales 
agencies  to  represent  livestock  producers  in  the  sale  of  their  livestock 
on  the  principal  markets  of  the  Nation. 

In  the  short  period  of  2  years  between  1922  and  1924,  the  organiza¬ 
tion  had  found  that  there  existed  a  real  need  on  the  part  of  livestock 
producers  and  feeders  for  a  sound,  reliable  source  of  credit.  They 
therefore  appreciated  the  value  of  the  original  Federal  Intermediate 
Credit,  Bank  Act  and  started  plans  for  development  of  credit  cor¬ 
porations  which  were  necessary  if  their  livestock  producer  and  feeder 
members  were  to  be  afforded  the  use  of  discount  privileges  provided 

in  this  act.  ; 

Our  first  credit  corporation,  known  as  Producers  Livestock  Credit 
Corp.,  opened  for  business  at  St.  Louis,  Mo.,  in  April  of  1924.  You 
might  be  interested  to  know  that  we  raised  $10,000  to  start  with.  It 

was  a  small  start.  ... 

Our  organization  expanded  this  phase  of  its  business  m  1930  when, 
with  the  assistance  of  the  Federal  Farm  Board — I  might  add  there 
that,  it  was  almost  with  the  insistence  of  the  F ederal  F arm  Board 
that  we  expanded — it  organized  four  additional  credit  corporations, 
namely,  National  Finance  Credit  Corporation  of  Texas,  Fort  Worth, 
Tex.;  National  Live  Stock  Credit  Corp,  Oklahoma  City,  Okla. ;  Pro¬ 
ducers  Livestock  Credit  Corp.,  Denver,  Colo. ;  and  Tri-State  Live¬ 
stock  Credit  Corp.,  San  Francisco,  Calif.  It  also  made  a  substantial 
investment  in  the  stock  of  the  Wasatch  Livestock  Loan  Co.,  Salt  Lake 
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City,  Utah— not  known  as  Producers  Livestock  Loan  Co. — a  credit 
agency  which  had  been  organized  in  1924  by  99  livestock  producers  of 
the  Salt  Lake  area. 

With  this  brief  statement  concerning  our  history  in  the  credit  field 
you  will  recognize  that  the  National  Live  Stock  Producers  Associa¬ 
tion  now  has  a  direct  interest  in  six  credit  units.  All  of  these  are 
owned  on  a  stock  basis  by  National  Live  Stock  Producers  Association, 
its  member  cooperative  live-stock  marketing  associations,  and  the  live¬ 
stock  producers  and  feeders  whom  they  serve. 

The  volume  handled  by  these  six  credit  units,  while  not  large,  varies 
from  around  $30  million  to  $45  million.  That  was  on  the  books  at  one 
time.  At  the  end  of  1955  it  stood  at  $33  million. 

Starting  in  1924  we  have  observed  the  growth  and  expansion  of  the 
services  of  the  Federal  intermediate  credit  banks.  We  were  users  of 
the  banks’  discount  privileges  when  the  discount  rates  were  as  high  as 
514  percent.  As  the  investing  public  gained  confidence  in  the  system  I 
and  with  the  increased  volume  which  was  brought  into  the  system 
through  the  organization  of  the  production-credit  associations  in  1933, 
we  have  been  favorably  impressed  with  the  improvement  in  discount 
rates,  which  reached  a  low  of  li/2  percent. 

Since  that  time  they  have  been  trending  up,  we  are  back  now  to  31/4, 
and  possibly  they  will  go  a  half. 

At  this  point  in  my  prepared  statement,  Mr.  Chairman,  I  would 
like  to  make  it  very  clear  that  we  feel  that  the  organization  of  the 
Production  Credit  Association  Avas  a  very  forward  step  in  this  pro¬ 
gram.  We  believe  that  the  volume  which  has  been  brought  into  the 
intermediate  credit  banks,  not  only  by  the  PCA’s  but  also  by  those 
OFI’s  which  are  cooperative,  and  also  those  OFI’s  which  are  priavtely 
owned  or  owned  by  other  corporations,  has  all  contributed  to  the 
success  of  this  Federal  Intermediate  Credit  Bank  service. 

The  discount  rates  which  our  credit  corporations  pay  are  of  vital 
importance  to  our  farmer  and  rancher  borrowers.  Volume  of  loans, 
plus  sound  operating  policies  observed  by  the  banks  have  played  a 
very  definite  part  in  determining  the  cost  of  money  which  was  secured 
from  the  investing  public  through  the  sale  of  debentures  bv  the  banks. 

As  the  banks  have  proven  their  soundness,  and  volume  of  loans  for  I 
discount  have  increased,  there  has  been  a  trend  toward  more  satis¬ 
factory  discount  rates  for  our  farm  and  ranch  users. 

This  bill,  H.  R.  10285,  and  accompanying  bills,  is  presented  by  the 
Federal  Farm  Credit  Board  to  meet  a  directive  from  Congress  which, 
we  understand,  is  supposed  to  tie  into  the  Government’s  economy  move. 

It  is  our  understanding  that  Congress  wishes  to  take  the  Government 
out  of  the  farm-credit  business  and  dispose  of  the  stockholdings  which 
the  Federal  Government  now  has  in  the  farm-credit  system.  This  is 
to  be  accomplished  through  sale  of  the  stock  in  the  various  banks  in 
the  farm  credit  system  to  their  users.  This  was  the  procedure  followed 
in  the  case  of  the  Federal  land  banks,  where  the  stock  which  was 
owned  in  the  Federal  land  banks  was  sold  to  the  users  of  the  banks, 
namely,  the  farm  loan  associations.  Last  year  the  same  principle  was 
followed  in  amending  the  Farm  Credit  Act  when  legislation  was  ap¬ 
proved  providing  for  the  sale  of  the  stock  OA\med  by  the  Federal 
Government  in  the  cooperative  banks  to  the  users  of  these  banks. 

Mr.  Poage.  May  I  ask  you  to  give  us  a  little  history,  because  as  I 
said  this  morning,  there  are  a  lot  of  things  I  don’t  know,  and  I  don’t 
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remember  the  history  of  it,  either.  You  referred  to  the  land  banks. 
Now,  we  started  this  system  of  land-bank  credit  with  the  idea  that  we 
would  have  two  parallel  systems,  as  I  understand  it,  we  would  have 
these  land  banks  operating,  and  we  would  have  what  was  known  as 
joint  stock  land  banks  privately  owned  operating  in  parallel  with  the 

land  banks.  , 

Now,  I  have  borrowed  money  from  some  of  those  joint  stock  land 
banks,  or,  at  least,  I  have  bought  pieces  of  property  where  there  was 
a  joint  stock  land-bank  loan  on  them,  and  they  all  washed  out,  every 
one  of  them,  as  I  recall  it.  Isn’t  that  right  ? 

Mr.  Wilson.  I  don’t  know.  I  think  they  did,  but  I  couldn  t  answer 

you  directly ;  I  do  not  know.  ,  ,  T 

Mr.  Poage.  I  suppose  they  were  on  a  little  higher  level,  I  suppose 
they  were  comparable  to  the  land  banks  themselves,  isn  t  that  right, 
although  they  made  direct  loans  ? 

Mr  Wilson.  I  don’t  get  your  connection  here. 

Mr.  Poage.  The  connection  is  simply  this— and  maybe  I  am  all 
wrong — but  as  I  understand  it,  the  Federal  Government  started  out 
with  the  idea  that  we  would  have  two  systems,  one  in  which  the  United 
States  Government  was  putting  up  the  capital,  which  we  hoped  some 
day  would  become  mutualized,  that  was  through  the  land  banks,  and 
the  National  Farm  Loan  Association.  We  did  the  same  thing  on 
Intermediate  Credit,  we  set  up  the  idea — at  least  in  1933  we  decided 
that  we  couldn’t  rely  on  privately  owned  institutions  entirely,  so  we 
decided  we  had  to  establish  a  bunch  of  mutually  owned  institutions 


So  we  still  have  this  parallel  with  the  Intermediate  credit  bank  in¬ 
stitutions,  that  are  entirely  controlled,  entirely  under  the  supervision 
of  the  Farm  Credit  Administration,  and  institutions  that  are  not.  bo 
all  I  am  trying  to  get  at  is,  isn’t  it  rather  inaccurate  to  suggest  that  the 
land  banks  have  operated  as  you  want  these  intermediate  credit  banks 

to  operate  ?  ,  .  ,  ,  r 

Mr.  Wilson.  The  only  point  that  I  am  making  here,  Mr.  Poage,  is 

that  the  act  which  took  the  Government  out  of  the  capitalization  ot 
the  land  banks  provided  for  the  sale  of  that  stock  to  the  users  ot  the 

^  Mr!  Poage.  And  the  privately  owned  joint  stock  banks  had  already 

Mr?  Wilson.  I  want  to  stick,  if  I  may,  to  the  act  which  permitted  - 
Mr.  Poage.  I  want  to  know  what. that  act  was.  Frankly,  I  dont 

Will  one  of  you  gentlemen  from  tfie  Farm  Credit  Administration 

Mr.  Bagwell.  Mr.  Maxwell,  Director  of  Land  Bank  Service,  I  aim 
Credit  Administration,  will  answer  that. 


STATEMENT  OE  THOMAS  A.  MAXWELL,  JR.,  DIRECTOR  OF  LAND 
BANK  SERVICE,  FARM  CREDIT  ADMINISTRATION,  WASHINGTON, 

D.  C. 


Mr.  Maxwell.  Gentlemen,  my  experience  with  the  system  is  not  so 
great  that  I  can  talk  on  this  with  authority,  but  I  will  talk  as  best  I 


can. 
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The  joint  stock  land  banks  were  organized  and  made  loans  from 
proceeds  of  their  bonds — in  addition  to  those  bonds  they  were  pri¬ 
vately  capitalized.  In  1933  the  Farm  Loan  Act  provided  for  the 
liquidation  of  the  joint  stock  land  banks.  And  they  gradually  did 
wash  out,  that  is  right. 

Now,  as  you  know,  the  original  Farm  Loan  Act  provided  for  the 
capitalization  of  the  land-bank  system  through  Government  capital, 
providing  that  its  caiptal  would  be  retired  with  a  portion  of  the  capi¬ 
tal  provides  by  subscriptions  to  capital  stock  by  national  farm  loan 
associations.  And  it  was  gradually  retired,  and  then  later  on  the 
the  land  banks  got  into  difficulty,  and  it  was  necessary  for  the  Gov¬ 
ernment  to  subscribe  to  an  additional  amount  of  stock.  And  that 
capital  has  subsequently  been  retired,  that  is  right. 

Now,  I  don’t  know  whether  or  not  that  pursues  your  question 
adequately. 

Mr.  Poage.  I  think  it  does.  It  seems  to  me  that  it  is  pretty  clear 
that  we  did  not  follow,  whether  we  should  or  should  not  have,  that 
we  did  not,  follow  the  same  policy  in  the  land  banks  as  we  are  asked 
to  follow  in  this,  but  on  the  contrary,  that  we  followed  a  policy  of 
completely  liquidating  the  privately  owned  institutions,  completely 
and  totally,  which  we  don’t  propose  to  do  in  this. 

Mr.  Maxwell.  They  have  been  liquidated  before. 

STATEMENT  OF  J.  W.  SHOTWELL,  HOUSTON,  TEX. 

Mr.  Shotwell.  Mr.  Chairman,  if  I  am  not  butting  in,  may  I  answer 
the  question  ? 

I  am  probably  the  oldest  man  here,  and  I  remember  those  joint  stock 
land  banks. 

Mr.  Poage.  You  had  one  in  Houston  and  one  in  Dallas. 

Mr.  Shotwell.  A  very  good  one  in  Houston.  They  liquidated 
them  because  they  couldn’t  sell  the  bonds.  There  were  some  big  men 
behind  those  things  in  Houston,  and  it  was  an  unprofitable  business. 
And  it  was  conflicting  with  the  Federal  land  banks  system.  And  the 
Federal  land  bank  system,  as  I  said  this  morning,  I  think  that  was 
the  most  monumental  piece  of  legislation  that  has  ever  been  passed 
by  the  Congress  for  the  benefit  of  agriculture.  And  there  wasn’t  any 
need  for  the  joint  stock  land  banks  in  the  first  place.  And  they  died 
a  natural  death,  there  wasn’t  any  liquidation,  they  just  didn’t  sell  the 
bonds.  The  land  bank  itself  had  a  great  deal  of  difficulty,  and  as  this 
gentleman  says,  the  Government  had  to  put  a  little  more  money  in 
them. 

But  their  idea  of  financing  was  sound,  and  it  endured. 

Mr.  Poage.  Let  me  ask  this  question  again. 

Mr.  Bagwell.  Under  the  present  law  you  cannot  organize  a  joint 
stock  land  bank. 

Mr.  Poage.  All  I  am  saying  is  that  whether  we  should  have  done 
it  or  should  not,  it  seems  to  me  that  we  are  trying  to  claim  an  analogy 
that  does  not  exist  when  we  try  to  claim  that  the  situation  is  com¬ 
parable  to  the  land  bank  situation. 

Under  the  land  bank  situation  we  have  wiped  out  the  possibility  of 
private  capital.  I  am  not  arguing  that  that  is  the  right  thing,  I  do  not 
want  to  wipe  out  these  other  financial  institutions,  but  to  say  that  the 
land  bank  reorganization  treated  these  borrowers  like  you  want  these 
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other  financial  institutions  treated,  it  doesn’t  seem  that  the  facts  bear  it 

out. 

Mr.  Shotwell.  There  is  no  analogy  whatever  to  a  joint  stock  land 
bank  in  the  present  situation. 

Mr.  Wilson.  It  is  my  understanding  that  the  joint  stock  land  banks 
took  themselves  out  before  the  land  banks  were  sold  to  the  users. 

Mr.  Shotwell.  Long  before  ? 

Mr.  Wilson.  Quite  awhile  before.  I  think  you  will  find  the  record 
to  be  that,  although  I  am  not  an  expert  on  the  land  banks.  F rom  the 
records  that  I  have  read,  and  what  I  have  followed  through,  I  have 
made  my  statement  and  if  I  am  wrong  in  any  place,  you  can  fix  it  up. 

Mr.  McIntire.  One  point,  Mr.  Wilson.  I  don’t  want  to  pick  you 
up,  except  for  the  fact  that  you  referred  to  the  sale  of  land  banks  to 
the  users.  Unless  I  am  very  much  mistaken  in  my  recollection,  it  was 
the  original  law  itself  which  established  the  land  banks  that  provided 
the  vehicle  by  which  the  users  could  eventually  own  the  banks. 

Mr.  Wilson.  That  is  right. 

Mr.  McIntire.  And  there  never  was  a  time  in  the  land  bank  system 
where  there  was  legislation  which  permitted  this  thing  to  happen.  It 
was  set  up  originally  to  help. 

Mr.  Wilson.  It  was  planned  that  way. 

Mr.  McIntire.  And,  unfortunately,  I  think,  as  these  other  vehicles 
were  framed  legislatively  there  was  not  adequate  provision  made  for 
them  to  eventually  acquire  in  an  orderly  basis  the  ownership  of  them, 
and  we  have  been  struggling  in  previous  legislation  to  accomplish  what 
was  accomplished  in  the  original  legislation  establishing  the  National 
Farm  Loan  Association  and  the  land  banks  system. 

Mr.  Wilson.  My  statement  could  then  bar  correction  to  the  place 
that  it  was  not  legislation,  but  it  was  the  original  plan  that  they  be 
sold.  I  am  trying  to  be  brief  in  this  and  tie  it  all  together  and  I  have 
hurried  over  it. 

I  would  like  to  point  out  here  that  the  section  in  the  1955  bill  which 
provided  for  the  users  of  the  PCC’s  to  purchase  was  eliminated,  and 
an  attempt  was  given  there  to  give  them  the  opportunity. 

In  both  of  these  cases — the  Federal  land  banks  and  the  cooperative 
banks — no  change  was  made  in  the  service  nor  in  the  organizations  to 
be  served.  The  law  provided  for  the  sale,  over  a  long  period  of  time, 
of  the  stock  belonging  to  the  Government  to  the  users  of  each  of  these 
banks.  I  will  stand  corrected  on  the  land  banks.  It  is  a  technicality. 
It  was  originally  planned  in  the  law  as  you  called  it  to  my  attention 
here. 

So  far  as  we  have  been  able  to  determine  the  users  of  these  banks  were 
treated  equally.  The  users  of  both  the  Federal  land  banks  and  the 
cooperative  banks  had  helped  to  build  such  reserves  and  surpluses  as 
were  in  the  two  banks  and  these  were  permitted  to  be  retained  in  the 
banks  even  though  the  ownership  was  being  transferred  from  the 
Government  to  the  users. 

I  want  to  make  that  point  clear  that  the  users  had  helped  to  build 
these  reserves  and  surpluses. 

This  bill,  H.  R.  10285,  does  not  follow  the  pattern  set  by  Congress 
in  handling  either  the  Federal  land  banks  or  the  cooperative  banks. 
H.  R.  10285  provides  a  plan  for  merging  a  bank  (Federal  Intermedi¬ 
ate  Credit  Bank)  with  a  corporation  (Production  Credit  Corpora- 
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tion),  each  of  which  has  a  different  service  to  perform  and  this  service 
is  rendered  to  different  types  of  organizations.  In  the  case  of  the  Pro¬ 
duction  Credit  Corporations,  their  service  is  limited  to  the  Production 
Credit  Associations  while  the  Federal  Intermediate  Credit  Banks  dis¬ 
count  paper  for  the  Production  Credit  Associations  and  also  serve 
other  discounting  agencies  and  banks 

And  may  I  add  there  that  these  discount  agencies  referred  to  as 
OFI’s  or  both  cooperative,  privately  owned  and  corporately  owned  by 
other  corporations,  and  the  Federal  Intermediate  Credit  Banks  serve 
all  of  them. 

This  bill  attempts  to  merge  the  two  into  one  corporation  and  at  the 
same  time  provide  for  the  continuation  of  a  portion  of  its  services  to 
the  Production  Credit  Associations  while  denying  these  services  to  the 
other  financing  institutions.  This  will  go  further  and  provides  for 
ways  of  charging  to  other  financing  institutions  part  of  the  cost  of  the 
services  which  the  consolidated  bank  will  make  available  only  to  the 
Production  Credit  Associations. 

This  bill  completely  ignores  the  fact  that  the  OFI’s,  from  the  period 
of  1923  to  1933,  provided  the  business  needed  to  start  the  Federal  Inter¬ 
mediate  Credit  Bank  system  and  that  for  the  period  of  1923  to  and 
including  the  year  ending  June  30,  1954 — and  I  use  that  date  because 
I  do  not  have  the  annual  report  for  the  year  ending  June  30,  1955 — 
the  other  financing  institutions  supplied  a  little  more  than  20  percent 
of  the  total  business  handled  by  the  combined  Federal  Intermediate 
Credit  Banks.  During  this  period  the  OFI’s  contributed  to  the  build¬ 
ing  of  the  reserves  and  surpluses  which  are  now  shown  in  the  financial 
statements  of  the  FICB’s.  This  bill  stipulates  a  specific  program  to  be 
followed  in  the  case  of  liquidation  of  any  merged  Federal  Intermediate 
Credit  Bank  in  which  the  savings  and  reserves  of  the  FICB  which 
have  been  accumulated  over  the  perid  1923  to  and  including  the  date 
this  bill  becomes  law,  shall  go  to  the  holders  of  class  A  stock  (Govern¬ 
ment)  and  class  B  stock  (Production  Credit  Associations).  In  this 
the  bill  discriminates  against  the  OFI’s.  We  strongly  urge  that  fair 
and  equitable  treatment  demands  that  this  discrimination  be  eliminated 
and  that  the  OFI’s  be  credited  with  their  share  of  reserves  and  surplus 
since  date  of  origin  in  1923.  Otherwise,  this  bill  will  give  the  Produc¬ 
tion  Credit  Associations  title  to  equities  for  which  they  have  neither 
paid  nor  helped  to  create. 

Mr.  Poage.  May  I  ask  you,  does  your  company  borrow  any  money 
from  insurance  companies  ? 

Mr.  Wilson.  No. 

Mr.  Poage.  Some  of  them  do,  don’t  they  ? 

Mr.  Wilson.  Some  of  our  organizations  ? 

Mr.  Poage.  Some  of  the  others  ? 

Mr.  Wilson.  Not  that  I  know  of.  Occasionally,  Mr.  Poage— we 
have  got  one  case  in  your  State  right  now— we  had  a  loan  completed 
ready  to  make  to  discount  to  the  intermediate  credit  bank,  and  the  in¬ 
termediate  credit  bank  would  have  liked  to  take  the  loan  but  because 
it  didn’t  qualify  under  the  Federal  intermediate,  after  we  had  it  ready 
to  make,  didn’t  qualify  out  of  their  requirements — not  all  of  the  in¬ 
come  was  from  agriculture,  you  see— we  had  to  find  another  home. 
That  is  the  only  loan  that  we  have  got  discounted  with  a  private  loan. 
But  the  intermediate  wouldn’t  take  it. 
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Mr.  Poage.  I  presume  that  some  of  them  do  borrow  money  from  in¬ 
surance  companies  ? 

Mr.  Wilson.  If  you  can  tell  me  a  good  one,  we  might  borrow 
from - 

Mr.  Poage.  What  I  want  to  ask  is  this.  There  are  certain  large  in¬ 
surance  companies  in  the  United  States  that  have  mutualized  within 
the  last  few  years. 

Mr.  Wilson.  That  is  right. 

Mr.  Poage.  One  of  them  had  a  great  deal  of  money  to  loan  in  my 
part  of  the  country  on  real  estate  during  the  great  depression  and  I 
think  that  contributed  somewhat  to  that  mutualization,  possibly,  I 
don’t  know.  Anyhow,  do  you  think  that  people  who  had  borrowed 
money  from  the  insurance  company  during  the  many  years  that,  they 
operated  as  a  stock  had  a  moral  claim  upon  all  of  the  profits  of  that 
company  when  they  mutualized? 

Mr.  Wilson.  I  do  not,  and  I  want  to  make  this  very  clear.  Of  these 
surpluses  and  reserves  existing  in  the  intermediate  credit  banks — we 
have  done  business  with  them  since  1923 — we  claim  no  right  to  them, 
but  this  bill  proposes  to  set.  up  the  legal  procedure  in  which  those 
reserves  and  surpluses  which  today,  because  of  the  stock  ownership  by 
the  Government  of  the  banks  belong  to  the  Government,  this  bill  pro¬ 
poses  to  transfer  the  use  and  ownership  of  that  surplus  to  one  set  of 
its  users.  And  I  do  not.  believe  that  the  members  of  this  committee 
would  figure  that  that  was  fair  and  equitable  treatment  in  any  sense 
of  the  word. 

Mr.  Poage.  Well,  I  don’t  hardly  think  it  does  just  what  you  suggest, 
because,  as  I  understand  it,  it  does  give  to  the  other  financial  insti¬ 
tutions  certain  stock  when  this  indebtedness  is  paid  off.  In  other 
words,  it  does  give  you  an  opportunity  to  share  in  the  benefits,  if  any, 
of  this  ownership  ? 

Mr.  Wilson.  I  think  I  cover  that  in  the  rest  of  my  statement. 

Mr.  Poage.  Let  me  pursue  it  a  little  bit  further,  if  I  may. 

It  seems  to  me  that  if  I  understand  it,  you  agree  that  the  Govern¬ 
ment  is  under  no  obligation  to  turn  these  surplus  earnings  either  over 
to  your  companies  or  to  the  Production  Credit  Association  ? 

Mr.  Wilson.  That  is  exactly  right. 

Mr.  Poage.  But  you  feel  that  if  they  are  going  to  give  anything  to 
the  Production  Credit  Association,  they  should  give  you — treat  you  as 
favorably — isn’t  that  about  the  size  of  that? 

Mr.  Wilson.  I  think  I  said  it  as  plain  as  I  could  say  it.  Otherwise, 
this  bill  will  give  the  Production  Credit  Associations  title  to  equities 
for  which  they  have  neither  paid  nor  helped  create. 

Mr.  Poage.  And  your  objection  to  it.  is  not  giving  it  to  the  Produc¬ 
tion  Credit  Association,  but  rather  that  you  say  that  they  are  not 
giving  you  an  equal  share  ? 

Mr.  Wilson.  That  is  right. 

If  Congress  is  going  to  give  it  away,  we  helped  create  it. 

Mr.  Poage.  That  is,  of  course,  your  argument. 

I  think  that  this  bill  does  give  you  and  the  other  financial  institu¬ 
tions  stock ;  as  I  understand  it,  as  quick  as  this  debt  is  paid  off,  you 
are  going  to  share,  just  as  these  people  are  going  to  share,  except  you 
are  going  to  get  a  special  type  of  stock. 
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Mr.  Wilson.  We  are  talking  about  two  different  funds  here,  Mr. 
Poage.  I  am  talking  about  the  surplus  and  reserves  which  has  accu¬ 
mulated  in  the  Federal  Intermediate  Credit  Banks  between  1923  and 
1933. 

I  ou  give  similar  treatment  from  the  date  that  your  bill  will  become 
a  law,  but  this  other  you  freeze,  to  be  used  in  the  system  up  until  liqui¬ 
dation,  if  that  ever  conies,  and  in  case  of  liquidation  you  give  to  the 
PCA’s,  the  B  stockholders,  the  proration  on  the  surplus  which  has 
been  developed  over  the  past. 

And  the  other  OFI’s  built,  paid  in  the  fund  which  accumulated  20 
percent  of  that  reserve,  that  is  the  point  I  am  making. 

£oag^-  W]iat  OFI’s?  I  understand  there  are  over  a  thousand 
Oh  I  s  that  have  borrowed  money  from  the  intermediate  credit  bank  • 
that  is  right,  isn’t  it  ? 

Mr.  Wilson.  All  the  OFI’s,  all  that  have  discounted,  and  the  pri¬ 
vate  banks  never  discounted. 

f  GAGE-  M  e  are  right  in  assuming  there  have  been  over  a  thou¬ 
sand  of  them,  aren’t  we? 

Mr.  Wilson.  They  say  1,200;  I  don’t  know. 

Mr.  Poage.  All  right;  a  thousand  or  1,200. 

How  many  are  there  today  doing  business? 

Mr.  Wilson.  I  don  t  know.  I  believe  it  was  brought  out  here  this 
morning,  94. 

Now,  when  we  proceed  on  that  theory,  I  would  like  to  make  it  clear 
here  that  I  am  not  speaking  of  what  happened  to  all  of  them. 

But  I  don’t  know  in  a  few  cases  where  the  OFI’s  moved  in  and 
became  a  part  of  the  PCA — in  other  words,  they  liquidated  andwent 
out,  so  the  1  CA  could  take  on  in  the  territory.  I  think  that  was  more 
true  with  the  small  local  OFI’s  which  had  served  a  local  area  over  the 
past. 

Mr.  Poage.  Now,  who  are  you  going  to  give  that  earning  to?  The 
present  OFI’s  represent  about  8  percent  in  number,  possibly  larger 
than  that.  J 

-  6 .  Poa^e,  I  am  not  here  advocating  that  you  give 
it  to  anyone.  But  I  am  saying,  if  you  are  going  to  give  it,  if  by  an 
act  or  Congress  you  are  going  to  distribute  or  give  that  to  anyone, 
who  has  a  more  favored  right  for  it  than  the  organizations  over  the 
period  of  1923  to  1933  that  paid  into  the  fund  that  developed  it? 

Mr.  Poage.  I  don  t  know  that  your  organizations  have  any  greater 
claim  than  anybody  else  for  what  some  organizations  that  existed 
back  m  the  1920’s  and  has  been  out  of  business  for  25  years,  for  what 
they  put  in  there,  I  don’t  know  how  you  fall  heir  to  it  simply  because 
you  have  a  name  similar  to  theirs. 

Mr.  Wilson.  Mr.  Poage,  we  can  get  over  that  awfully  easy.  I  don’t 
want  to  fall  heir  to  it.  I  am  saying  that  if  Congress  is  going  to  give 
it  to  anyone,  to  be  fair  and  equitable — and  I  don’t  believe  you  can 
disagree  with  it  to  be  fair  and  equitable,  the  organizations  that 
helped  build  that  fund,  if  you  are  going  to  give  it  to  anyone,  have  as 
much  right  to  it  as  anybody. 

Mr.  Poage.  I  am  suggesting  that  there  are  a  bunch  of  organizations 
that  helped  build  that  fund  that  are  no  longer  in  existence. 

Mr.  Wilson.  Maybe  some  of  their  creditors  would  want  it. 

Mi.  1  oage.  I  think  it  amounts  to  about  five-sixths  of  the  organiza¬ 
tions  you  are  referring  to. 
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What  are  you  going  to  do  with  the  reserve  that  they  built?  You 
are  laying  that  in  our  lap,  and  we  are  asking  you  how  to  answer  it. 
What  do  you  want  us  to  do  with  that  money  that  was  earned  by  some 
OFI  that  has  been  out  of  business  for  20  years  ? 

Mr.  Wilson.  I  would  leave  it  in  the  intermediate  credit-bank  sys¬ 
tem. 

Mr.  Poage.  You  would  leave  it  there? 

Mr.  Wilson.  Yes,  sir. 

Mr.  Poage.  That  is  what  we  do,  isn’t  it  ? 

Mr.  Wilson.  In  the  case  of  dissolution,  we  will  pass  it  back,  in 
case  you  dissolve  one  of  the  intermediate  credit  banks  you  devise  some 
means  of  passing  it  back  to  the  PCA’s. 

Mr.  Poage.  I  know  we  do.  How  do  you  want  us  to  divide  it? 

Mr.  Wilson.  I  don’t  want  to  divide  it  at  all.  If  the  bill  hadn’t  been 
proposed,  I  wouldn’t  be  talking  to  you  about  it. 

May  I  finish  the  statement,  and  then  get  in  to  that,  if  you  care  to, 
further ? 

This  bill  limits  the  sale  of  stock  and  the  voting  rights  to  one  group  of 
users — namely,  the  Production  Credit  Associations.  It  discriminates 
against  all  other  users  regardless  of  their  past  experience  with  the 
Federal  Intermediate  Credit  Banks,  their  financial  responsibility,  their 
financial  contribution  to  the  building  of  reserves  of  the  Federal  Inter¬ 
mediate  Credit  Banks  or  their  obligation  to  farmers  and  ranchers 
whom  they  serve. 

We  respectfully  urge  that  this  committee  consider  seriously  the 
purpose  for  which  the  Congress  provided  these  two  separate  organi¬ 
zations.  The  Federal  Intermediate  Credit  Banks  were  established 
to  provide  a  discounting  service  for  loan  companies  and  for  banks, 
handling  agricultural  paper.  The  Production  Credit  Corporations 
were  organized  for  the  purpose  of  organizing,  financing  and  supervis¬ 
ing  Production  Credit  Associations.  The  Federal  Intermedi  ate  Credit 
Banks  are  discount  banks  which,  through  sale  of  debentures  to  the 
investing  public,  can  and  have  obtained  large  amounts  of  money  to 
handle  the  agricultural  paper  which  they  discount  for  users  that 
qualify  for  their  services. 

The  Production  Credit  Corporations  are  not  banks  in  the  true  sense 
of  the  word  but  are  corporations  set  up  to  promote,  finance  and  su¬ 
pervise  the  Production  Credit  Associations.  All  of  their  funds  are  ob¬ 
tained  from  the  Federal  Government  and  cost  of  operation  has  been 
paid  by  the  Federal  Government  either  directly  or  indirectly. 

If  this  bill  becomes  law  one  group  of  users  of  the  Federal  Intermedi¬ 
ate  Credit  Banks  will  be  permitted  to  purchase  the  merged  banks  after 
there  has  been  merged  or  transferred  to  the  banks  the  responsibility 
of  servicing  and  supervising  the  operations  of  the  Production  Credit 
Associations.  The  result  of  this  merger  and  sale  will  be  that  the  Pro¬ 
duction  Credit  Associations  will  own  and  operate  the  Federal  Inter¬ 
mediate  Credit  Banks,  and  the  Federal  Intermediate  Credit  Banks 
will  be  responsible  for  servicing  and  supervising  the  Production  Credit 
Associations — a  rather  unsound  theory. 

There  is  an  added  factor  that  should  not  be  overlooked,  this  bill, 
while  supposedly  intended  to  take  the  Government  out  of  the  farm- 
credit  business,  provides  for  a  revolving  fund  of  some  $160  million. 
This  is  to  be  available  at  all  times  to  assist  in  financing  either  the 
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Federal  Intermediate  Credit  Banks  or  the  Production  Credit  Associa¬ 
tions. 

Stated  in  another  way  with  a  bit  more  detail,  the  Government  now 
owns  the  Federal  Intermediate  Credit  Banks  with  an  investment  of 
some  $60  million.  The  Government  owns  the  Production  Credit  Cor¬ 
porations  with  an  investment  of  some  $31  million — these  are  approxi¬ 
mate  figures — or  a  total  investment  of  around  $91  million  in  the  two 
systems.  Total  reserves  and  surpluses  in  the  two  are  approximately 
$61  million — approximately  $47  million  in  the  Federal  Intermediate 
Credit  Banks  and  $14  million  in  the  Production  Credit  Corporations. 

To  take  the  Government  out  of  this  division  of  the  farm-credit  field 
this  bill,  if  approved,  will  offer  for  sale  to  the  Production  Credit  As¬ 
sociations  $91  million  par  value  of  stock  at  par,  the  $61  million  sur¬ 
plus  and  reserves  to  be  retained  in  the  consolidated  bank.  This  bill 
will  also  place  in  the  revolving  fund  an  additional  $160  million  of  Gov¬ 
ernment  funds  to  be  used  when  found  needed  by  the  Governor.  I  want 
to  come  back  to  that  a  little  bit  later. 

Our  association  is  primarily  interested  in  maintaining  a  sound  credit 
structure  for  agriculture.  The  rates  which  our  farmers  and  ranchers 
pay  for  money  is  a  very  definite  item  in  their  cost  of  operation.  The 
ownership  of  the  Federal  Intermediate  Credit  Banks  is  important  only 
as  it  may  affect  the  ability  of  the  banks  to  obtain  funds  at  reasonable 
rates  through  the  sale  of  the  banks’  debentures.  These  rates  are  in¬ 
fluenced  by  the  public  confidence  in  the  banks  as  well  as  the  ability  of 
the  banks  to  maintain  sound  policies  and  sufficient  volume  for  eco¬ 
nomical  operation. 

The  record  since  1923  has  been  good,  especially  has  this  been  true 
since  their  volume  was  increased  through  the  organization  of  the  Pro¬ 
duction  Credit  Associations  in  1933.  The  $60  million  invested  in  the 
12  Federal  Intermediate  Credit  Banks  last  year  provided  a  structure 
through  which  the  investing  public  made  available  over  $1  billion 
for  use  in  agricultural  credit  through  the  system.  The  Federal  Inter¬ 
mediate  Credit  Banks  have  proven  their  ability  to  serve,  and  the  pub¬ 
lic  has  accepted  this  system  of  agricultural  credit  by  their  purchase 
of  debentures. 

The  National  Live  Stock  Producers  Association  recommends  that 
the  Federal  Intermediate  Credit  Banks  be  left  in  their  present  form 
until  a  plan  which  is  sound  in  theory  and  fair  to  all  users  of  the  sys¬ 
tem  can  be  developed. 

The  National  Live  Stock  Producers  Association  recommends  that 
legislation  concerning  the  Production  Credit  Corporations  be  handled 
separately,  that  these  corporations  not  be  merged  with  the  Federal 
Intermediate  Credit  Banks  but  that  they  be  continued  in  their  limited 
field  of  servicing  the  Production  Credit  Associations  until  such  time 
as  the  Production  Credit  Associations  reach  a  point  where  they  no 
longer  require  this  service. 

In  summary,  the  National  Live  Stock  Producers  Association  opposes 
this  bill  on  the  ground  that — 

1.  It  merges  two  institutions  which  were  developed  by  the  Gov¬ 
ernment  to  serve  two  separate  and  distinct  fields  of  activity ; 

2.  It  proposes  to  place  the  control  and  ownership  of  the  dis¬ 
count  agency  in  the  hands  of  one  group  of  users,  discriminating 
against  all  other  users. 
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And  on  that  point,  I  want  to  make  it  clear  that  I  am  not  talking 
only  for  the  OFI’s,  which  are  owned  by  cooperatives  or  are  coopera¬ 
tives,  I  think  we  need  to  broaden  the  field  of  discount  agencies  to  at¬ 
tract  more  of  the  volume  of  production  credit  than  we  are  at  the 
present  time. 

I  believe  my  figures  are  right  that  about  75  percent  of  the  production 
credit  volume  is  still  in  our  local  or  independent  banks. 

3.  It  places  on  the  consolidate  bank  the  responsibility  of  super¬ 
vising  and  servicing  the  Production  Credit  Associations,  which 
will  be  the  owners  of  the  Bank  — a  service  which  we  do  not  think 
the  bank  should  undertake; 

4.  The  bill  provides  ways  and  means  of  paying  the  cost  of  this 
supervision  of  the  Production  Credit  Associations  out  of  funds 
derived  from  other  financing  institutions.  The  OFI’s  should 
not  be  required  to  pay  any  part  of  the  cost  of  a  service  which  is 
not  available  to  them. 

5.  In  case  of  dissolution  the  bill  provides  for  distribution  to 
the  Production  Credit  Associations — the  stockholder — of  the  earn¬ 
ings  represented  in  the  present  surplus  and  reserves.  This  is 
definite  discriminating  against  the  other  financing  institutions. 

Now,  Mr.  Poage,  in  addition  to  this  statement,  from  listening  to 
the  testimony  that  was  presented  primarily  yesterday,  and  some  today, 
there  are  some  added  comments  and  information  I  would  like  to  file 
with  you. 

It  has  been  brought  out  a  number  of  times  through  this  consolidation 
and  placing  of  the  cost  of  supervision  over  to  the  merged  banks,  that 
there  would  be  material  savings.  The  last  year  that  I  have  the  figures 
on,  the  operations  of  the  twelve  PCA’s,  Production  Credit  Corpora¬ 
tions,  cost  $1,702,000. 

I  have  seen  nothing  in  the  program  so  far  or  heard  any  testimony 
so  far,  that  leads  me  to  believe  that  there  is  any  drastic  reduction  to 
be  made  in  that  cost. 

We  consolidate — and  I  can’t  quote  the  testimony  exactly — but  there 
has  been  an  indication  that  there  won’t  be  too  much  of  a  change  in 
personnel  until  some  of  the  older  men  who  are  reaching  retirement 
would  be  retired. 

So  we  are  proceeding,  Mr.  Poage,  on  the  theory  that  this  $1,1 00,000 
expended  in  the  year  ending  June  30,  1954,  all  of  which  was  paid 
directly  or  indirectly  by  the  Government,  the  losses  in  the  system  that 
year  exceeded  $500,000— and  while  I  do  not  have  the  figures  on  last 
year,  I  understand  the  losses  exceeded  three-quarters  of  a  million 
dollars. 

Now,  if  we  are  to  believe  the  testimony  and  the  programs  that  have 
been  thrown  out,  we  transfer  to  the  consolidated  bank  this  supervisory 
service.  We  wrill  not  have  any  mass  reduction  in  the  personnel  until 
retirement  hits  us. 

I  ask  the  question  and  then  answer  it:  Who  will  pay  this  cost  of  our 
$1,700,000,  which  it  costs  to  operate  the  PCC’s  in  the  last  year  that  I 
have  figures  on?  There  is  only  one  answer.  It  will  be  paid  by  the 
borrowers  of  the  PCA’s  and  the  OI  I’s.  It  must  come  from  there. 

All  of  your  investment  in  the  PCC’s  at  this  time  is  a  Government 
investment.  And  this  bill  would  shift  the  cost  of  supervision  now  cai- 
ried  on  by  the  PCC’s  and  paid  for  from  Government  funds,  over  to 
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the  Federal  intermediate  credit  banks,  or  the  consolidation.  Granted 
that  they  do  permit  the  use  of  the  surplus  which  is  now  in  the  PCC 
fund  to  he  transferred  over  to,  and  the  income  out  of  that  will  go  first 
to  pay  the  cost  of  supervision.  Any  additional  costs  will  come  out  of 
the  other  revenues  of  the  consolidated  bank. 

The  other  revenues,  gentlemen,  means  interest  rate,  discount  rates 
to  credit  corporations,  and  that  means  interest  rates  to  farmers. 

I  have  had  a  very,  very  fine  relationship  with  the  Federal  Farm 
Credit  Board  and  the  Governor  was  rash  enough  yesterday  to  indicate 
that  I  had  been  before  the  Board  twice.  In  anything  that  I  say  in 
this  meeting,  I  have  nothing  but  the  highest  regard  for  the  individ¬ 
uals,  I  believe  they  believe  they  are  moving  in  the  right  direction.  I 
have  appreciated  the  opportunity  to  meet  with  them. 

My  next  comment  is  with  reference  to  a  statement  made  by  someone 
yesterday  to  the  effect  that  the  I  arm  Credit  Board  had  a  survey  made 
by  the  Arthur  Anderson  Co.,  of  120  South  La  Salle  Street,  Chicago, 
Ill.  If  my  memory  serves  me  right,  it  was  brought  out  that  this 
sin  vey  made  by  the  Arthur  Anderson  Co.  would  indicate  that  sub¬ 
stantial  savings  could  be  made  by  consolidation.  I  do  not  believe  it  is 
enough  for  the  members  of  this  committee,  Mr.  Poage,  to  deal  with 
that  important  item  in  generalities.  And  I  asked  the  Governor  this 
morning  if  he  would  object  if  I  presented  for  your  record— and  I  am 
not  going  to  do  it  in  detail  now — for  the  record,  so  that  the  members 
of  this  committee  can  have  the  benefit  of  it.  This  study  in  which  it  is 
proposed  that  substantial  savings  will  be  made  through  consolidation. 
I  asked  to  file  this  in  the  record.  And  I  particularly  call  your  atten¬ 
tion  to  pages  4  through  7,  which  deals  with  discount  procedures. 

(The  study  referred  to  has  been  filed  with  the  committee.) 

Mr.  Wilson.  And  I  would  like  the  very  close  attention  of  this  com¬ 
mittee  on  this  point.  I  am  not  going  to  read  it  to  you. 

.  •  Anderson  and  his  associates  found  that  their  biggest  item  of  sav¬ 

ings  which  would  be  made  through  consolidation  came  in  changes  in 
the  procedure  followed  by  the  banks  in  handling  their  discounts.  By 
las  own  report  he  indicates  that  at  first  they  thought  these  discount 
banks  should  be  made  truly  discount  banks,  and  that  they  should  not 
examine  any  of  the  paper  which  a  PCA  offered  for  discount,  but  that 
they  accepted  with  the  endorsement  of  the  PCA. 

I  hen  this  report  goes  on  that  Mr.  Anderson  and  his  experts  visited 
a  number  of  the  PCA’s  in  the  two  bank  districts  in  which  they  worked. 
And  without  quoting  him,  he  indicates  that  after  studying  both — ■ 
studying  the  PCA  setups — they  found  some  that  neither  from  the 
standpoint  of  management  nor  from  the  standpoint  of  their  financial 
stability  would  justify  their  recommending  that  all  discounts  be  han¬ 
dled  without  examination. 

So  then  he  moves  in  the  next  category  to  find  ways  to  save  money 
by  the  consolidation.  And  he  provides — you  will  find  it  in  this  re¬ 
port — since  they  can’t  make  this  universal,  they  will  make  the  smaller 
loans  and  the  only  thing  he  uses  is  $5,000  in  the  case  of  one  credit 
corporation ;  that  all  loans  under  $5,000,  will  be  accepted  without  ex¬ 
amination  by  the  bank  or  even  checking  it;  all  loans  above  that  figure 
would  have  to  be  examined. 

That  is  moving,  Mr.  Poage,  on  the  theory  that  all  small  loans  are 
good  and  all  big  loans  are  not  so  good. 
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This  report  would  indicate  that — and  I  ask  that  you  check  it — the 
biggest  single  saving  they  would  make,  some  $490,000,  would  come 
from  changing  to  that  system.  My  advice  to  this  committee  and  to 
the  Federal  Intermediate  Credit  Banks  is  that  they  move  very  slowly 
in  that  direction. 

I  would  like  to  throw  in  here,  Mr.  Poage,  if  I  may,  the  six  com¬ 
panies  that  I  am  working  with.  Never  make  a  bad  loan.  We  just 
don’t  make  bad  loans.  But  you  would  be  surprised  what  3  years  of 
drought  and  a  drop  of  $800  in  prices  will  do  to  some  damn  good  loans. 
You  would  also  be  surprised  what  a  flood  will  do  to  some  good  loans. 

I  mention  that  here  because  the  chairman  knows  a  great  deal  about 
Texas  and  we  have  had  our  ups  and  downs  down  there. 

Now,  Mr.  Chairman,  after  listening  here  yesterday,  I  went  to  work 
last  night,  and  worked  most  of  the  night.  I  realize  that  this  commit¬ 
tee  is  strongly  urging — at  least  its  chairman  is — that  this  bill  be  given 
the  right  of  way  and  go.  I  think  it  will  be  wrong.  But  if  you  are  going 
to  do  something,  I  took  your  bill,  10285,  last  night  and  I  marked  it  up 
and  I  am  not  going  to  read  it — and  I  may  not  have  it  marked  in  all 
the  places  that  I  should — but  I  proceeded  on  this  theory,  if  you  are 
going  to  do  this  thing,  let’s  do  it  in  a  way  that  will  not  wreck  498  good 
PCA’s,  or  most  of  them  good,  and  the  OFI's  that  are  using  this  bank 
system.  May  I  make  it  clear  to  you,  we  would  fight  to  the  last  ditch 
to  keep  from  injuring  the  PCA’s.  We  believe  we  made  a  broader  field 
of  service  to  farmers,  that  some  duplication  is  bound  to  creep  in,  but 
we  need  discounts  in  large  volume  if  we  are  going  to  keep  this  system 
going. 

So  this  last  one  that  I  am  filing  with  your  secretary  is  a  marked 
copy  of  10285  that  has  been  marked  to  make  this  change.  Instead 
of  merging  you  liquidate  the  PCC’s.  I  want  you  to  get  this — liqui¬ 
date  them,  to  transfer  the  assets  of  the  PCC’s  to  the  District  Farm 
Credit  Administration,  to  transfer  to  the  District  Farm  Credit  Ad¬ 
ministration  the  responsibility  of  following  through  and  giving  such 
assistance  and  help  as  is  needed  to  keep  the  PCC’s  in  strong,  good 
position. 

We  provide  for  the  elimination  of  capital  stock  in  the  Federal 
Intermediate  Credit  Bank  System  in  the  changes  that  I  have  marked 
here.  Eliminate  your  B  stock  and  eliminate  the  responsibility  of  the 
PCA’s  buying  stock  at  15  percent  immediately.  But  we  will  pay  off 
the  Government  stock  which  is  in  the  bank  out  of  earnings  as  we  issue 
it  to  the  users,  both  PCA’s  and  OFI’s,  participating  certificates,  treat¬ 
ing  them  both  alike.  For  the  service  of  supervising  the  PCA’s,  we 
provide  that  you  use  the  income  from  the  surplus  which  you  transfer 
over  from  the  PCC’s  to  the  Farm  Credit  and  any  additional  income 
needed  to  pay  for  that  supervision  of  the  PCC’s  is  to  be  paid  out  of 
other  resources  of  the  District  Farm  Credit  Administration  charged 
to  the  agencies  receiving  the  supervision  and  assistance. 

The  changes  which  we  have  made  here — if  you  have  got  to  have  a 
bill,  if  you  have  to  got  to  take  the  Government  out — I  think  will  an¬ 
swer  some  of  the  complaints  that  have  been  offered  today.  I  do  not 
know  the  financial  position  of  all  the  PCA’s,  but  I  do  know  this,  Mr. 
Chairman.  With  our  credit  structure  where  it  is  now,  with  our  rate 
of  interest  pushed  from  D/2  up  now  to  3%,  with  prices  of  commodities 
down,  if  you  called  on  the “O FI’s  to  invest  15  percent  in  the  purchase, 
it  would  cramp  us. 


182 


FARM  CREDIT 


We  eliminate  that  phase  in  this  bill,  as  we  believe  that  the  PCA’s 
at  this  time  still  owing  $2  million  of  Government  money  before  they 
get  out  of  debt,  would  be  handicapped  if  they  were  called  upon  to 
make  the  investment  at  this  time. 

I  want  to  call  your  attention  to  the  thing  that  has  no  been  brought 
out  here — let  me  finish  with  this  bill  here  first — I  have  marked  this 
to  provide  just  those  things  that  I  am  telling  you  about.  It  elimi¬ 
nates  the  merger,  it  goes  to  a  liquidation — it  isn’t  because  we  want  to 
liquidate.  If  the  PCA’s  want  the  PCC’s  and  are  willing  to  pay  for 
them  and  are  willing  to  buy  them,  it  is  all  right  with  us.  If  they  won’t, 
this  bill  as  I  have  marked  to  leave  with  you  will  offer  a  suggestion, 
and  I  haven’t  got  all  the  changes  made  in  there,  but  I  worked  on  it 
last  night. 

I  here  is  one  additional  point  I  want  to  make,  and  then  I  am  closing. 

When  I  passed  over  this  question  of  the  investment  of  15  percent, 
there  isn’t  anybody  on  the  Federal  Farm  Credit  Board,  not  even  in¬ 
cluding  the  Governor,  but  what  knows  there  are  some  of  the  PCA’s 
that  won’t  be  able  to  make  that  investment.  Some  of  them  have  told 
me.  And  we  know  it.  Now,  the  bill  doesn’t  clearly  state  it,  but  it  is 
in  there,  the  provisions  made  for  that  in  the  revolving  fund. 

Those  who  cannot  afford  to,  all  they  need  to  do,  and  have  the  Gov¬ 
ernor’s  approval,  is  to  get  him  to  invest  more  in  the  stock  and  use  the 
funds  from  the  sale  of  that  stock  to  pay  off  this  stock. 

Mr.  Poage,  the  door  is  wide  open  so  that  the  PCA’s  could  make  the 
15  percent  down  payment  and  not  have  to  take  a  dollar  out  of  the 
treasury.  It  could  be  made  by  the  revolving  fund  investing  15  per¬ 
cent  more  in  all  of  them,  and  that  fund  used  to  pay  off  the  Government 
on  what  you  are  proposing  in  this  bill. 

I  ask  your  serious  consideration  of  sticking  with  this  thing  until 
we  find  a  bill  that  will  be  fair  to  the  users,  all  the  users,  and  one  which 
will  not  offer  any  chance  at  this  strenuous  time  of  increasing  the  cost 
of  money  to  our  farmers. 

I  appreciate  this  opportunity. 

Mr.  Poage.  Thank  you  a  great  deal,  Mr.  Wilson. 

Is  there  anyone  here  representing  the  National  Finance  Company 
of  F ort  W orth,  Tex.  ?  They  are  on  the  list. 

Mr. Wilson.  lam. 

Mr.  Poage.  And  you  have  already  spoken. 

Mr.  Wilson.  I  mentioned  the  six  there. 

Mr.  Poage.  Mr.  Armer  is  on  the  list,  but  since  he  is  not  here  I  assume 
he  doesn’t  care  to  appear. 

That  leaves  five  individuals  who  want  to  testify.  And  you  gentle¬ 
men  that  want  to  catch  a  train  are  in  no  better  shape  than  the  Members 
of  Congress.  Unfortunately,  there  is  a  great  deal  more  literacy  in 
my  district  than  you  would  think,  and  unfortunately,  everybody  who 
knows  how  to  write  knows  how  to  use  the  United  States  mail.  We 
have  to  spend  some  time  on  our  correspondence.  I  don’t  know  how  we 
are  going  to  proceed  unless  we  close  this  thing  now  and  come  back 
tomorrow  morning. 

Mr.  Gatiiings.  How  long  will  it  take  ? 

Mr.  Poage.  At  least  2  hours.  I  know  the  people  who  want  only  10 
minutes  will  take  30,  and  the  people  who  want  30  minutes  will  take  an 
hour.  I  don’t  mean  that  critically,  but  you  know  what  happens,  we 
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have  heard  very  few  more  than  that  all  day.  It  will  take  tomorrow 
morning. 

Does  anybody  have  any  better  suggestion  f 

I  am  going  to  suggest,  then,  that  the  committee  recess  until  tomorrow 

at  10  o’clock.  .  , .  1 

(Whereupon,  at  4:  40  p.  m.,  the  committee  adjourned,  to  reconvene 

at  10  a.  m.,  Saturday,  April  21, 1956.) 
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SATURDAY,  APRIL  21,  1956 

House  of  Representatives, 

Subcommittee  on  Conservation  and  Credit 

of  the  Committee  on  Agriculture, 

W ashing  ton,  D.  C. 

The  subcommittee  met  at  10  a.  m.  in  room  1310,  House  Office  Build¬ 
ing,  Hon.  W.  R.  Poage  (chairman  of  the  subcommittee)  presiding. 

Mr.  Poage.  We  will  come  to  order. 

We  will  this  morning  attempt  to  complete  the  hearing  of  the  wit¬ 
nesses  who  have  been  patiently  waiting  and  have  not  yet  had  an  oppor¬ 
tunity  to  be  heard. 

I  believe  Mr.  Pete  Williams,  Clarksdale,  Miss.,  is  first. 

Mr.  Williams. 

(N o  response.) 

Mr.  Poage.  I  understand  Mr.  Williams  had  to  leave  and  go  home. 
We  are  sorry  to  hear  that. 

Mr.  Lloyd  Halvorson  ? 

Mr.  Halvorson.  I  am  economist  for  the  National  Grange,  with 
offices  here  in  Washington,  D.  C.,  at  the  National  Grange  Building. 

STATEMENT  OF  LLOYD  C.  HALVORSON,  REPRESENTING  THE 

NATIONAL  GRANGE 

Mr.  Halvorson.  Mr.  Chairman,  I  am  pleased  to  have  this  oppor¬ 
tunity  to  present  the  Grange  position  to  the  committee  this  morning. 
There  seems  to  be  substantial  agreement  that  there  is  need  for  a  source 
of  credit  for  farmers  over  and  beyond  what  is  provided  by  commercial 
banks  and  other  proprietary  lenders. 

There  is  a  basic  question,  however,  as  to  when  a  new  system  of  credit 
is  set  up  as  to  what  relationship  this  new  or  this  farm  credit  system 
should  have  to  Government. 

I  think  some  of  the  questions  yesterday,  or  some  of  the  opposition, 
came  from  people  who  still  had  not  been  converted  to  the  philosophy 
that  we  would  like  to  get  the  Government  out  of  the  business  to  the 
fullest  extent  possible. 

It  is,  however,  the  philosophy  of  the  Grange  and  a  number  of  other 
organizations  that  to  be  consistent  with  our  economic  philosophy, 
which  has  tried  to  get  the  Government  out  to  the  fullest  extent  pos¬ 
sible,  there  are  also  many  practical  reasons  as  to  why  we  do  not  want 
too  close  a  tie-in  with  Government. 

From  our  own  experiences  we  have  seen  some  rather  wide  swings  in 
political  sentiment.  At  one  time  there  was  an  effort  made  to  convert 
the  Federal  land  banks  into  a  direct  Government  lending  institution. 
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That  would  have  been  quite  easy  because  of  the  close  relationship  that 
the  Federal  land  banks  did  have  to  the  Government. 

At  othe  times  there  was  a  swing  in  philosophy  to  get  the  Govern¬ 
ment  out  of  business  on  a  first-aid  basis,  and  both  of  these  trends  have 
a  great  deal  of  danger  to  maintenance  of  a  long  run  help  to  the  farm 
system  of  the  kind  we  want. 

From  the  very  beginning  I  think  the  basic  idea  has  been  that  in  order 
to  set  up  this  very  necessary  farm  credit  system  the  Government  had 
a  very  important  role  to  play  in  getting  us  started  on  a  partnership 
basis,  but  as  time  went  on  the  philosophy  was  that  the  Government 
would  gradually  recede  and  the  farmers  themselves  would  take  over. 

We  feel  that  a  system  which  can  be  owned  and  controlled  by  farm¬ 
ers  will  in  the  long  run  be  the  most  satisfactory,  will  continue  with  the 
least  amount  of  interruption  or  danger  of  being  interrupted,  and  it 
will  also  be  able  to  design  a  form  of  credit  that  best  meets  the  needs  of 
farmers. 

The  Federal  intermediate  credit  banks  have  been  established  over 
these  years  on  an  entirely  different  basis  than  the  other  Farm  Credit 
Unions.  It  was  set  up  as  a  Government-owned  and  controlled  source 
of  credit  for  agriculture.  This  was  even  contrary  to  our  general 
economic  philosophy  concerning  relationship  of  Government  to  the 
banking  system. 

I  believe  once  we  did  try  to  have  a  Government  system  of  banking, 
a  central  bank.  Many  countries  of  the  world  today  have  a  central 
banking  system  owned  and  controlled  by  the  Government.  But  in 
spite  of  our  philosophy  we  did  have  this  government  system  of  Fed¬ 
eral  banks.  The  reason  we  are  trying  to  get  away  from  it  today  is 
simply  not  ideological  but  also  for  many  practical  reasons  we  have 
observed.  There  have  been  efforts  made  in  the  past  to  determine 
by  political  degree,  you  might  say,  what  volume  of  loans  the  Federal 
banks  should  be  allowed  to  make. 

There  have  been  efforts  made  to  determine  that  loans  could  not  be 
made  for  certain  purposes  on  the  theory  we  should  protect  certain 
established  areas  or  we  should  try  to  control  production  through 
control  of  credit  by  Government. 

These  dangers  would  not  arise  if  the  system  were  farmer-owned 
and  controlled. 

Also  we  feel  there  are  more  dangers  of  partisan  political  control  in 
a  system  that  is  strictly  Government-controlled,  especially  with  regard 
to  personnel. 

I  remember  distinctly  some  of  the  experiences  Mr.  Goss  related  about 
the  effort  to  get  political  forces  into  the  matter  of  selection  of  personnel 
and  even  in  the  making  of  loans. 

We  feel  credit  is  something  which  has  to  stay  on  a  very  impartial 
basis,  and  the  best  way  to  keep  it  impartial  and  so  a  purely  commercial 
basis  is  to  eventually  get  farmer  ownership  and  control. 

The  Farm  Credit  Act  of  1953  was  a  very  good  act  tending  to  set 
the  basis  for  eventual  farmer  ownership  and  control  of  the  entire 
Farm  Credit  system. 

The  original  Production  Credit  Act  was  deficient  in  providing  for 
adequate  basis  for  farmer  ownership  and  control,  and  so  had  the 
bank  for  cooperatives  feature  of  the  Farm  Credit  Act  of  1933. 
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We  have  already  made  these  improvements  for  the  Bank  Coopera¬ 
tives.  That  was  done  last  year.  We  are  now  at  the  point  of  trying  to 
figure  out  the  best  kind  of  a  farmer-owned  and  controlled  production 
credit  system. 

The  Grange  has  considered  very  carefully  this  proposed  Farm 
Credit  Act  of  1956.  We  feel  that  it  is  the  right  method  of  trying  to 
fulfill  the  philosophy  in  the  Farm  Credit  Act  of  1953. 

At  this  point  1  would  like  to  read  a  little  of  my  testimony. 

This  hearing  on  the  Farm  Credit  Act  of  1956,  is  a  historic  occasion 
to  the  Grange.  This  Act,  if  made  into  law,  will  as  1  see  it,  open  the 
last  door  to  the  complete  fulfillment  of  the  Grange’s  historical  ob¬ 
jective  of  a  farmer-owned  and  controlled  farm  credit  system  at  all 
levels. 

As  we  look  back  we  can  truly  say  that  the  role  of  Government  in 
helping  a  cooperative  farm  credit  system  get  started  and  doing  a  good 
job  has  been  overwhelmingly  justified.  Since  1916  our  agricultural 
economy  has  gone  through  some  of  the  most  severe  economic  shocks  of 
our  Nation’s  history.  Yet,  today  75.6  percent  of  our  farmers  are 
owners  of  farms,  and  only  24.4  percent  are  classified  as  tenants.  Never 
before  in  our  recorded  history  has  tenancy  been  so  low  and  farm  own¬ 
ership  by  farmers  so  high.  We  have  a  much  better  rural  America, 
that  dollars  cannot  measure,  because  farmers  were  saved  from  financial 
ruin  in  the  1930’s  by  the  financial  operations  of  the  Farm  Credit  Sys¬ 
tem.  The  Farm  Credit  System  played  an  indispensable  role  in  pre¬ 
serving  the  financial  structure  not  only  of  farmers  but  of  the  entire 
economy  in  the  1930’s. 

The  role  of  Government  in  establishing  the  farm  credit  system  has 
also  been  justified  by  the  contribution  the  farm  credit  system  has  made, 
and  is  making,  in  attuning  the  availability  of  credit  and  credit  services 
to  the  present-day  needs  of  family  farms.  The  technological  advance 
of  our  family-sized  farms  would  not  have  been  possible  without  ade¬ 
quate  land  and  production  credit,  and  a  credit  source  which  farmers 
could  trust  to  stay  with  them  in  periods  of  emergency — even  if  their 
equity  was  small.  This  has  been  a  benefit  to  the  entire  Nation. 

As  we  look  to  the  future,  wTe  do  not  feel  that  the  Farm  Credit  Act  of 
1956  is  intended  as  a  change  in  the  attitude  of  Government  toward 
the  farm  credit  system.  We  believe  instead  that  those  who  have  been 
the  fathers  of  the  system  can  take  pride  and  joy  in  the  fact  that  the 
system  is  now  about  grown  up  and  has  become  a  stalwart  son  who  can 
go  on  his  own. 

There  is  one  thing  we  must  remember,  however,  and  that  is  that, 
should  our  economy  start  to  gyrate  madly,  or  should  our  farm  de¬ 
pression  worsen,  then  good,  sound  farmers  and  good,  sound  institu¬ 
tions  (especially  financial)  might  find  themselves  on  the  brink  of 
financial  disaster  for  reasons  beyond  their  own  control.  It  is  in  the 
interest  of  the  entire  Nation  that  there  is  a  cooperative  farm  credit 
system  through  which  our  Government  can  bolster  the  entire  finan¬ 
cial  structure  of  agriculture  in  periods  of  emergency  on  a  basis  of 
minimum  cost  and  in  an  expeditious  manner.  In  other  words,  the 
availability  of  an  adequate  revolving  fund  in  the  cooperative  farm 
credit  system  is  as  much  to  the  benefit  of  a  responsible  Government 
as  it  is  to  the  cooperative  farm  credit  system  and  farmers.  In  some 
ways  cooperative  farm  credit  agencies  have  certain  inherent  disad¬ 
vantages,  which  could  make  their  competitive  existence  very  difficult. 
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even  though  their  existence  is  helpful — if  not  indispensable,  at  least 
in  periods  of  recession  and  depression.  Commercial  banks  have  as 
their  major  source  of  loan  funds  customer  deposits  on  which  they  pay 
no  interest,  and  on  which  they  are  in  fact  prohibited  by  law  from  pay¬ 
ing  interest.  However,  at  times  the  cost  of  handling  customer  de¬ 
posits  may  be  as  high  as  the  interest  rate  on  debentures,  but  it  should 
be  noted  that  the  interest  rate  on  money  can  go  far  above  the  cost  of 
handling  customer  deposits.  The  upper  limits  on  interest  rates  are 
not  nearly  so  much  determined  by  the  cost  of  banking  as  by  the  poli¬ 
cies  of  the  Federal  Eeserve  System  on  rediscount  rates  and  open 
market  operations.  This  means  that  high  interest  rates  could  give 
commercial  banks  an  appreciable  advantage  over  the  Production 
Credit  System  in  the  cost  of  obtaining  loan  funds. 

I  thought  some  of  the  remarks  made  yesterday  were  very  much  to 
the  point.  I  agree  100  percent  with  the  points  you  were  making,  and 
that  is  that  the  commercial  banks  in  a  sense  create  deposits  which  they 
use  to  make  loans.  In  other  words,  this  big  expansion  has  taken  place 
in  our  money  supply  since  before  the  war  and  it  has  been  an  expan¬ 
sion  that  the  commercial  banks  made  possible  in  our  Nation.  That 
is  not  bad. 

Of  course,  they  have  a  cost  of  maintaining  the  deposits,  but  as  I 
point  out  in  my'  testimony  here,  there  is  no  necessary  relationship 
between  the  cost  of  handling  customer  deposits  and  the  interest  rates 
determined  by  the  Federal  Eeserve  Board,  so  there  might  in  that  sense 
be  a  windfall,  you  might  say,  to  commercial  banks  in  this  system  of 
banking  we  have  in  this  country. 

You  also  pointed  out,  I  think,  that  the  Federal  Government  main¬ 
tains  deposits  of  around  $4i/2  billion  in  the  commercial  banks  of  the 
Nation,  even  though  the  real  deposit  accounts  of  the  United  States 
Government  are  in  the  Federal  Eeserve  Banks  where  they  keep  an¬ 
other  $500  million  of  deposits. 

It  is  true,  of  course,  the  Federal  Government  pays  a  lot  of  people 
all  over  the  country,  and  some  have  said  that  is  the  reason  the  Gov¬ 
ernment  needs  to  maintain  deposits  in  these  other  commercial  banks 
where  its  own  checks  are  not  written  on.  But,  at  the  same  time,  I 
want  to  point  out  that  while  he  Grange  has  a  deposit  of  its  own  in  one 
bank,  it  is  not  expected  to  maintain  a  deposit  in  the  same  bank  where 
I  deposit  my  checks  and  do  my  banking.  I  feel  you  made  a  very  good 

point  and  I  want  to  stress  it.  . 

This  benefit  that  the  bankers  and  others  seem  to  think  are  undue 
preference  to  farmers  and  their  credit  institutions  is  not  such  a  great 
preference  when  you  compare  it  to  the  advantages  which  they  them- 
selves  have. 

You  could  even  go  back  to  the  1930’s.  The  Government  did  not 
maintain  anywhere  near  the  $414  billion  of  deposits  which  they  main¬ 
tain  now. 

You  were  also  right  that  the  Federal  Eeserve  notes  now  outstanding 
amounts  to  about  $25  billion.  But  I  want  to  say  all  the  demand  de¬ 
posits  which  the  commercial  banks  have  been  allowed  to  create  under 
our  banking  system  fall  in  about  the  same  category  as  the  Federal 
Eeserve  notes  as  far  as  the  privilege  of  commercial  banking  in  this 
country  is  concerned. 

This  brings  me  to  the  matter  of  the  treatment  of  the  surplus  m  the 
Production  Credit  Corporations  and  the  Federal  Intermediate  Credit 
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Banks.  This  surplus  has  arisen  largely  from  efficient  operation  and  a 
decision  not  to  currently  pass  on  to  farmers,  in  the  form  of  lower 
interest  rates,  all  of  the  aid  to  agriculture  that  was  possible  from  the 
Government  capital  which  was  put  into  the  system. 

There  is  some  difference  of  opinion  between  the  Bureau  of  the 
Budget  and  the  Federal  Farm  Credit  Board  in  how  the  PCC  and 
FICB’s  surplus  should  be  handled.  It  should  be  noted,  however,  that 
Mr.  Hughes  of  the  Bureau  of  the  Budget  has,  in  effect,  said,  “We  have 
no  objection  to  donating  the  present  surplus  and  reserves  of  the  Pro¬ 
duction  Credit  Corporations  and  the  Federal  Intermediate  Credit 
Banks  to  the  merged  institutions  as  a  permanent  Federal  subsidy.” 
We  believe  this  statement  indicates  an  appreciation  on  the  part  of  the 
Administration  for  the  justification  of  not  requiring  repayment  of  the 
surplus  and  also  the  recognition  of  the  public  interest  in  the  establish¬ 
ment  of  a  strong  farmer-owned  and  controlled  farm  credit  system. 

The  National  Grange  would  not  want  to  see  the  present  surplus  of 
the  PCA’s  and  the  FICB’s  distributed  as  dividends  or  as  dissolution 
spoils  to  the  stockholders.  We  believe  that  the  possibility  of  this  hap¬ 
pening  is  very  remote  if  not  precluded.  If  the  merged  institution 
should  go  bankrupt,  there  would  be  no  surplus  and  in  any  case  the 
dissolving  of  the  system  would  require  an  Act  of  Congress.  Even 
dividends  are  prohibited  if  the  present  surplus  is  reduced. 

The  Grange  will  be  on  record  at  this  time  for  the  future  that  we 
would  not  want  ever  to  see  the  present  surplus  distributed  as  dissolu¬ 
tion  spoils. 

Mr.  Poage.  In  other  words,  you  are  opposed  to  the  Bureau  of  the 
Budget  position  ? 

Mr.  IIalvorson.  Yes.  . 

We  believe  that  the  objections  to  section  206  (c)  are,  in  effect, 
academic,  but  to  put  in  the  law  that  the  surplus  belongs  to  the  Gov¬ 
ernment  would  create  the  danger  of  undue  Government  interference 
in  a  credit  system  that  we  hope  to  make  farmer-owned  and  controlled. 
This  would  defeat  our  entire  purpose,  and  the  salutory  effects  which 
we  expect  to  flow  from  the  harm  Credit  Act  of  1956  would  be  lost. 

The  Administration  would  like  to  get  Government  out  of  business 
to  the  fullest  extent  possible,  but  still  the  recommendation  in  effect 
would  put  the  Government  perpetually  into  business  to  some  extent 
through  this  system.  It  would  never  become  a  situation  where  the 
farmers  would  feel  they  have  an  organization  free  from  the  Gov¬ 
ernment  if  we  follow  the  Bureau  of  the  Budget.  . 

We  are  also  opposed  to  having  the  Government  Corporation  Control 
Act  apply  to  the  Federal  Intermediate  Credit  Banks.  The  subjecting 
of  the  budget  and  the  lending  authorization  of  a  commercial  lending 
institution  to  review  by  an  appropriation  committee  is  hardly  neces¬ 
sary  and  has  some  dangers.  . 

At  all  times  we  should  remember  that  the  Farm  Credit  Administra¬ 
tion  agencies  will  be  subject  to  the  supervision  of  the  Fedeial  Farm 
GredirBoard,  an  agency  responsible  to  the  President. 

In  regard  to  making  the  cost  of  supervision  a  part  of  the  r  lPl> 
interest  rate,  we  believe  that,  as  time  goes  on,  the  cost  of  supervision 
can  be  greatly  reduced,  and  that  the  cost  of  supervision  for  a  PCA 
need  not  be  much  more  than  the  cost  of  reviewing  the  financial  state¬ 
ments  and  operations  of  other  FICB  borrowers.  It  should  also  be 

76973 — 56 - 13 


190 


FARM  CREDIT 


mentioned  that  PCA’s  are  directly  and  indirectly  providing  more 
capital  for  the  merged  FICB  than  other  borrowers. 

It  was  necessary  to  give  the  PC  A  a  great  deal  of  supervision  in  the 
past.  But  a  farmer-owned  institution  can  run  on  its  own  as  wTell  as 
the  commercial  local  bank  and  it  would  not  need  a  great  deal  more 
supervision  eventually.  Perhaps  that  is  just  my  opinion  but  I  would 
like  to  leave  it  for  what  it  is  worth. 

We  feel  that  the  Farm  Credit  Act  of  1956  provides  adequate  as¬ 
surances  that  other  financial  institutions  will  have  a  continuing  oppor¬ 
tunity  to  obtain  loan  funds  from  the  FICB’S  on  equitable  terms. 

In  regard  to  making  other  cooperative  financial  institutions  stock¬ 
holders  of  the  proposed  Federal  Intermediate  Credit  Banks,  we  have 
no  position.  We  do  feel,  however,  that  this  is  a  separate  question 
with  many  ramifications.  First  of  all,  they  are  State-chartered  and 
State-supervised  institutions.  Secondly,  their  membership  would 
probably  require  changes  in  the  farm  credit  districts  with  many  com¬ 
plications.  At  least  some  of  the  other  cooperative  farm  credit  insti¬ 
tutions  probably  are  less  dependent  upon  the  FICB's  for  loan  funds 
than  the  PCA’s. 

In  conclusion,  we  urge  favorable  action  on  H.  R.  10285  and  identical 
bills. 

Mr.  Poaoe.  We  are  very  much  obliged  to  you,  Mr.  Ilalvorson. 

Questions  ? 

(No  response.) 

Mr.  Poage.  Thank  you  very  much,  Mr.  Halvorson.  We  appreci¬ 
ate  your  coming. 

I  believe  we  have  Mr.  Riggle  here  this  morning,  who  has  been  wait¬ 
ing  2  or  3  days  to  be  heard. 

STATEMENT  OF  JOHN  RIGGLE,  SECRETARY,  NATIONAL  COUNCIL 
OF  FARMER  COOPERATIVES 

Mr.  Riggle.  Mr.  Chairman,  my  name  is  John  Riggle,  secretary, 
National  Council  of  Farmers  Cooperatives. 

We  appreciate  the  opportunity  to  appear  before  you  on  this  bill, 
Mr.  Chairman. 

Since  1934,  the  National  Council  of  Farmer  Cooperatives  has  had 
a  policy  favoring  the  progressive  increase  in  the  cooperative  nature 
of  the  farm  credit  administration  agencies  engaged  in  financing  the 
sound  credit  needs  of  agriculture,  with  the  systematic  retirement  of 
Government  capital,  and  an  increase  in  the  participation  of  farmers 
in  the  capitalization,  operation  and  management  of  the  system,  sub¬ 
ject  to  the  necessary  Government  supervision. 

During  World  War  II,  activities  under  this  policy  were  necessarily 
suspended,  but  beginning  in  1946,  the  Council,  together  with  other 
farm  groups  and  credit  agency  members,  became  active  again  in  an¬ 
alyzing  and  promoting  measures  to  facilitate  the  cooperative  credit 
program.  Their  efforts  were  favorably  considered  by  the  Congress 
and  as  a  result  the  Farm  Credit  Acts  of  1953  and  1955  were  placed  on 
the  statute  books  in  partial  fulfillment  of  the  intent  of  Congress  and 
the  farm  groups  in  the  original  establishment  of  the  affected  farm 
credit  agencies. 
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Under  these  acts  the  overall  farm  credit  administration  structure 
and  the  cooperative  bank  structure  were  oriented  toward  greater 
farmer  ownership  and  participation  in  management;  and  the  operat¬ 
ing  features  of  the  land  banks,  farm  loan  associations  and  production 
credit  associations  were  revised  to  make  their  operations  more  respon¬ 
sive  to  the  credit  needs  of  farmers,  and  to  give  farmers  more  repre¬ 
sentation  in  the  organization.  There  remain  unfinished  among  other 
items,  consideration  of  the  organization,  use,  and  disposition  of  the 
production  credit  corporations  and  the  Federal  intermediate  credit 
banks. 

Short  term  farm  credit  is  agriculture’s  most  vulnerable  point  m  the 
whole  rural  credit  structure.  Approximately  75  percent  of  short  term 
farm  loans  are  held  by  commercial  banks,  who  because  of  prior  obli¬ 
gations  to  depositors,  are  not  in  a  position  to  carry  their  loans  during 
a  prolonged  period  of  recession  when  deposits  decline  and  repayments 
slow  up.  Failure  of  any  substantial  number  pf  farmer  borrowers  to 
pay  interest  on  short  term  loans  or  to  secure  extension  of  loans  when 
due,  can  precipitate  a  cumulative  liquidation  of  farm  enterprises  at 
forced  sale  prices,  especially  when  commodity  prices  are  declining.  A 
resulting  decline  in  general  business  conditions  and  bank  deposits  in 
rural  areas  will  still  further  restrict  the  local  banks  ability  to  carry 
farm  loans. 

Recently  the  rediscount  rates  on  commercial  loans  in  the  several 
Federal  Reserve  districts  have  been  raised.  This  includes  agricul¬ 
tural  paper  which  is  handled  as  commercial  loans  under  b  ederal 
Reserve  operations.  Actually  most  of  this  paper  consists  of  credit  cov¬ 
ering  commodities  and  given  by  handlers  in  the  channels  of  trade, 
secured  by  warehouse  receipts  for  nonperishable  or  processed  farm 
products,  and  bv  farm  equipment  and  supplies.  Generally  it  is  6  to  9 
months  paper.  Little  of  it  is  paper  given  by  farmers  directly  to  com¬ 
mercial  banks  to  purchase  livestock,  equipment,  feed  or  supplies. 
Country  banks  are  full  of  farmers’  paper  which  the  Federal  Reserve 
banks  do  not  customarily  rediscount. 

Important  as  handlers’  and  processors’  credit  is  to  the  orderly  mar¬ 
keting  of  farm  products  and  the  supplying  of  farmers  through  the 
channels  of  trade,  it  still  leaves  a  vacuum  in  discount  operations  for 
short  term  paper  of  farmer  origin  held  by  the  country  banks,  Hence, 
farme  production  paper  is  most  vulnerable  to  the  credit  restrictions 
which  follow  when  rediscount  rates  of  central  banks  are  raised,  as  they 
have  been  recently.  In  the  early  twenties  and  again  in  the  early 
thirties,  the  credit  restrictions  in  those  periods  forced  the  wholesale 
liquidation  of  agriculture  and  the  country  banks  generally  were  taken 
over  by  the  government  in  the  early  thirties  and  many  were  liquidated 
because  of  the  slowness  of  farm  paper. 

The  worst  thing  which  could  happen  to  the  American  economy 
would  be  precipitate  or  even  allow  the  liquidation  of  farm  values  such 
as  occurred  then.  F orty  percent  of  the  N ation’s  work  force  is  employed 
to  provide  services  and  supplies  for  farm  production  and  the  farm 
home;  and  to  produce,  handle,  process,  transport  and  distribute  farm 
foodstuffs,  feedstuff’s  and  fiber  on  the  way  to  the  consumer.  When  the 
farmer  is  forced  out  of  the  market  for  production  and  consumer  goods, 
he  pulls  these  supported  industries  down  with  him,  first  in  rural 
business  areas  and  then  in  urban  industry,  greater  in  proportion  than 
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his  use  of  their  services  and  products.  Witness  the  recent  heavy 
worker  layoffs  in  the  farm  equipment  industry,  due  to  farmers  drop¬ 
ping  out  of  the  farm  equipment  market  because  of  reduced  income. 

Present  farm  inventory  values  have  not  been  tested  by  forced  liqui- 
elation,  because  so  far  cash  and  credit  resources  of  farmers  have  not 
been  wholly  exhausted,  except  in  the  case  of  young  farmers,  including 
veterans,  who  have  financed  farming  enterprises  during  the  postwar 
peiiod  of  high  farm  capital  and  operating  costs.  Many  of  these  are 
repoited  to  be  selling  oft  their  farm  setups  and  many  other  farmers 
are  seeking  employment  in  urban  areas  to  augment  declining  income. 

b  armers  of  this  country  have  operated  in  a  period  of  high  fixed 
costs  and  declining  farm  income  since  1951.  The  ratio  of  prices  re¬ 
ceived  to  prices  paid  declined  from  100  in  1951  to  80  in  December  1955. 
In  1929  before  the  economic  debacle  the  ratio  was  92. 

Production  expenses  in  1954  were  3  times  what  they  were  in  1929 
while  net  income  was  2  times  the  1929  level.  Farm  mortgage  debt 
has  increased  60  percent  over  the  1946  level,  much  of  it  recently  to  re¬ 
finance  production  credit. 

1  he  point  is  that  short-term  credit  is  the  most  vulnerable  part  of  the 
farm  credit  structure  and  hence  the  Achilles  heel  of  farm  economy  in 
time  of  stress ;  principally  because  farmer  paper,  held  75  percent  by 
country  banks,  is  the  first  to  feel  the  pressure  of  credit  restrictions  im¬ 
posed  by  the  across-the-board  policies  of  the  Federal  reserve  and  com¬ 
mercial  banking  systems. 

I  he  most  vital  service  the  Federal  farm  credit  system  can  provide  for 
agriculture  is  to  set  up  adequate  facilities  for  the  rediscounting  and 
carrying  of  the  farmer  paper  of  which  country  lending  institutions  in¬ 
cluding  production  credit  associations,  country  banks  and  other  financ¬ 
ing  institutions  are  full;  and  to  provide  incentives  so  that  those 
facilities  are  used  by  country  banks  and  other  financing  agencies  to 
carry  agriculture  over  thin  periods  in  the  rural  economy  until  farm 
values  recover,  as  they  always  have  done  in  due  course ;  rather  than 
to  accept  by  default  the  situation  under  which  the  forced  liquidation 
of  farm  production  paper  may  proceed  as  it  did  in  the  disastrous 
1930’s.  Such  a  discount  facility  would  have  to  provide  incentive  for 
active  participation  by  all  lenders  on  short-term  farm  paper,  both  in 
its  services  and  in  the  distributing  of  earned  margins  when  and  if  avail¬ 
able  above  operating  expenses  and  retains  necessary  for  capital 
formation. 

We  believe  legislation  should  meet  this  problem  head-on  by  pro¬ 
viding  facilities  for  broad  discount  services  and  incentives  for  its  use 
by  short-term  farm  lending  institutions.  Cooperative  short-term  farm 
credit  agencies  should  have  voting  membership  for  election  of  produc¬ 
tion  credit  representatives  on  the  district  board  and  nonmember  par¬ 
ticipants,  such  as  commercial  banks  and  other  noncooperative  financ¬ 
ing  agencies,  should  participate  in  patronage  refunds  contributed  to 
capital  which  are  to  be  revolved  out  after  the  Government  capital  lias 
been  retired  out.  of  earnings.  Likewise  there  should  be,  on  liquida¬ 
tion  or  dissolution  no  discrimination  between  members  and  nonmem¬ 
bers  in  the  distribution  of  surplus  and  other  assets  accumulated  out  of 
the  patronage  of  different  financing  institutions,  if  this  is  to  be  a  bona 
fide  cooperative  credit  institution  following  established  mutual  prin¬ 
ciples. 
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Technically  we  have  no  position  in  the  merger  of  the  production 
credit  corporation  with  the  intermediate  credit  banks. 

We  are  far  more  concerned  that,  through  proper  incentives  and  non- 
discriminatory  policies,  there  may  be  provided  for  farmers  through 
various  intermediate  channels  a  source  of  production  capital  of  such 
availability  and  strength  as  not  to  require  emergency  measures  to 
meet  recurring  farm  credit  crises.  Any  proposed  legislation  should, 
we  believe,  be  measured  against  such  a  standard,  as  wel  1  as  that  of 
cooperative  ownership  and  control. 

Since  the  income  of  intermediate  credit  banks  for  many  years  has  been 
90  to  94  percent  from  interest  paid  by  borrowers,  and  the  cost  of  neces¬ 
sary  government  administration  and  supervision  by  the  Farm  Credit 
Administration  has  exceeded  the  income  from  investments  in  Govern¬ 
ment  bonds,  we  see  no  validity  in  the  premise  that  the  Government 
has  any  interest  in  the  surplus  and  reserves  after  the  Government 
capital  is  retired.  A  franchise  tax  has  been  paid  on  the  use  of  Gov¬ 
ernment  capital,  and  until  the  unlikely  event  of  dissolution,  except 
by  act  of  Congress,  the  surplus  and  reserves  should  remain  in  the  sys¬ 
tem  without  any  continuing  Government  claim. 

Likewise  until  the  future  of  the  agricultural  economy  is  more  stable, 
we  believe  the  retention  of  the  revolving  funds  of  the  production  credit 
corporations  and  Federal  intermediate  credit  banks  on  a  reallocated 
basis  is  important  in  any  legislation  at  this  time. 

While  we  are  not  authorized  to  endorse  any  bill  before  the  commit¬ 
tee  as  indicated  above,  we  favor  legislation  to  provide  for  completing 
the  mutualization  of  the  farm  credit  system  and  orderly  retirement  of 
Government  capital  in  the  short-term  credit  system  on  a  broad  enough 
structure  and  authority  to  serve  agriculture  across  the  board  and 
fill  the  vacuum  in  our  present  short-term  credit  discount  facilities. 

Mr.  Poage.  Thank  you  very  much. 

Mr.  McIntire.  I  was  interested  in  what  I  though  was  the  train  of 
though  throughout  your  testimony — the  fact  that  commercial  banks 
find  it  most  difficult  at  times  to  handle  this  short-term  farm  paper. 

In  the  last  2  or  3  years,  2  or  3  banks  in  my  area  have  established 
agricultural  credit  corporations  through  which  they  are  handling  prac¬ 
tically  all  of  their  short-term  lending  to  fanners. 

Why  hasn’t  that  been  done  more  in  the  past  by  the  banks?  These 
two  banks  I  mentioned  are  very  frank  to  admit  that  they  could  not 
have  handled  for  the  past  2  years  the  volume  of  agricultural  paper 
they  did  handle  except  through  the  medium  of  these  agricultural 
credit  corporations.  Why  haven’t  they  used  that  before  ? 

Mr.  Riggle.  You  mean  used  this  corporation? 

Mr.  McIntire.  Yes,  the  discount  privilege. 

Mr.  Riggle.  Perhaps  they  have  not  had  the  same  incentives  to  use  it 
as  the  other  credit  institutions  which  more  or  less  by  law  and  by  regula¬ 
tion  have  been  required  to  use  it. 

The  national  banks  and  state  banks  being  under  supervision  of 
other  agencies  and  examined  and  counseled  by  those  agencies  have 
tended  to  keep  them  more  or  less  within  the  channels  of  operation 
which  those  agencies  have  allied  to  it. 

Mr.  McIntire.  These  banks  to  which  I  refer,  one  is  a  national  bank, 
and  the  largest  one  in  my  home  county.  The  other  one  is  a  trust 
company.  Both  of  them  are  now  finding  that  they  can  service  agri- 
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cultural  paper  far  more  constructively  through  this  vehicle  of  an  agri¬ 
cultural  credit  corporation. 

Mr.  Higgle.  It  is  like  many  other  things,  perhaps.  It  has  to  be  pro¬ 
moted.  Services  have  to  be  promoted  as  being  available. 

I  think  things  change  rather  slowlv  in  the  banking  business,  per¬ 
haps  too  slowly. 

There  has  been  some  feeling  throughout  the  banking  system  that 
this  was  a  kind  of  outside  organization,  perhaps.  They  didn’t  know 
whether  they  wanted  to  get  mixed  up  in  it. 

Mr.  McIntire.  Some  of  their  traditions  and  feelings  have  out¬ 
weighed  their  obligation  of  service. 

Mr.  Higgle.  Perhaps  a  feeling  of  competition  has  been  more  domi¬ 
nant  than  the  feeling  of  service  to  the  farmers.  Let  me  put  it  that 
way. 

Mr.  Poage.  Anything  further? 

(No  response.) 

Mr.  Poage.  If  not  we  are  very  much  obliged  to  you,  Mr.  Riggle. 

Are  there  any  other  opponents  of  the  bill  ? 

(No  response.) 

Mr.  Poage.  Mr.  Christopher,  a  Member  of  Congress  from  Missouri, 
is  opposed  to  the  bill  and  would  like  to  be  heard. 

STATEMENT  OF  HON.  GEORGE  H.  CHRISTOPHER,  MEMBER  OF 
CONGRESS  FROM  MISSOURI 

Mr.  Christopher.  I  am  George  H.  Christopher  from  the  Fourth 
District  of  Missouri,  and  I  am  in  opposition  to  this  legislation. 

Mr.  Poage.  We  will  be  glad  to  hear  you. 

Mr.  Christopher.  I  thank  the  chairman  very  much  for  allowing  me 
to  sit  in  at  these  hearings  and  to  hear  the  testimony. 

I  have  been  with  Production  Credit  as  a  participant,  a  borrower 
and  a  worker,  for  and  with  them  ever  since  the  very  beginning  of  Pro¬ 
duction  Credit. 

I  remember  very  distinctlv  trying  to  farm  and  borrow  money  at 
a  time  when  such  a  thing  as  Production  Credit  had  not  been  thought 
of,  when  there  was  no  such  thing  as  N.  F.  L.  A.’s. 

I  remember  borrowing  $1,000  on  good  real  estate  security  when  I 
paid  7  percent  interest  and  a  5  percent  commission  to  the  loan  company 
to  secure  the  loan  which  was  due  in  5  years. 

At  the  end  of  5  years  I  was  unable  to  repay  the  money.  The  loan 
company  told  me  for  another  2 y2  percent  commission  they  would  seek 
to  get  the  mortgage  renewed,  so  when  I  had  had  that  $1,000  10  years  I 
had  paid  $775  in  interest  and  commissions,  still  owed  the  $1,000,  and 
the  loan  company  held  out  12  percent  of  the  proceeds  of  the  loan  when 
I  made  it,  7  percent  interest  per  year  and  5  percent  commission,  so  I 
got  only  $880  to  begin  with. 

Of  course,  that  wasn’t  really  lending  money.  That  was  legalized 
highway  robbery,  and  perhaps  if  it  had  not  been  for  N.  F.  L.  A.  and 
Production  Credit  Associations  the  same  thing  would  be  operating 
today. 

The  Governor  of  the  Farm  Credit  Board  I  believe  testified  here  that 
he  considered  Production  Credit  had  done  a  good  job  for  some  20-odd 
years.  I  had  forgotten  to  sav  at  the  beginning  that  I  have  always  been 
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a  farmer  and  still  am  a  farmer.  We  had  no  National  Farm  Loan 
Board  until  1953.  I  don’t  know  how  bad  we  farmers  needed  a  Federal 
Farm  Loan  Board,  but  if  we  needed  one  we  never  realized  it.  We 
seemed  to  get  along  very  well. 

Figures  given  me  by  the  Governor  indicate  that  farmers  believe  in 
their  production  credit  setup  to  the  point  that  they  have  purchased 
something  like  $64  million  worth  of  stock  on  which  they  are  not  realiz¬ 
ing  either  interest  or  dividends.  We  were  told  that  that  stock  was 
bought  in  order  to  retire  Federal  capital. 

We  were  told  when  we  bought  the  stock  that  it  would  draw  no  inter¬ 
est  and  earn  no  dividends  until  some  indeterminate  time  in  the  future. 

We  bought  it  with  that  understanding  and  we  bought  it  because  we 
knew  that  we  had  stood  in  great  need  of  the  kind  of  farm  credit  that 
the  Production  Credit  Associations  give  us,  and  we  sacrificed  the  re¬ 
turn  on  that  money  in  order  to  retire  that  Government  capital. 

Now  when  we  have  about  80  percent  of  the  job  done  in  our  associa¬ 
tions,  we  are  asked  to  buy  the  intermediate  credit  banks. 

If  conditions  were  as  they  were  4  or  5  years  ago,  perhaps  that 
wouldn’t  be  so  hard  to  do,  but  this  comes  at  a  time  when  there  is  a 
terrible  disparity  between  the  income  of  nonfarm  people  and  the  in¬ 
come  of  farm  people. 

In  1952  the  net  income  per  capita  of  nonfarm  people  was  $1,836. 
By  1955  it  had  risen  to  $1,919.,  or  up  $83  per  capita  among  the  non¬ 
farm  population  of  the  United  States. 

During  that  same  period  net  income  from  farming  had  sunk  from 
$675  to  $551,  or  it  was  down  $124  per  capita,  while  the  nonfarm  ret 
income  was  up  $83  per  capita. 

Net  income  lost  by  farmers  for  1953,  1954,  and  1955  was  $12  bill i*.  n. 

The  source  of  this  income  is  on  table  666,  page  43,  Agricultural 
Income  Statistics. 

During  that  same  time,  from  1952  to  1955,  industrial  stock  prices 
rose  62  percent.  Corporate  profits  after  taxes  rose  32  percent.  Stock¬ 
holders’  dividends  rose  19  percent,  net  nonfarm  income  rose  14  percent, 
and  net  farm  income  fell  23  percent. 

You  might  ask  me  “Why  be  a  farmer?  ’  If  you  don't  just  love  to 
live  out  there,  there  is  no  valid  reason  for  being  a  farmer. 

I  don’t  have  recent  figures,  but  I  know  they  go  on  in  the  same  trend. 

During  the  2  years  of  1953  and  1954,  farmers  went  to  the  loan  com¬ 
panies  for  $1,100  million  more  money.  They  went  to  their  bankers  for 
another  billion  dollars  in  bank  loans  at  a  time  when  their  inventory 
on  their  real  estate  went  down  $4!/2  billion  and  the  inventory  on  their 
livestock  went  down  $7V2  billion. 

There  is  a  great  hue  and  cry  raised  about  the  interest  on  the  Gov¬ 
ernment  money  which  was  put  into  the  farm  credit  setup,  but  you 
know  the  Congressional  Kecord,  dated  January  12,  1956,  page  403,  on 
that  page  a  very  noted  Congressman  said  that — 

Government  losses  to  manufacturers  in  subsidies  of  one  kind  and  another  be¬ 
tween  1933  and  1955  was  .$40.S  billion.  Government  subsidies  to  shipping  over 
the  same  period  of  time  was  $5  billion.  Government  losses  in  supporting  farm 
prices  between  1933  and  1955  was  $1.2  billion. 

When  the  total  of  all  subsidies  to  all  groups  are  considered  over  the  past  oO 
years,  the  farmer  has  received  $5  out  of  each  $1,000  which  has  been  paid  by  this 
Federal  Government  in  subsidies  in  one  way  or  another. 
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And  yet  you  would  think  to  read  the  press,  watching  your  television, 
and  listening  to  your  radio,  that  farm  people  were  the  only  segment 
of  our  population  that  were  ever  subsidized. 

What  is  happening  in  the  United  States  ?  Between  1953  and  1955, 
the  last  year  inclusive,  600,000  farmers  have  gone  off  the  farms  in  the 
United  States  for  one  cause  or  another. 

My  State  of  Missouri  lost  28,431. 

My  home  county  of  Bates  lost  278.  Barton  County  lost  243.  Cash 
County  lost  188.  Henry  County  lost  340.  Jackson  County  lost  616. 
Johnson  County  lost  241.  Lafayette  County  lost  106,  and  Vernon 
County  lost  224. 

Authority  for  that  statement  is  the  1954  Census  of  Agriculture 
from  the  Bureau  of  the  Census. 

Out  in  Missouri  in  1952,  hogs  sold  for  100  percent  of  parity.  In 
December  of  1955  they  were  selling  for  50  percent  of  parity. 

In  1951  grade  A  milk  brought  $6  a  hundred  in  Kansas  City  and 
sold  at  retail  for  20  cents  a  quart. 

In  1955  it  sold  for  $4  in  Kansas  City  and  the  people  who  drink 
it  paid  21  cents  a  quart. 

Farm  products  are  now  selling  in  many  cases  at  bankrupt  prices, 
but  the  cost  of  living  is  six-tenths  of  1  percent  under  the  alltime  high. 

What  is  the  meaning  of  all  this?  It  means  that  this  is  a  poor  time 
to  ask  the  farmers  of  the  United  States  to  start  buying  the  Inter¬ 
mediate  Credit  Banks. 

It  has  been  developed  here  at  this  hearing  that  it  will  probably 
take  them  anywhere  from  40  to  50  years  to  get  their  job  done.  We 
have  already  invested,  as  I  said,  $64  million  in  trying  to  get  our 
production  credit  associations  farmer  owned.  Why  should  we  be 
asked  to  do  this  now  at  a  time  when  they  are  the  least  able  to  do  it? 

This  legislation  is  written,  I  am  sure,  pursuant  to  so-called  Hoover 
reports,  and  the  name  Hoover  does,  and  always  has,  brought  to  my 
tnind  3-cent  hogs  and  12-cent  corn  and  40-cent  wheat,  and  9,000  bank 
failures  in  12  years,  and  I  am  more  than  suspicious  of  anything  that 
is  remotely  related  to  the  name. 

The  Eighty-third  Congress  passed  in  1953  the  Farm  Credit  Act. 
1  am  even  suspicious  of  that.  In  my  opinion  it  is  designed  to  return 
the  America  farmer  eventually  to  the  same  status  that  he  occupied  all 
through  the  1920's. 

NFLA  and  the  Production  Credit  Associations  have  been  of  inesti¬ 
mable  value  not  only  to  the  borrowers  from  those  institutions,  but  to  the 
tens  of  thousands  of  other  borrowers  who  never  borrowed  a  dollar 
from  either  of  those  institutions. 

I  know  it  was  predicted  that  NFLA  would  break  all  our  life  insur¬ 
ance  companies,  bankrupt  every  loan  company  in  the  land.  It  didn’t 
do  it.  It  forced  the  private  loan  companies,  much  against  their  will, 
to  lend  money  at  reasonable  interest  rates  on  long-term  loans. 

Almost  any  loan  company  now  will  make  good  farm  real  estate 
loans  at  5  percent,  no  inspection  fee,  no  commission,  20  to  32  years’  time. 
They  didn’t  do  that  because  they  wanted  to  do  it.  They  did  it  because 
they  had  to  meet  the  competition  of  the  Federal  Land  Banks. 

Private  loan  agencies  don't  like  production  credit  associations,  and 
never  have. 

Our  interest  rates,  or  rediscount  rates  are  up  a  little  over  300 
percent  in  the  last  2  years. 
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I  don’t  know  why,  but  it  always  has  been  my  observation  that  when 
we  get  a  Republican  administration  in  control  of  the  Federal  Govern¬ 
ment  we  get  five  things : 

Lower  prices  for  the  food  and  stuffs  produced  by  the  American 
farmer,  higher  interest  rates,  tighter  credit,  the  stock  market  bursting 
right  out  through  the  ceiling,  and  a  tax  cut,  the  lion’s  share  of  which 
goes  to  our  super  rich  and  our  giant  corporations. 

I  am  an  old  man.  I  have  watched  the  political  situation  and  the 
financial  situation  in  this  country  all  my  life,  and  those  things  are 

always  happening.  , 

I  don’t  like  this  legislation.  I  am  opposed  to  it.  I  hope  the  com- 
mittee  doesn’t  report  it  out,  and  if  it  does  I  hope  it  is  defeated  on  the 
floor  of  the  House. 

Thank  you. 

Mr.  Poage.  Questions  ? 

AIx*.  McIntike.  I  have  no  questions. 

Mr.  Poage.  We  are  very  much  obliged  to  you,  Mr.  Christopher .. 
Are  there  any  other  witnesses  who  want  to  be  heard  in  opposition 
to  this? 

(No response.)  -  ,, 

Mr.  Poage.  I  want  everyone  opposed  to  this  bill  to  have  a  full 
opportunity  to  say  so,  and  all  those  in  favor  of  the  bill  to  have  full 

opportunity  to  sav  why.  _  . 

If  there  are  no  further  statements  to  be  made  I  will  ask  unanimous 
consent  to  insert  certain  communications  which  I  received  overnight 
in  the  record. 

( The  statements  referred  to  above  are  as  follows : ) 

Waco  Production  Credit  Association, 

Waco,  Tex.,  April  19, 1956. 

Re  H.  R.  10285,  H.  R.  10280,  and  H.  R.  1031  5. 


Hon.  W.  R.  Poage, 

Congressman,  11th  Texas  District, 

Washington,  D.  C. 

Dk ar  Mr  Poage:  Thanks  very  much  for  notifying  us,  through  Mrs.  Downey, 
of  the  hearing  on  the  Farm  Credit  Act  of  1950  being  held  today  and  tomorrow. 

I  have  just  returned  from  a  4-day  absence  and  found  Mrs.  Downey  s  letter,  with  a 
copv  of  H.  R.  10285,  on  my  desk.  Since  neither  Mr.  Walker  nor  I  can  get  away 
just  now  for  the  hearings,  and  since  we  are  certain  that  you  are  just  as  mtercsted 
as  we  in  getting  the  right  kind  of  bill  passed,  we  shall  rely  upon  you  to  see  that 
our  views  have  due  consideration  in  the  House  Committee  on  Agncu  tin e- 

As  you  will  see  in  the  attached  statement  of  views  of  our  board  of  directors, 
we  have  found  a  “joker”  in  the  bill.  I  think  I  can  assure  you  that  none  of  the 
PCA’s  of  Texas  would  want  to  invest,  a  dollar  in  the  Federal  Intermediate  C  e 
Bank  or  any  other  institution  unless  they  felt  certain  of  obtaining  contro  o 
institution  eventually  when  they  have  paid  for  it.  But  the  Governoi  of .the i  Far 
Credit  Administration  talked  them  into  supporting  the  bill  as  it  is,  without  any 
provision  for  increasing  our  control  as  we  increase  our  ownership  and  to  post¬ 
pone  the  question  of  controls  for  later  legislation;  his  contention  being  that  to 
inject  the  question  into  the  bill  would  delay  or  impede  its  passage  m  the Present 
session  of  Congress.  But,  frankly,  I  believe  the  Governor  is  strongly  opposed  to 
giving  control  to  the  users  of  the  credit  banks,  and  I  base  my  opinion  on  remf  * 
he  made  to  a  mutual  friend  in  Houston  when  he  was  there.  So  ^  looks  as  ii 
rest  of  the  PCA’s  in  Texas  have  been  hoodwinked  into  going  along  with  the 
Federal  Farm  Credit  Board’s  bill,  although  it  does  not  give  us  what  we  want 
The  joker  is,  of  course,  the  new  declaration  of  policy,  which  restates  the  policy  of 
the  Congress  in  such  a  way  as  to  make  it  appear  that  Congress  has  changed  its 
mind  about  doing  what  the  Farm  Credit  Act  of  1953  says  and  no  longer 
interested  in  giving  the  purchasing  associations  increased  paHmipat  on 
management  and  control.”  If  this  declaration  of  policy  is  enacted,  it  will  prove 
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a  big  stumbling  block  to  any  move  to  get  increased  controls  established  through 
later  legislation. 

We  would  much  prefer  to  have  this  bill  spell  out  just  how  we  are  to  obtain 
increased  control”  over  the  merged  banks  as  we  progressively  acquire  owner¬ 
ship.  However,  if  it  is  not  practicable  to  do  this  now,  we  could  go  along  with 
leaving  this  question  to  be  worked  out  later,  if  we  could  feel  reasonably  certain 
that  it  would  be  done  later.  But  this  new  declaration  of  policy,  if  enacted,  would 
certainly  impair  our  chances,  and  our  directors  feel  that  it  would  play  directly 
into  the  hands  of  those  persons  who  think  the  people  at  the  grassroots  should 
not  control  their  institutions  but  should  be  directed  by  those  higher  up.  We 
feel  stiongly  that  this  bill  better  be  held  up  or  defeated  unless  the  declara¬ 
tion  of  policy  is  revised  to  reaffirm  in  all  its  particulars  the  policy  set  forth  in 
the  Farm  Credit  Act  of  1953. 

I  trust  you  will  make  our  views  on  this  matter  as  plain  and  as  strong  as  you 
can  to  the  committee.  If  we  can  get  provision  for  controls  written  into  this  bill 
we  want  it  done.  If  it  is  impracticable  to  get  it  into  this  bill,  then  we  certainly 
want  the  way  left  open  to  have  it  done  in  later  legislation.  We  shall  greatlv 
appreciate  your  assistance  in  this  matter. 

Sincerely  yours, 

Carlos  Val.  Smith,  Secretary-Treasurer. 


Statement  of  Views  of  the  Waco  Production  Credit  Association  of  Waco  Tex 
Concerning  the  Proposed  Farm  Credit  Bill  of  1956 

We  shall  discuss  here  S.  3564,  introduced  by  Senator  Holland,  of  Florida  •  H  R 
10285  introduced  by  Representative  Cooley ;  H.  R.  10286  introduced  by  Representa¬ 
tive  Hope  of  Kansas ;  and  H.  R.  10315  introduced  by  Representative  Poage  of 
Texas.  These  four  bills  are  identical  in  text.  Hence  we  shall  refer  to  them 
in  the  singular. 

We  have  agreed  with  the  majority  of  the  Production  Credit  associations  of  our 
District  that  this  bill,  as  far  as  it  goes,  is  a  good  bill.  We  have  no  disposition  to 
delay  or  impede  us  passage,  if  it  is  what  the  production  credit  associations  of  the 
entire  system  want  and  if  the  objections  which  we  shall  raise  herein  are  met 

Our  association  however,  is  one  of  those  who  feel  that  some  important  things 
have  been  left  out  of  the  bill.  The  objections  which  we  shall  raise  have  been 
called  to  the  attention  of  the  Federal  Farm  Credit  Board  heretofore,  with  recom¬ 
mendations  for  their  remedy,  but  without  result.  Therefore,  we  shall  present  our 
objections  and  recommendations  to  the  Congress,  hoping  thev  mav  be  received 
wiht  more  consideration. 

Objection  No.l:  no  provision  for  “increased  control” 

This  legislation,  like  the  ‘‘Farm  Credit  Act  of  1955,”  is  designed  to  comply  with 
the  statement  of  policy  contained  in  the  Farm  Credit  Act  of  1953  (Public  Law 
202),  which  says : 

"It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facilitate  in¬ 
creased  borrower  participation  in  the  management,  control,  and  ultimate  owner¬ 
ship  of  the  permanent  system  of  agricultural  credit  made  available  through  insti¬ 
tutions  operating  under  the  supervision  of  the  Farm  Credit  Administration,  and 
the  provisions  of  this  Act  shall  be  construed  in  keeping  with  this  policy.” 

It  has  been,  and  is,  our  belief  that  “control  should  go  with  ownership.”  It  was 
to  be  expected  that  the  Federal  Farm  Credit  Board,  in  preparing  this  bill,  would 
have  had  due  regard  to  the  statement  of  policy  of  the  Congress  quoted  above 
which  specifies  “management,  control  and  ultimate  ownership”  as  its  goals  not 
simply  ownership.  Yet  this  bill  fails  to  make  any  provision  for  the  purchasing 
associations  to  acquire  increased  control  of  the  merged  Federal  Intermediate 
Credit  Bank  as  they  acquire  ownership. 

Our  association,  in  common  with  many  others  feels  that  the  present  arrange¬ 
ment  under  which  the  PCA’s  of  a  district  have  2  elected  directors  on  a  district 
board  of  7  men,  does  not  constitute  control.  This  arrangement  is  fairly  satis¬ 
factory  so  long  as  we  do  not  own  the  Credit  Bank,  but  when  vve  have  invested  our 
money  and  have  retired  the  Government  capital  from  the  merged  Bank  and  own 
iL  we  cannot  agree  that  2/7  representation  on  the  board  of  directors  will  give  us 
effective  control.  I  he  proposed  Act  does  not  provide  for  voluntary  participation 
in  the  purchase  of  stock  in  the  Bank,  but  makes  it  compulsory  for  the  PCA’s  to 
invest  their  capital.  This  is  doubtless  necessary  to  the  success  of  the  plan  for 
retirement  of  the  Government  capital,  but  it  would  seem  that  simple  justice  would 


FARM  CREDIT 


199 


dictate  that  the  same  Act  should  provide  the  means  for  giving  the  purchasing 
associations  ‘‘increased  control”  along  with  their  progressive  assumption  of  own¬ 
ership.  And,  we  repeat,  this  clearly  is  the  intent  of  the  Congres  as  quoted  above 

If  it  lie  thought  that  the  omission  of  provision  for  controls  from  this  bill  is  an 
oversight,  let  us  look  at  the  “Declaration  of  Policy”  (Sec.  2.),  which  reads  as 

f0l‘‘IUs:  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide  agricul¬ 
ture  with  a  sound,  dependable,  and  effective  source  of  credit  ;  to  promote  the 
efficiency  of  the  farm  credit  system  by  merging  production  credit  corporations  1 
Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership  o 
merged  banks  and  retirement  of  Government  capital  therein;  to  encouiage  .  i 
promote  the  continued  growth  and  development  of  the  production  credit  associ- 
atffins  as  self-supporting  cooperative  lending  institutions  operating  on  a  sound 
ci-edU  basis  with  maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  production  credit  system, 
and  to  continue  to  provide  other  financing  institutions  making  loans  to  farmeis 
and  ranchers  with  the  right  to  borrow  from  and  rediscount  with  such  merged 
banks  on  a  basis  comparable  with  the  production  credit  associations  legal dless 
of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  be  construed 

in  keeping  with  this  declaration  of  policy.”  ...mi  _m1 

This  declaration  appears  to  have  been  very  carefully  written,  and  it  makes 
it  appear  that  the  Congress  has  backed  away  from  the  policy  contained  in  t 
Far  nf  Credit^ Act  of  1953 ,  previously  quoted  Notice 

to  “management  and  control”  and  bears  down  on  fannei  ownership  iy. 
Without  aTtempting  to  impugn  motives,  we  are  nevertheless  faced  with  these 

qUyVhy1(lid  the  Federal  Farm  Credit  Board  feel  it  necessary  to  restate  the  policy 

0fWhyCdid?tSnot  simply  let  the  original  (1953)  Declaration  of  Policy  stand  and 

Wp  h<rmp  there  are  no  longer  any  persons  m  the  1  aim  it  - 
who  disannroye  of  the  principle  of  borrower  management  and  control  ot  our 
agricultural  credit  system,  but  if  there  are,  the  proposed  restatement  of  congres¬ 
sional  policy  in  the  aforementioned  Declaration  of  Policy,  if  enacted,  would  be  a 
useful  tool  for  their  purposes. 

? ^“S^^“Sin  Section  2  “ 

to  re-affirm  in  all  particulars  the  Policy  contained  m  the  Farm  Credit  Act 

19  ( 2)  That  the  bill  be  amended  to  provide  that  the  purchasing  associations  shall 
obtain  control  of  the  merged  Federal  intermediate  credit  banks  progressively  as 
thev  acquire  ownership.  (Our  association  favors  the  plan  of  separate,  but  mte 

(or  the  throe  unite  of  the  Farm  Credit  System  »  each 

district. ) 

Objection  No.  2:  No  provision  for  hardship  cases 

The  attention  of  the  Federal  Farm  Credit  Board  was  called  to  the  absence  from 
this  bill  of  any  provision  for  allowing  an  extension  of  time  for  the  initial  invest¬ 
ment  of  association  capital  in  the  merged  Bank  where  it  would  cause  an 
association  hardship.  In  our  district,  several  associations  have  been  and  are  ex¬ 
periencing  a  prolonged  drouth.  In  others,  there  are  associations  that  due  to 
limited  capital  and  small  income,  may  find  it  hard  to  meet  the  scheduled  pay¬ 
ments  on  time.  Our  association,  being  a  more  or  less  average  PCA,  would  have 
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°f  om'.prfent  working  capital,  in  3  installments  over 
n^tTvUL“  j®irf  lhl,sis  equivalent  to  90  percent  of  our  total  profits  for  the 
*?aSi  f  years>  and  is  equal  to  6.7  percent  of  our  present  capital  and  surnlus  We 
doubt  if  we  can  take  this  amount  out  of  our  working  capital  without  some  im 

thTcapi  a? that  a  comparable  wUhdrawaTfrom 
would  cause  «»  «>"<«“"»* 

the  inveitincnfr.f1^  blU.  sbould  make  provision  for  some  flexibility  in  requiring 

out  of  the  revolving  fund  to  Pii,-p  9A ,to  niJest  80 111  e  Government  capital 

more  absurb  situation  than  fh-iVn/  e  s  ac!'--  R  would  be  hard  to  imagine  a 
from  the  Government  with  whRh V being  ob!iged  to  Set  capital 

Recommendation _ That  the  bill  he  Ue  government  capital  from  the  bank. 

diate  credit  bank  of  a  district  1®'“""  to. Permit  the  Federal  interme- 
percent  investmentor an“  hite  iTS'  «  '““e  ,or  <*•  ««W  15 

"  Wbeler‘e0s"Sfd?vi  mt  "m""  '* 

Members  of  the  Senate'and  'the  Hotise'of1'^*’1011”  t0  the  consideration  of  all 
the  members  of  the  Committees  on  Agricult^PS^^%^sfaPtiCUlarly  t0 


Richmond  Production  Credit  Association, 

Re  H.  R.  10315,  Farm  Credit  Legislation.  Houston,  Tex.,  April  17,  1956. 

lion.  W.  R.  (Rob)  Poage, 

Committee  on  Agriculture, 

House  of  Representatives,  Washington,  D.  C. 

which  proposals  are  mad^'toretYre  the  (lovernm8  tlbtuv,L'  boilse  resolution  in 
duction  Credit  Corporations  in  the  Men  h  !  "  oapRaland  merge  the  Pro- 

WEISS'S  *  ■>»“  -  ■—  Sfn  „,,c, 

reserves  of  'the  merged  Tnsttturi^  interest  in  the  surpluses  and 

from  them.  institutions  aftei  all  Government  capital  has  been  retired 

provision  of  thrVoTerament  Cornorathm6^' to  contimie  to  operate  under  the 
capital  has  been  retfred  Goiporation  Control  Act  until  all  Government 

farmers*  and  2S2^t^t^S?lr,h!l,,d  “TS  bel“g  to  the 

that  our  district  farm  credit  boards  a rl ?„e  made  fhem  largely  possible,  and 
of  the  banks  to conriS Jh  1  .^e  executive  officers 

interference.  <  -  as  budgets,  etc.,  without  Governmental 

Th““”r7™)rt7u“”h  ,0r  y°m  1,elp  “«  consideration  on  the  legislation',  I  am 

C.  A.  Danklefs, 

_  President. 

Canadian  Valley  Production  Credit  Association, 

Hon.  W.  R.  Poage,  Canadian,  Tex.,  April  19,  1956. 

Member  of  Congress,  House  Office  Building, 

Washington,  D.  C. 

the  Productio^cJedR  CoriSions 

ancl1  would**^  in'iii^  Senate, ^because  it^loes  n^^ollow0precedent  in^these^matt^rs 

Government  SoraUonrConSActnStitUti0n  bUdg6t  provision  of  the 

Very  trulj  yours, 

Erbin  L.  Crowell, 
Secretary-Treasurer. 
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Fresno-Madera  Production  Credit  Association, 

Fresno,  Calif.,  April  16,  1956. 


Hon.  W.  R.  Poage, 

Member,  House  of  Representatives, 

Washington,  D.  C. 


Dear  Congressman  :  Legislation  affecting  farm  credit  will  be  presented  to  the 
Flouse  of  Representatives  in  the  near  future. 

The  board  of  directors  of  this  association  are  unanimous  in  urging  you  to 
support  bill  II.  R.  10285.  This  bill  will  give  the  Production  Credit  Associations 
an  opportunity  to  eventually  own  the  Federal  Intermediate  Credit  Bank  by  the 
systematic  retirement  of  all  Government  capital.  This  bill  also  provides  that  the 
surplus  accumulated  from  the  earnings  of  both  the  Federal  Intermediate  Credit 
Banks  and  the  Production  Credit  Corporations  will  be  transferred  to  the  credit 
banks  in  connection  with  the  merger  of  both  organizations.  This  is  in  keeping 
with  the  intent  of  Congress  when  they  originally  set  up  the  farm  credit  system 
whereby  the  original  capital  was  provided  by  the  Government,  most  of  which  has 
been  retired,  giving  the  cooperatives  the  privilege  of  becoming  wholly  member- 
owned. 

Our  group  definitely  opposes  bill,  S.  3550,  which,  in  our  opinion,  is  contrary  to 
the  intent  of  the  original  writers  of  the  farm  credit  legislation,  and  would  place 
the  new  organization  under  the  Government  Corporations’  Control  Act  and  deprive 
said  new  organization  of  the  surplus  and  reserves  now  accumulated  in  the  old 
organizations. 

We  urge  you  to  give  this  request  your  utmost  consideration,  as  the  outcome  of 
the  legislation  will  have  tremendous  effect  upon  our  1,400  members  in  particular 
and  agriculture  as  a  whole,  as  with  the  cost  of  money  increasing  and  the  returns 
to  the  farmer  diminishing  any  unfavorable  action  would  be  very  detrimental. 


Respectfully  yours, 


Roy  Schnauer,  President. 


Statement  of  James  E.  AVells,  Jr.,  Executive  Vice  President,  Farmers  Union 
Livestock  Association,  South  St.  Paul,  Minn.,  for  National  Farmers  Union 

Mr.  Chairman  and  gentlemen  of  the  committee,  the  National  Farmers  Union 
recommends  that  H.  R.  10285  be  approved  without  amendments  by  your  com¬ 
mittee,  and  it  is  recommended  that  the  Congress  pass  H.  R.  10285  when  approved 
by  your  committee. 

As  executive  vice  president  of  a  farmers’  cooperative,  I  have  a  double  interest 
in  this  legislation,  both  in  its  effect  on  cooperative  banks  and  on  individual 
farmer  loans.  I  have  been  closely  associated  with  credit  problems  for  a  long  time. 
For  many  years  I  was  Deputy  Governor  of  the  Farm  Credit  Administration  and 
Commissioner  of  the  Banks  for  Cooperatives. 

Especial  consideration  was  given  to  the  fact  that  by  the  merger  of  the  Pro¬ 
duction  Credit  Corporations  in  Federal  Intermediate  Credit  Banks  duplications 
in  the  review  of  rediscountable  paper  and  other  functions  will  be  eliminated  and 
costs  reduced.  Some  have  thought  that  there  should  be  a  separate  corporation 
for  supervision  and  a  separate  corporation  for  rediscounting.  Such  an  arrange¬ 
ment  would  continue  the  inefficiencies  that  now  exist ;  the  bill  provides  for  ade¬ 
quate  departmentalization  for  the  administration  of  these  two  functions ;  these 
functions  would  be  cared  for  under  the  merged  banks  in  a  manner  similar  to 
that  followed  by  the  Federal  Reserve  System  and  the  Federal  land  banks. 

Questions  have  been  raised  as  to  whether  other  financial  institutions,  other  than 
the  Production  Credit  Associations,  that  are  authorized  to  borrow  and  rediscount 
with  the  merged  Federal  Intermediate  Credit  Banks  would  receive  credit  under 
the  merged  banks  as  adequate  as  the  credit  which  they  have  received  during 
the  past.  It  is  believed  that  better  credit  service  will  be  received  by  the  other 
financial  institutions  under  the  merger  plan.  The  authority  and  the  directne 
to  do  so  are  clearly  written  into  the  bill ;  Farm  Credit  Administration  officials 
have  informed  us  that  every  effort  will  be  made  to  make  these  functions  operate 
effectively. 

In  regard  to  the  borrowings  by  the  Bank  for  Cooperatives,  it  is  believed  that 
their  credit  needs  will  be  provided  for  better  under  the  merged  Federal  Inter¬ 
mediate  Banks.  The  credit  needs  of  the  Banks  for  Cooperatives  may  be  met  at 
the  Farm  Credit  District  level  rather  than  at  the  Washington  level  with  less  lost 
motion  and  with  increased  efficiency. 
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If  any  amendment  were  to  be  offered,  consideration  might  be  given  to  permit¬ 
ting  intermediate  credit  up  to  10  years  instead  of  the  7  years  provided  in  the  bill ; 
however,  it  seems  desirable  first  to  obtain  experience  in  the  selling  of  debentures 
of  the  Federal  Intermediate  Credit  Banks  under  the  7-year  term. 

The  retention  of  the  name,  Federal  Intermediate  Credit  Banks,  the  capital  struc¬ 
ture  left  with  the  banks  after  the  merger,  and  the  revolving  fund  provided  for 
additional  capital  requirements  appear  ample  for  the  continuous  sale  of  deben¬ 
tures  of  the  system  to  the  investing  public ;  these  provisions  seem  adequate  for 
any  foreseeable  future  contingencies. 

All  in  all,  the  passage  of  the  bill  will  provide  improvements  in  the  efficiency  of 
operations,  a  possible  reduction  in  costs  of  operations,  a  centering  of  responsibility 
in  the  rediscounting  of  paper,  and  a  capital  base  so  that  adequate  lending  funds 
may  be  made  available  through  the  sale  of  debentures. 


River  Falls  Production  Credit  Association, 

River  Falls,  Wis.,  May  S,  1956. 

Hon.  Lester  Johnson, 

Congressman,  Washington,  D.  C. 

Dear  Sir  :  Thank  you  for  your  letter  of  April  21,  1956,  in  regard  to  I.  R.  10285, 
This  bill  has  our  endorsement  as  being  the  best  adapted  to  the  proposed  merger 
of  the  Federal  Intermediate  Credit  Bank  and  the  Production  Credit  Corporation. 
There  are  some  comments  I  would  like  to  make : 

1.  Since  the  associations  will  be  assuming  ownership  of  the  Federal  Inter¬ 
mediate  Credit  Bank,  the  name  should  be  changed  to  the  Production  Credit 
Bank  eventually,  if  not  now.  The  word  “Federal”  implies  Government  owner¬ 
ship. 

2.  I  do  not  believe  that  it  was  originally  intended  back  in  1923  that  the  users 
would  own  the  Federal  Intermediate  Credit  Bank.  That  angle  came  in  with  the 
1953  legislation.  To  me  it  is  fundamentally  wrong  for  three  reasons  :  First,  the 
Production  Credit  Associations  are  asked  to  capitalize  and  provide  available 
credit  to  other  financing  institutions  or  others  who  are  competitors  operating  in 
the  same  territories  as  the  PCA’s.  These  are  nonmember  organizations  operated 
for  profit  while  the  PCA’s  are  cooperative  and  operated  for  service  to  its  mem¬ 
bers — quite  divergent  in  purpose.  Second,  since  the  intermediate  credit  banks 
provide  credit  to  lenders  other  than  PCA’s,  it  serves  the  public  interest.  It  has 
at  times  been  proposed  that  the  Government  capital  of  the  Federal  intermediate 
credit  banks  be  retired  through  earnings  and  then  administered  as  an  institu¬ 
tion  of  public  trust  which,  in  my  opinion,  would  be  more  appropriate ;  and  third, 
it  would  seem  that  the  expense  of  the  central  office  of  the  Farm  Credit  Adminis¬ 
tration  at  Washington,  D.  C.,  should  be  paid  by  the  Government.  I  believe  the 
expense  of  the  office  of  the  comptroller,  supervising  national  banks,  is  paid  by 
the  Government. 

3.  It  has  been  suggested,  and  I  concur,  that  following  line  11,  page  8  of 
II.  R.  10285,  the  following  sentence  be  inserted:  “In  no  case  shall  all  of  the 
class  B  stock  owned  by  an  association,  or  all  of  the  participation  certificates 
owned  by  another  lending  agency,  be  retired  without  consent  of  said  association 
and/or  lending  agency”  or  words  to  that  effect.  This  would  have  the  effect  of 
preventing  the  Federal  Intermediate  Credit  Bank  from  retiring  all  of  the  stock  in 
an  association  and  liquidating  it.  It  has  already  been  brought  out  in  the  hear¬ 
ings  and,  no  doubt,  will  be  corrected,  but  I  believe  it  is  quite  important. 

4.  Another  danger,  and  it  is  purely  administrative,  is  that  with  the  consolida¬ 
tion,  too  many  of  the  officers  of  both  units  could  be  retained  at  the  same  salary — 
thus  defeating  a  substantial  part  of  possible  savings. 

5.  A  secretary-treasurer  (manager)  should  not  serve  on  the  district  board 
of  directors.  The  owners  of  the  system — the  farmer  members — should  have 
that  privilege  and  responsibility  exclusively.  I  understand  that  this  was  read 
out  of  the  act  in  1955  but  it  was  again  proposed  in  1956  that  NFLA  secretaries  be 
so  permitted. 

6.  The  Production  Credit  Associations  are  the  only  segment  of  the  Farm  Credit 
system  which  are  subject  to  Federal  and  State  income  taxes,  as  well  as  all  other 
taxes  levied  against  corporations.  In  1954  we  paid  $6,874.78  Federal  and 
$800.52  State  tax.  In  1955  $4,380.69  Federal  and  $781.77  State  tax.  This  is 
an  added  expense  for  the  farmer  in  the  continuing  cost-price  squeeze.  Under 
the  circumstances,  it  is  not  apparent  why  the  PCA’s  should  have  to  pay  these 
taxes. 
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While  the  following  points  are  taken  care  of  by  H.  R.  10285,  it  is  important 
that  no  amendments  or  changes  be  made. 

1.  That  the  surplus  be  left  in  the  system  (two  precedents  for  that  have  been 
set  in  the  case  of  the  Federal  land  banks  and  the  bank  for  cooperatives)  and 
that  there  be  no  continuing  interest  by  the  Government  in  the  surplus  of  the 
intermediate  credit  banks  in  the  event  of  liquidation  as  proposed  in  S.  3550. 

2.  The  revolving  fund  should  be  maintained  at  $100  million  as  a  protection 
in  case  of  national  emergency,  rather  than  $70  million  as  proposed  in  S.  3550. 

3.  The  intermediate  credit  banks  should  be  removed  from  the  budget  provisions 


of  the  Government  Corporation  Control  Act. 

Since  I  am  interested  in  the  bill,  I  will  appreciate  having  a  copy  of  the  text 
of  the  hearings  if  it  is  possible  and  when  available. 

While,  as  I  indicated  at  the  outset,  this  bill  comes  as  close  to  meeting  the  needs 
as  one  can  get,  nevertheless  it  cannot  help  but  add  to  the  total  cost  of  operating 
credit  used  by  the  farmer.  This  is  true  not  only  on  the  money  borrowed  through 
Farm  Credit!  but  other  lenders  as  well  since  they  somewhat  follow  the  pattern 
set  by  PCA’s. 

Undoubtedly  you  made  similar  requests  from  the  other  PCA  secretaries  in  your 
district  and  I  hope  they  avail  themselves  of  the  opportunity  to  present  their 
opinions  and  viewpoints.  I,  for  one,  appreciate  your  sincere  desire  to  serve  agri¬ 
culture  and  that  you  are  willing  ti  listen  to  the  little  fellow  out  on  the  firing  line. 

Very  truly  yours, 

L.  M.  Johnson, 
Secretary-Treasurer. 


Mr.  McIntire.  Mr.  Chairman,  yesterday  I  put  into  the  record  a 
telegram  which  I  had  received  from  the  Central  Jersey  Farmers  Co¬ 
operative  Credit  Association  of  Heightstown,  N.  J.  I  think  I  inad¬ 
vertently  put  that  into  the  record  in  the  portion  of  the  record  which 
perhaps'  contains  the  opposition  to  this  bill,  and  this  telegram  places 
this  association  in  favor  of  the  bill. 

Mr.  Poage.  If  there  are  no  further  witnesses  and  no  further  inser¬ 
tions  to  be  made  in  the  record  at  this  time  this  will  close  the  general 
hearing  on  the  bill. 

The  committee  will  meet  Tuesday  morning  at  10  o’clock  to  consider 
the  further  drafting  of  the  bill. 

We  will  meet  Tuesday  morning  in  Room  1308. 

(Hearing  adjourned  at  11 : 10  a.  m.) 


X 


•  I 


. 


■ 

' 


FARM  CREDIT  ACT  OF  1956 


HEARINGS 

BEFORE  A 

SUBCOMMITTEE  OE  THE 

COMMITTEE  ON 

AGRICULTURE  AND  FORESTRY 
UNITED  STATES  SENATE 

EIGHTY-FOURTH  CONGRESS 

SECOND  SESSION 
ON 

S.  3549,  S.  3550,  and  S.  3564 

BILLS  TO  MERGE  PRODUCTION  CREDIT  CORPORATIONS  IN 
FEDERAL  INTERMEDIATE  CREDIT  BANKS;  TO  PROVIDE 
FOR  RETIREMENT  OF  GOVERNMENT  CAPITAL  IN  FEDERAL 
INTERMEDIATE  CREDIT  BANKS;  TO  PROVIDE  FOR  SUPER¬ 
VISION  OF  PRODUCTION  CREDIT  ASSOCIATIONS;  AND  FOR 
OTHER  PURPOSES 


APRIL  23  AND  24,  1956 


Printed  for  the  use  of  the  Committee  on  Agriculture  and  Forestry 


76921 


UNITED  STATES 

GOVERNMENT  PRINTING  OFFICE 
WASHINGTON  :  1956 


COMMITTEE  ON  AGRICULTURE  AND  FORESTRY 

ALLEN  J.  ELLENDER,  Louisiana,  Chairman 


OLIN  D.  JOHNSTON,  South  Carolina 
SPESSARD  L.  HOLLAND,  Florida 
CLINTON  P.  ANDERSON,  New  Mexico 
JAMES  O.  EASTLAND,  Mississippi 
EARLE  C.  CLEMENTS,  Kentucky 
HUBERT  H.  HUMPHREY,  Minnesota 
W.  KERR  SCOTT,  North  Carolina 

COTYS  M. 


GEORGE  D.  AIKEN,  Vermont 
MILTON  R.  YOUNG,  North  Dakota 
EDWARD  J.  THYE,  Minnesota 
BOURKE  B.  HICKENLOOPER,  Iowa 
KARL  E.  MUNDT,  South  Dakota 
JOHN  J.  WILLIAMS,  Delaware 
ANDREW  F.  SCHOEPPEL,  Kansas 
be.  Chief  Clerk 


Subcommittee  on  Agricultural  Credit  and  Rural  Electrification 

SPESSARD  L.  HOLLAND,  Florida,  Chairman 
HUBERT  H.  HUMPHREY,  Minnesota  KARL  E.  MUNDT,  South  Dakota 

W.  KERR  SCOTT,  North  Carolina  ANDREW  F.  SCHOEPPEL,  Kansas 

II 


CONTENTS 


Statement  of —  Pag0 

Armer,  Frank  C.,  chairman,  Other  Financing  Institutions  Committee 

of  Arizona,  Phoenix,  Ariz -  182 

Bagwell,  John  C.,  General  Counsel,  Farm  Credit  Administration -  23 

Banks,  King  L.,  representing  the  Production  Credit  Associations  of  the 

Ninth  Farm  Credit  District,  Delta,  Colo - - -  85- 

Blalock,  H.  G.,  national  advisory  committee  of  Production  Credit 

Associations,  Baskerville,  Va - - - : - ■  90 

Briggs,  Marvin  J.,  Chairman,  Federal  Farm  Credit  Board,  Indianapolis, 

Ind - - — •. — . - - - -  1G,  192 

Campbell,  L.  D.,  secretary,  Other  Financing  Institutions  Committee 

of  Texas  Houston  Tex _  96 

Cowden,  E.  Ray,  president,  Arizona  Stockman’s  Loan  Co.,  Phoenix, 

Arjz_  _  184 

Crouch,  James,  secretary,  10th  Farm  Credit  District  Production  Credit 

Associations  Committee,  Burleson,  Tex — - - - - - 

Davis,  Roy  B.,  manager,  Plains  Cooperative  Oil  Mills,  Lubbock,  Tex._  17- 
Hall,  Hugh  F.,  legislative  assistant,  American  Farm  Bureau  Federation.  137 

Halverson,  Lloyd  C.,  National  Grange - - —  ^4 

Harris,  Glen  R.,  chairman,  national  advisory  committee  of  Produc¬ 
tion  Credit  Associations,  Rich  vale,  Calif — . - - - T-- —  <9 

Johnston,  Watkins,  representing  the  Production  Credit  Associations 

of  the  Fifth  Farm  Credit  District,  Montgomery,  Ala - ...  179 

Justice,  Robert  O.,  president  of  the  board,  Peru  Production  Credit 

Association  Peru  Ind  _ _ _ _ _ _ _ _ _ _ _ _ _ —  —  oo 

Lacy,  W.  E.,  vice  chairman,  national  advisory  committee  of  Production 

Credit  Associations,  Hopkinsville,  Ky - _ - ------  ^ 

Larson,  Abner  B.,  secretary-treasurer,  Mandan  Production  Credit 

Association,  Mandan,  N.  Dak - - — 

Lynn,  John  C.,  legislative  director,  American  Farm  Bureau  Federa¬ 
tion _ ---- — 

McLeod,  Kenneth  M.,  chairman,  Committee  of  Privately  Owned  Agri¬ 
cultural  Credit  Companies  in  the  Seventh  Farm  Credit  District,  Fond 

du  Lac,  Wis - -  —  - - 

Miles,  Harold  A.,  Director,  Short-Term  Credit  Service,  Farm  Credit 

Administration - ------ - 

Rappaport,  Percy,  Assistant  Director,  Bureau  of  the  Budget  — ---  iuy 
Read,  Leonard  E.,  Jr.,  manager,  California  Cotton  Credit  Co.,  Los 

Angeles,  Calif _ _ _ _ _ 

Riggle,  John  J.,  secretary,  National  Council  of  Farmer  Cooperatives..  lib 
Sartwelle,  J.  W.,  vice  president,  Houston  Agricultural  Credit  Corp., 

Houston  X ex  _ _  _  _ _  _  _ — - -  —  —  —  1 4o 

Scott,  Kenneth "L", ’’Director,  Agricultural  Credit  Services,  United 

States  Department  of  Agriculture -  8b 

Seidman,  Harold,  Bureau  of  the  Budget -  -----  —  ---■ — 

Smith,  Barney,  president,  Nashville  Production  Credit  Association, 

Nashville,  Ark - r-----'----r - 

Thomson,  Wayne,  president,  Jennings  Production  Credit  Association, 

Jennings,  La - . - ... 

Tootell,  R.  B.,  Governor,  Farm  Credit  Administration.—  -------  14'i 

Tull,  J.  E.,  secretary-treasurer,  Lonoke  Production  Credit  Association, 

Lonoke,  Ark _ _ _ _ _ ---„ — --- 

Uelsmann,  Martin  H.,  Deputy  Director,  Short-Term  Credit  service, 

Farm  Credit  Administration - - - 

Wilson,  P.  O.,  secretary,  National  Live  Stock  Producers  Association, 

Chicago,  Ill _ _ — ----- — -  inft 

Young,  M.  G.,  Lonoke  Production  Credit  Association,  Carlisle,  Ark.  .  .  lUb 

m 


IV 


CONTENTS 


Miscellaneous  documents:  Page 

S.  3564,  84th  Congress _  1 

Letter,  dated  March  16,  1956,  from  R.  B.  Tootell,  Governor,  Farm 
Credit  Administration,  requesting  enactment  of  the  Farm  Credit 
Act  of  1956,  and  enclosing  a  letter,  dated  March  14,  1956,  from 

Rowland  Hughes,  Director,  Bureau  of  the  Budget _  8 

Letter  to  Senator  Mundt  from  Sam  H.  Bober,  Newell,  S.  Dak _  50 

Letter,  dated  April  27,  1956,  from  the  Farm  Credit  Administration, 

relative  to  investment  of  the  reserve  funds  of  national  banks _  69 

Statement  filed  by  Lloyd  Godley,  president,  secretary-treasurers  and 
presidents  of  the  Arkansas  Production  Credit  Associations,  Osceola, 

Ark _ - _  135 

S.  3564,  84th  Congress,  with  amendments  recommended  by  P,  O. 
Wilson,  secretary,  National  Live  Stock  Producers  Association, 

Chicago,  II _  163 

Resolution  adopted  by  the  District  Advisory  Committee  of  the  Pro¬ 
duction  Credit  Associations  in  the  Fifth  Farm  Credit  District -  179 

Telegram  from  the  directors  of  the  Shreveport  Production  Credit 

Association,  Shreveport,  La _  180 

Letter,  dated  April  12,  1956,  from  Producers  Marketing  Association, 

Inc.,  of  Indianapolis,  Ind.,  to  the  Honorable  Cecil  M.  Hardin -  193 

Letter,  dated  April  18,  1956,  from  the  Producers  Livestock  Credit 

Association  of  Columbus,  Ohio,  addressed  to  M.  J.  Briggs -  193 

Letters  from — 

S.  F.  Trammell,  secretary-treasurer,  Alexandria  Production  Credit 

Association,  Alexandria,  La _ _ --  194 

Roy  Brice,  secretary-treasurer,  Arcadia  Production  Credit  Associa¬ 
tion,  Arcadia,  La _ 195 

Clarence  Harmon,  Jr.,  secretary-treasurer,  Opelousas  Production 

Credit  Association,  Opelousas,  La -  196 

C.  C.  Haynie,  secretary,  Southern  Idaho  Production  Credit  Asso¬ 
ciation,  Twin  Falls,  Idaho _ 196 

L.  F.  Davis,  secretary-treasurer,  Wyoming  Production  Credit  Asso¬ 
ciation,  Casper,  Wyo _ 196 

Statements  filed  by — ■ 

J.  Olney  Brott,  general  counsel,  American  Bankers  Association -  198 

James  E.  Wells,  Jr.,  executive  vice  president,  Farmers  Union  Livestock 
Association,  South  St.  Paul,  Minn.,  representing  the  National 

Farmers  Union _ 199 

Jerome  J.  Burke,  secretary-manager,  Producers  Live  Stock  Credit 

Corp.,  Chicago,  Ill _ ; - - *  200 

W.  A.  Hambright,  secretary-treasurer,  South  Carolina  Federation  of 

Production  Credit  Associations,  Spartanburg,  S.  C - - -  201 

Carlos  Val.  Smith,  secretary-treasurer,  and  \\ .  D.  Walker,  president, 

Waco  Production  Credit  Association,  Waco,  Tex -  203 

Telegrams  from — 

H.  E.  McClcary,  president,  Blackhawk  Production  Credit  Asso¬ 
ciation,  Freeport,  Ill _ _ _ _ _ _  205 

Arthur  W.  Nafziger,  president,  Bloomington  Production  Credit  Asso¬ 
ciation,  Bloomington,  Ill _ _ _ ---_ -  205 

J.  Fred  Romine,  president,  Champaign  Production  Credit  Association, 

Champaign,  111 _  205 

Charles  R.  Pinnell,  president,  Charleston  Production  Credit  Asso¬ 
ciation,  Charleston,  Ill _  205 

Gonzales  Production  Credit  Association,  Gonzales,  Tex -  205 

Leroy  O.  Castle,  president,  and  G.  E.  Spencer,  secretary,  Jackson¬ 
ville  Production  Credit  Association,  Jacksonville,  Ill - —  206 

W.  C.  Sloan,  president,  Jonesboro  Production  Credit  Association, 

Jonesboro,  Ark _  206 

George  F.  Hayes,  president,  and  C.  E.  Humphrey,  secretary-treas¬ 
urer,  Kewanee  Production  Credit  Association,  Kewanee,  Ill -  206 

Directors  of  the  Lakeland  Production  Credit  Association,  Lakeland, 

Fla _ 1 _  206 


CONTENTS 


V 


Telegrams  from-Continued 

Glen  Vance,  president,  Macomb  Production  Credit  Association, 

Macomb,  111 - ----- — . —  ~---7.fr  — 

J.  Wes  Smith,  president,  Mississippi  Valley  Production  Credit  Asso¬ 
ciation,  Pittsfield,  Ill - 7----------- - ■  — 

Otto  Steffey,  president,  Monmouth  Production  Credit  Association, 

Monmouth,  Ill - - - .-  -  7  —  -  -  -  -  -  -  - 

Board  of  Directors,  Poinsett  Production  Credit  Association,  Marked 

Tree  ^Vrk  _ _ _ _ _ _ _ _ _ _ _ _  —  ________ 

Lester  M.  Burd,  president,  Vermilion  County  Production  Credit 
Association,  Danville,  Ill - 


Page 

206 

206 

207 

207 

207 


c./o  i 


'•  tii.i’trt  -  iroil  ’ii'Uitrj  >f.»T 

’ •  >  ’  ’f  •>  .  i  ;  •  > 

->'1  '  /  iff«|  ;  .  i  ■)!;  ,  >f  .1, 

i  ;  I  ;r) 

1  '  >'  *•>  /  I  •> 

riU, 

■>  •■'if!  \>  L-  ifl 

f  .  i  T  .  .  i 

- 


FARM  CREDIT  ACT  OF  1956 


MONDAY,  APRIL  23,  1956 

United  States  Senate, 

Subcommittee  on  Agricultural  Credit  and 
Rural  Electrification  of  the  Committee  on 

Agriculture  and  Forestry, 

Washington ,  D.  G. 

The  subcommittee  met,  pursuant  to  call,  at  10 : 10  a.  m.,  in  room 
324,  Senate  Office  Building,  Senator  Spessard  L.  Holland  presiding. 

Present:  Senators  Holland  (presiding),  Scott,  Mundt,  and  Schoep- 

pel. 

Senator  Holland.  The  subcommittee  will  please  come  to  order. 

This  is  a  hearing  called  on  three  Senate  bills,  S.  3549,  S.  3550,  and 
S.  3564  which  cover  the  same  subject  matter. 

The  chairman  of  the  Senate  Committee  on  Agriculture  and  For¬ 
estry,  Mr.  Ellender.  introduced  by  request  the  first  two  bills,  3549  and 
3550. 

S.  3564  was  introduced  by  me  and  I  understand  from  the  officials 
of  the  Farm  Credit  Administration  that  some  changes  are  embraced 
in  that  bill  which  do  not  occur  in  either  of  the  two  bills  introduced  by 
Senator  Ellender. 

Therefore,  I  am  going  to  have  a  copy  of  S.  3564  placed  in  the  record 
at  this  time,  with  the  understanding  that  all  measures  are  before  the 
committee  and  if  there  be  any  substantial  question  that  arises  from 
the  changes  in  wording,  they  may  be  considered  by  the  subcommittee. 

S.  3564  will  be  included  in  the  record  at  this  point. 

(S.  3564  is  as  follows :) 

[S.  3564,  84th  Cong.,  2d  sess.] 

A  BILL  To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks  ; 

to  provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit  banks  ; 

to  provide  for  supervision  of  production  credit  associations  ;  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled.  That  this  Act  may  be  cited  as  the  “Farm 
Credit  Act  of  1956.” 

DECLARATION  OF  POLICY 

Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit ;  to  promote 
the  efficiency  of  the  farm  credit  system  by  merging  production  credit  corpora¬ 
tions  in  Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership 
of  the  merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage 
and  promote  the  continued  growth  and  development  of  the  production  credit 
associations  as  self-supporting  cooperative  lending  insitutions  operating  on  a 
sound  credit  basis  with  maximum  local  authority  to  determine  credit  needs 
and  loans  policies  consistent  with  the  maintenance  of  a  national  production 
credit  system ;  and  to  continue  to  provide  other  financing  institutions  making 
loans  to  farmers  and  ranchers  with  the  right  to  borrow  from  and  rediscount 
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with  such  merged  banks  on  a  basis  comparable  with  the  production  credit 
associations  regardless  of  the  ownership  of  such  banks.  The  provisions  of  this 
Act  shall  be  construed  in  keeping  with  this  declaration  of  policy. 

TITLE  I— PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  of  Production  Credit  Corporations  in  Federal  Intermedi¬ 
ate  Credit  Banks — (a)  Transfer  of  Assets. — The  production  credit  corpora¬ 
tion  in  each  farm  credit  district  is  hereby  merged  in  the  Federal  intermediate 
icredit  bank  of  tbe  district  and  all  assets,  funds,  contracts,  property,  and 
records  belonging  to  such  corporation,  except  stock  in  production  credit  asso¬ 
ciations,  are  hereby  transferred  to  and  vested  in  such  bank.  All  obligations  and 
liabilities  of  the  production  credit  corporation  shall  be  assumed  by  the  Federal 
intermediate  credit  bank  of  the  district.  Stock  held  by  each  production  credit 
corporation  in  production  credit  associations  is  transferred  to  the  Governor  of 
the  Farm  Credit  Administration  to  be  held  by  him  on  behalf  of  the  United 
States,  and  the  Governor  shall  cancel  an  equal  par  amount  of  stock  of  the 
corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associations. — In 
order  to  carry  out  the  declared  policy  of  this  Act  with  repect  to  the  production 
credit  associations,  the  Farm  Credit  Administration  shall,  by  appropriate  pro¬ 
visions  in  the  charter  and  bylaws,  or  otherwise,,  provide  for  such  organization 
and  assignment  of  functions  within  the  Federal  intermediate  credit  banks  as 
will  assure  proper  supervision  of  and  assistance  to  the  production  credit  asso¬ 
ciations  in  a  manner  which  will  enable  them  to  make  sound  credit  available  to 
farmers  and  ranchers.  The  income  derived  from  the  surplus  transferred  from 
the  production  credit  corporation  to  the  Federal  intermediate  credit  bank  of 
the  district  shall  be  used  to  pay  expenses  of  the  bank  in  providing  such  super¬ 
vision  and  assistance,  and  expenses  in  excess  of  such  income  may  be  paid  out 
of  other  resources  of  the  bank. 

(c)  Officers  and  Employees. — Notwithstanding  any  other  provision  of  law, 
the  employment  of  the  officers  and  employees  of  each  Federal  intermediate  credit 
bank  and  each  production  credit  corporation  is  terminated  on  the  effective 
date  of  this  Act  and  the  board  of  directors  of  the  Federal  intermediate  credit 
bank  shall,  not  later  than  sixty  days  prior  to  the  effective  date  of  this  Act,  take 
all  necessary  action  to  reemploy  as  of  such  effective  date  such  of  the  officers 
and  employees  so  terminated  in  such  capacities  as  the  board  determines  they 
are  qualified  and  needed  to  carry  out  the  functions,  powers,  and  duties  of  the 
Federal  intermediate  credit  bank.  Such  reemployment  shall  be  subject  to 
the  approval  of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  folkms  : 

“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividends;  and  Retirement 
of  Stock. — Each  Federal  intermediate  credit  bank  is  authorized  to  issue  class 
A  and  class  B  stock  as  follows : 

“  (1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall  be  issued 
to  and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf  of  the 
United  States.  Stock  of  all  Federal  intermediate  credit  banks  held  by  the  Secre¬ 
tary  of  the  Treasury  shall  be  transferred  to  the  Governor  and  may  be  reallocated 
by  him  in  such  manner  as  he  determines  necessary  to  meet  the  needs  of  the 
respective  banks.  The  Governor  shall  then  exchange  such  stock  of  each  bank 
for  an  equal  par  amount  of  class  A  stock  of  tbe  bank.  Stock  of  each  production 
credit  corporation  held  by  the  Governor  (less  the  amount  canceled  pursuant  to 
section  101  of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged  for  an  equal  par 
amount  of  class  A  stock  of  the  Federal  intermediate  credit  bank  in  which  such 
corporation  is  merged  pursuant  to  section  101  of  such  Act.  No  dividends  shall 
be  paid  on  class  A  stock.  Annually  at  tbe  end  of  its  fiscal  year  each  such  bank 
shall  determine  the  amount  of  its  class  A  stock  which  shall  be  retired.  When¬ 
ever  the  total  of  the  capital  stock,  participation  certificates,  surplus,  and  reserves 
of  the  bank  is  more  than  one-sixth  of  the  highest  month-end  balance  of  deben¬ 
tures  and  other  obligations  issued  by  or  for  the  bank,  outstanding  during  the 
immediately  preceding  five  years,  the  minimum  amount  of  class  A  stock  to  be 
retired  shall  be  the  total  amount  of  class  B  stock  and  participation  certificates 
issued  for  that  year.  All  class  A  stock  shall  be  retired  at  par.  The  proceeds  of 
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such  class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury  as 
miscellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the  amount  of  class  A 
stock  of  the  bank  issued  in  exchange  for  stock  of  the  production  credit  corpora- 
tion.  The  proceeds  of  any  further  such  stock  retirements  shall  be  paid  into  the 
revolving  fund  established  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as 
amended.  The  Governor  of  the  Farm  Credit  Administration  is  authorized  to 
purchase  from  time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he  deter¬ 
mines  is  needed  to  meet  the  credit  needs  of  the  bank  and  such  revolving  fund 
shall  continue  to  be  available  for  such  purchases  as  provided  in  said  section  o 
(e).  The  Governor  may  at  any  time  require  the  bank  to  retire  such  class  A 
stock  if  in  his  judgment,  the  bank  has  resources  available  therefor,  and  the 
proceeds  of  such  retirements  shall  be  returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  .$5  per  share  and  may  be  issued 
only  to  production  credit  associations  in  series  and  amounts  approved  by  the 
Farm  Credit  Administration.  Such  stock  shall  be  issued  only  at  par  and  may 
be  transferred  to  another  production  credit  association  with  the  approval  of  the 
issuing  bank.  Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay  like 
•dividends  on  class  B  stock  and  participation  certificates  in  an  amount  not  to 
exceed  5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Dividends 
on  class  B  stock  and  participation  certificates  shall  not  be  cumulative.  Within 
sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the  production 
credit  associations  shall  subscribe  to  class  B  stock  in  the  banks  in  an  aggregate 
amount  equal  to  15  per  centum  of  the  total  amount  of  class  A  stock  m  all  lanks. 
Such  required  amount  of  subscriptions  shall  be  allotted  among  the  several  dis¬ 
tricts  in  the  proportion  that  the  average  amount  of  the  bank  s  loans  to  and  dis¬ 
counts  for  the  production  credit  associations  of  the  district,  outstanding  during 
the  immediately  preceding  five  fiscal  years,  is  of  the  average  of  suca  loans  anc 
discounts  of  all  banks  outstanding  during  such  five-year  period.  The  amount  so 
allotted  to  each  district  shall  be  further  allotted  to  each  production  credit  asso¬ 
ciation  on  the  basis  of  the  proportion  that  its  average  indebtedness  (loans  and 
discounts)  to  the  bank  during  the  immediately  preceding  fave  fiscal  years  is  of  the 
average  of  such  indebtedness  of  all  production  credit  associations  to  the  bank 
during  such  five-year  period.  Each  production  credit  association  shall  subscribe 
to  class  B  stock  in  the  bank  of  the  district  in  the  amount  so  allotted  to  it  One- 
third  of  the  purchase  price  of  such  stock  subscription  shall  be  paid  at  the  time 
of  such  subscription,  one-third  shall  be  paid  within  one  year  after  the  eftec.n  e 
date  of  said  Act,  and  the  balance  shall  be  paid  within  two  years  after  such  effec¬ 
tive  date.  Such  class  B  stock  shall  be  issued  as  payments  therefor  are  made. 
Any  production  credit  association  chartered  after  the  effective  date  of  the  I( aim 
Credit  Act  of  1956  shall  thereupon  purchase  class  B  stock  m  the  bank  m  the 
amount  of  $5,000,  and  such  amount  shall  be  adjusted  at  the  end  of  five  years 
thereafter  to  an  amount  determined  by  applying  to  its  average  indebtedness  to 
the  bank  during  such  five-year  period  the  same  percentage  as  the  percentage 
which  the  initial  subscriptions  of  other  production  credit  associations  was 
their  indebtedness,  as  provided  in  this  subsection :  Provided,  That  this  provision 
shall  not  apply  to  any  association  owning  stock  in  the  bank  in  such  require! 
amount  as  a  result  of  merger,  consolidation,  or  reorganization  of  one  or  more 
associations.  After  all  class  A  stock  has  been  retired,  the  bank  may  retire 
class  B  stock  at  par  and  participation  certificates  at  face  amount  undei  policies 
established  by  the  Farm  Credit  Administration.  Class  B  stock  an^  Par^clP“5l0“ 
certificates  shall  be  retired  without  preference  and  in  such  manner  that  the  oldest 
outstanding  stock  or  certificates  at  any  given  time  will  be  retired  first.  In  case 
of  liquidation  or  dissolution  of  any  production  credit  association  or  other  financ¬ 
ing  institution,  the  stock  or  participation  certificates  of  the  bank  owned  bj  such 
association  or  institution  may  be  retired  by  the  bank  at  the  fair  book  'i  all  e 

thereof,  not  exceeding  par  or  face  amount,  as  the  case  may  be. 

“(b)  Lien  on  Stock  and  Participation  Certificates.— Each  Federal  intei - 
mediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the  bank  owned  by  each 
production  credit  association  and  on  all  participation  certificates  owned  by  other 
financing  institutions  as  additional  collateral  tor  any  indebtedness  o.  the  holders 
thereof  to  the  bank :  Provided,  That  the  bank  shall  make  no  loan  or  advance  on 
the  security  of  its  own  stock  or  participation  certificates.  In  any  case  where  the 
debt  of  a  production  credit  association  or  other  financing  institution  is  in  default, 
the  bank  mav  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held  y 
the  association  or  of  the  participation  certificates  held  by  the  other  financing  in¬ 
stitution  at  the  fair  book  value  thereof,  not  exceeding  par  or  face  amount,  as  the 
case  may  be,  in  total  or  partial  liquidation  of  the  debt.  ’ 
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Seo.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows : 

“APPLICATION  OF  EABNINGB 

“Sec.  206.  (a)  Annual  Application.— At  the  end  of  its  fiscal  year,  each  Fed¬ 
eral  intermediate  credit  bank  shall  determine  the  amount  of  its  net  earnings  after 
paying  or  providing  for  all  operating  expenses  (including  reasonable  valuation 
reserves  and  losses  in  excess  of  any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows  :  (1)  To  the  restoration  of  the  amount  of  the  impair¬ 
ment,  if  any,  of  capital  stock  and  participation  certificates,  as  determined  by  its 
boaid  of  directors;  (2)  to  the  restoration  of  the  amount  of  the  impairment  if 
any,  of  the  surplus  account  established  by  this  subsection,  as  determined  by ’its 
board  of  directors ;  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 
to  create  and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  outstand¬ 
ing  capital  stock  and  participation  certificates  of  the  bank  ;  (4)  if  said  bank  shall 
have  outstanding  capital  stock  held  by  the  United  States  during  the  whole  or  any 
part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a  franchise  tax, 
a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not  exceeding  how¬ 
ever,  a  rate  of  return  on  such  Government  capital  calculated  at  a  rate  equal  to 
the  computed  average  annual  rate  of  interest  on  all  public  issues  of  public  debt 
obligations  of  the  United  States  issued  during  the  fiscal  year  of  the  United  States 
Treasury  ending  next  before  such  tax  is  due,  as  certified  to  the  Farm  Credit 
Administration  by  tlie  Secretary  of  the  Treasury;  (5)  dividends  on  class  B  stock 
and  participation  certificates  may  be  declared  as  provided  in  section  205  (a)  of 
this  Act;  and  (6)  any  remaining  net  earnings  shall  be  distributed  as  patronage 
refunds  as  provided  in  subsection  (b)  of  this  section.  Notwithstanding  the  provi¬ 
sions  of  item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the  sum  of 
the  surplus  and  the  reserve  account  of  any  bank  is  less  than  its  outstanding 
capital  stock  and  participation  certificates,  the  bank  shall  continue  to  apply 
such  -5  per  centum  of  its  net  earnings  to  the  reserve  account  until  the  sum 
of  the  surplus  and  the  reserve  account  is  equal  to  its  outstanding  capital 
stock  and  participation  certificates.  Each  bank  shall,  on  the  effective  date 
of  the  I  arm  Credit  Act  of  1956,  establish  a  surplus  account  consisting  of 
its  earned  surplus  account,  its  reserve  for  contingencies,  and  the  surplus  of  the 
production  credit  corporation  transferred  to  the  bank.  No  part  of  such  surplus 
ol  any  bank  shall  be  distributed  as  patronage  refunds.  In  the  event  of  a  net 
loss  in  any  fiscal  year  after  providing  for  all  operating  expenses  (including 
reasonable  valuation  reserves  and  losses  in  excess  of  any  such  applicable  re¬ 
serves),  such  loss  shall  be  absorbed  by:  First,  charges  to  the  reserve  account’ 
second,  charges  to  surplus  other  than  that  transferred  from  the  production  credit 
corporation  of  the  district;  third,  charges  to  surplus  transferred  from  the  pro- 
auction  ci edit  corporation  of  the  district;  fourth,  the  impairment  of  class  B 
participation  certificates;  and  fifth,  the  impairment  of  class  A  stock. 

.  Patronage  Refunds.— Whenever  at  the  end  of  its  fiscal  year  a  Federal 

intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  refunds  de¬ 
clared  for  that  year  shall  be  paid  in  class  B  stock  to  production  credit  associa¬ 
tions  and  in  participation  certificates  to  other  financing  institutions  borrowing 
from  oi  lediscounting  with  the  bank  during  the  fiscal  year  for  which  such  refunds 
are  declared.  The  recipients  of  such  patronage  refunds  shall  not  be  subject  to 
Federal  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year  a  Federal 
intermediate  credit  bank  has  no  class  A  stock  outstanding,  patronage  refunds 
declared  for  that  year  may  be  paid  in  such  class  B  stock  andT participation  certifi¬ 
cates  or  in  cash  as  determined  by  the  bank.  All  patronage  refunds  shall  be  paid 
m  the  proportion  that  the  amount  of  interest  earned  by  the  bank  on  its  loans  to 
and  discounts  for  each  production  credit  association  or  other  financing  institu¬ 
tion  bears  to  the  total  interest  earned  by  the  bank  on  all  such  loans  and  discounts 
outstanding  during  the  fiscal  year.  Each  participation  certificate  issued  in  pay¬ 
ment  of  patronage  refunds  shall  be  in  multiples  of  $5  and  shall  state  on  its  face 
the  rights,  privileges,  and  conditions  applicable  thereto.  Patronage  refunds  shall 
not  be  paid  to  any  other  Federal  intermediate  credit  bank,  or  to  any  Federal 
land  bank  or  bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution. — In  the  case 
of  liquidation  or  dissolution  of  any  Federal  intermediate  credit  bank  after  the 
payment  or  retirement,  as  the  case  may  be,  first,  of  all  liabilities;  second  of 
ail  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par  and  all  participation 
certificates  at  face  amount;  any  surplus  established  pursuant  to  subsection  (a) 
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of  this  section  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata, 
and  any  remaining  assets  shall  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata.” 

Sec  104  (a)  Section  201  (b)  of  the  Federal  Farm  Loan  Act,  as  amended,  is 
hereby  amended  by  adding  at  the  end  thereof  the  following  sentence :  “The 
directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit  Admin¬ 
istration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct  of  the 

business  of  the  banks.”  ,  .  -  „ 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 

amended  to  read  as  follows :  ,  ,  ,  ,  „  , 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks,  when  chartered  ana 
established,  shall  have  power,  subject  solely  to  the  restrictions,  limitations,  and 
conditions  contained  in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit 

Administration  not  inconsistent  with  the  provisions  of  this  Act — 

u(l)  to  discount  for,  or  purchase  from,  any  production  credit  association 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  with  its  endorse¬ 
ment  any  note,  draft,  or  other  such  obligation  presented  by  such  association ; 
and  to  make  loans  and  advances  to  any  such  association  secured  by  such 
collateral  as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Admin- 
istration  * 

“(2)  to  discount  for,  or  purchase  from,  any  national  bank,  State  bank, 
trust  company,  agricultural  credit  corporation,  incorporated  livestock  loan 
company,  savings  institution,  credit  union,  and  any  association  of  agricul¬ 
tural  producers  engaged  in  the  making  of  loans  to  farmers  and  ranchers, 
with  its  endorsement,  any  note,  draft,  or  other  such  obligation  the  proceeds 
of  which  have  been  advanced  or  used  in  the  first  instance  for  any  agricui- 
tural  purpose,  including  the  breeding,  raising,  fattening,  or  marketing  ot 
livestock ;  and  to  make  loans  and  advances  to  any  such  financing  institution 
secured  by  such  collateral  as  may  be  approved  by  the  Governor  of  the  Farm 
Credit  Administration :  Provided ,  That  no  such  loan  or  advance  shall  be 
made  upon  the  security  of  collateral  other  than  notes  or  other  such  obliga¬ 
tions  of  farmers  and  ranchers  eligible  for  discount  or  purchase  under  the 
provisions  of  this  section,  unless  such  loan  or  advance  is  made  to  enable  the 
financing  institution  to  make  or  carry  loans  for  any  agricultural  purpose; 

ail“(3)  to  make  loans  to  and  discount  paper  for  any  other  Federal  inter¬ 
mediate  credit  bank,  any  Federal  land  bank,  or  any  bank  for  cooperatives 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms 
and  at  rates  of  interest  or  discount  approved  by  the  Farm  Credit  Admin- 
istration  " 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 

bv  changing  the  word  “three”  to  the  word  “seven”.  ,  , 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 

t04^  204.  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit  bank 
shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors  of  the 
bank  shall  from  time  to  time  determine  with  the  approval  of  the  Farm  Credit 
Administration,  but  the  rates  charged  financing  institutions  other  than  produc¬ 
tion  credit  associations  shall  be  the  same  as  those  charged  production  credit 

assodatmns^n  2Q4  (b)  of  the  Fe(jeral  Farm  Loan  Act  is  hereby  repealed. 

m  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby  amended 
by  inserting  in  paragraph  “Seventeenth”,  after  the  words  “Federal  land  banks 
a^comma  and  the  words  “to  Federal  intermediate  credit  banks,  or  to  banks  for 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  . 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended 

“Sec  2  The  Governor  of  the  Farm  Credit  Administration,  hereinafter  in  this 
Act  referred  to  as  the  ‘Governor,’  is  authorized  and  directed  to  organize  and 
charter  12  banks  to  be  known  as  ‘banks  for  cooperatives .  One  such  bank  shall 
be  established  in  each  city  in  which  there  is  located  a  Federal  land  bank  The 
members  of  the  several  farm  credit  boards  of  the  farm  credit  districts  provided 
for  in  section  5  of  the  Farm  Credit  Act  of  1937.  as  amended  shall  be  ex  officio 
the  directors  of  the  respective  banks  for  cooperatives.  Such  directors  shall  have 
power,  subject  to  the  approval  of  the  Governor,  to  employ  and  fix  the  compe  - 
sation  of  such  officers  and  employees  of  such  banks  as  may  be  necessary  to  car  y 
out  the  powers  and  duties  conferred  upon  such  banks  under  this  Act. 
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(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  from  the 
first  sentence  the  words  “the  production  credit  corporations  and”  by  striking 
from  the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  bv 
changing  $120,000,000”  in  subsection  (a)  thereof  to  “$60„000.000” ;  (2)  by 
striking  from  subsection  (b)  thereof  the  words  “the  production  credit  corpora¬ 
tions  and”;  (3)  by  changing  “$40,000,000”  in  subsection  (e)  thereof  to 
“$100,000,000”;  and  (4)  by  striking  from  subsection  (e)  thereof  the  words 
“and/or  paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  to 
read  as  follows : 

“investment  by  governor  in  stock  of  production  credit  associations 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production  credit 
association  in  such  amounts  as  he  determines  are  required  to  meet  the  credit 
needs  of  farmers  in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  author¬ 
ized  by  section  5  (a)  of  this  Act  and  such  stock  shall  be  held  by  him  on  behalf 
of  the  United  States.  The  Governor  may  at  any  time  require  any  production 
credit  association  to  retire  and  cancel  any  class  A  stock  held  by  him  in  such 
association  if,  in  his  judgment,  the  association  has  resources  available  therefor, 
and  the  proceeds  of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is  amended  by  changing  the 
fourth  sentence  to  read  as  follows :  “Such  articles  shall  be  signed  by  the  indi¬ 
viduals  uniting  to  form  the  association  and  a  copy  thereof  shall  be  furnished 
to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended 
(1)  by  striking  from  the  first  sentence  the  words  “production  credit  corpora¬ 
tions”  and  substituting  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 
deleting  the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  changing  the  first  sentence  to  read  as  follows :  “Each  production  credit  as¬ 
sociation  shall,  under  such  rules  and  regulations  as  may  be  prescribed  by  the 
farm  credit  board  of  the  district  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  invest  its  funds  and  make  loans  to  farmers  for  general  agricultural  pur¬ 
poses  and  other  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 
sentence;  (3)  by  striking  from  the  third  sentence  the  word  “corporation”  and 
inserting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”;  and 
(4)  by  changing  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon 
and  adding  the  following:  “ Provided ,  That  an  association  may.  under  rules  and 
regulations  issued  by  the  Farm  Credit  Administration,  make  loans  to  any  class 
B  stockholder  secured  by  warehouse  receipts  covering  agricultural  commodities 
stored  in  bonded  warehouses  without  the  purchase  of  additional  class  B  stock  ” 

(.i)  Section  34  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal 
land  banks  or  Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal 
land  banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “the  production  credit  corpora¬ 
tions.” ;  (2)  by  striking  from  the  second  sentence  the  words  “association  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or  association”;  and 
(3)  by  striking  from  the  third  sentence  the  words  “production  credit  corpora¬ 
tion  or”,  “or  corporation”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is  amended  (1)  by  striking 
from  the  first  sentence  the  words  “production  credit  corporation,”;  and  (2) 
by  striking  from  the  second  and  third  sentences  the  words  “association  or 
corporation”,  wherever  they  appear  therein,  and  substituting  in  lieu  thereof 
the  words  “or  association”. 
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(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 

striking  out  the  words  “production  credit  corporations,”. 

section  63  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
bv  striking  from  the  first  sentence  the  words  “the  production  credit  corpora¬ 
tions"-  (2)  by  striking  from  the  first  and  second  sentences  the  words  associ¬ 
ations  or  corporations”  and  “associations,  and  corporations,  and  substituting 
in  lieu  thereof  the  words  “or  associations”  and  “and  associations,”,  respectively ; 
and  (3)  bv  changing  the  last  sentence  to  read  as  follows:  “The  exemption 
provided  herein  shall  not  apply  with  respect  to  any  production  credit  association 
or  its  property  or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has 
been  retired  or  with  respect  to  any  bank  for  cooperatives  or  its  property  or  in¬ 
come  after  the  stock  held  in  it  by  the  United  States  has  been  retired. 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
bv  striking  out  the  words  “production  credit  corporation,”;  and  (2)  by  striking 
out  the  words  “association  or  corporation”,  wherever  they  appear  therein,  ana 

substituting  in  lieu  thereof  the  words  “or  association”. 

(a)  Section  86a  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

Sec  106  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  is  amended 

(1)  by  striking  from  subsection  (d)  (2)  (B)  the  words  “production  credit  corpo¬ 
ration  of  the  district”  and  substituting  in  lieu  thereof  the  words  “Governor  ot 
the  Farm  Credit  Administration”;  and  (2)  by  striking  from  subsection  (h)  the 

words  “production  credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is  amended  (1)  by  striking  from 
the  first  sentence  of  subsection  (a)  the  words  “production  credit  corporation,”; 

(2)  by  striking  from  the  third  sentence  of  subsection  (a)  the  word  “three”  :  (3) 
bv  striking  from  the  first  sentence  of  subsection  (b)  the  words  “the  bank  for 
cooperatives,  and  the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”:  and  (4)  by  striking  from  the 
last  sentence  of  subsection  (b)  the  words  “production  credit  corporation,”. 

Sec  107  (a)  Section  8  of  the  Farm  Credit  Act  of  1953  is  amended  by  striking 
out  the  words  “production  credit  corporation”,  wherever  they  appear  therein, 
and  substituting  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  19o3  is  amended 

“(a)  Any  other  provision  of  law  to  the  contrary  notwithstanding,  after  the 
effective  date  of  this  Act  any  production  credit  association  may,  with  the  ap¬ 
proval  of  the  Farm  Credit  Administration,  issue  nonvoting  preferred  stock,  to 
be  known  as  class  C  stock,  which  may  be  purchased  and  held  by  the  Governor 
of  the  Farm  Credit  Administration  and  by  investors :  Provided,  That  the  issu¬ 
ance  of  such  stock  shall  be  authorized  by  vote  of  not  less  than  two-thirds  of  the 
outstanding  shares  of  class  A  stock  of  the  association  (other  than  shares  held 
bv  the  Governor  of  the  Farm  Credit  Adminisration)  by  the  holders  thereof  in 
person  or  by  proxy  and  by  vote  of  not  less  than  two-thirds  of  the  outstanding 
shares  of  class  B  stock  of  the  association  by  the  holders  thereof  in  person  or  by 
proxy  •  and  for  this  purpose  holders  of  class  A  stock  (other  than  the  Governor 
of  the  Farm  Credit  Administration)  and  holders  of  class  B  stock  shall  be  entitled 
to  one  vote  for  each  share  of  stock  held  by  them.  Payments  for  such  stock  pur¬ 
chased  bv  the  Governor  shall  be  made  out  of  the  revolving  fund  created  by 
section  5  (a)  of  the  Farm  Credit  Act  of  1933.  as  amended,  and  the  proceeds  from 
the  retirement  of  any  such  stock  shall  be  paid  into  such  revolving  fund  ” 

Sfo  108  Section  601  of  the  Department  of  Agriculture  Organic  Act  of  1944, 
as  amended,  thereby  amended  (1)  by  striking  from  subsection  (a)  the  words 
“production  credit  corporations,”,  wherever  they  appear  therein,  and  the  wo  d 
“corporations”-  (2)  by  striking  from  subsection  (b)  the  words  the  federal 
intermediate  credit  banks,  and  the  production  credit  corporations”  and  substi¬ 
tuting  in  lieu  thereof  the  words  “and  the  Federal  intermediate  credit  banks  an 
(31  bv  striking  from  subsections  (b)  and  (c)  the  words  “and  corporation  ,  and 
corporations”,  and  “corporation,”,  wherever  they  appear  therein. 

Sec  109  Sections  658  and  1014  of  title  18,  United  States  Code,  are  heieby 
amended  by  striking  from  each  such  section  the  words  “or  in  which  a  produc¬ 
tion  credit  corporation  holds  stock.” 

TITLE  II — MISCELLANEOUS  PROVISIONS 

Sfc  201  (a)  The  Government  Corporation  Control  Act,  as  amended,  is 

amended  (1)  bv  striking  from  section  101  the  words  “Federal  Intermediate 
St  Banks;  Production  Credit  Corporations;”;  (2)  by  inserting  in  section 
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201  immcdiMeJy  following  “(3)”  the  words  “Federal  Intermediate  Credit  Banks 
(4)  ;  (3)  by  changing  “(4)”  in  section  201  to  “(5)”;  and  (4)  by  striking  from 
sections  302  and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal  intermediate  credit  banks 
may  utilize  their  funds  for  administrative  expenses  without  regard  to  the 
limitations  contained  in  any  other  Act  of  Congress  governing  the  expenditure  of 
appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of  the  Revised  Statutes  as  amended  is 
amended  (1)  by  inserting  in  next  to  the  last  sentence  immediately  before  the 
words  “Federal  Home  Loan  Banks”,  the  words  “thirteen  banks  for  cooperatives 
or  any  of  them  or  the” ;  and  (2)  by  changing  the  last  sentence  to  read  as  follows : 

The  limitations  and  restrictions  herein  contained  as  to  dealing  in  and  under¬ 
writing  investment  securities  shall  not  apply  to  obligations  issued  by  the  Inter¬ 
national  Bank  for  Reconstruction  and  Development  which  are  at  the  time 
eligible  for  purchase  by  a  national  bank  for  its  own  account:  Provided,  That 
no  association  shall  hold  obligations  issued  by  said  bank  as  a  result  of  under¬ 
writing,  dealing,  or  purchasing  for  its  own  account  (and  for  this  purpose  obli¬ 
gations  as  to  which  it  is  under  commitment  shall  be  deemed  to  be  held  by  it) 
in  a  total  amount  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock 
actually  paid  in  and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus 


Sec.  202.  (a)  This  Act  shall  become  effective  on  January  1  next  following  its 
enactment. 


(b)  For  purposes  of  applying  the  amendment  in  section  103  of  this  Act,  that 
part  of  the  fiscal  year  1957  preceding  the  effective  date  of  this  Act  shall  be 
deemed  to  be  a  separate  fiscal  year. 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  application  thereof  to  any 
person  or  circumstance,  is  held  invalid,  the  remainder  of  the  Act,  and  the  applica¬ 
tion  of  such  provisions  to  other  persons  or  circumstances,  shall  not  be  affected 
thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  expressly  reserved. 

Senator  Holland.  Also  I  ask  to  have  copied  in  the  record  a  com¬ 
munication  dated  March  16,  signed  by  R.  B.  Tootell,  Governor  of  the 
Farm  Credit  Administration,  and  addressed  to  the  President  of  the 
Senate,  which  transmitted  the  proposed  legislation  and  stated  the 
request  of  the  Farm  Credit  Administration  for  its  consideration  and 
enactment.  Attached  to  Mr.  Tootell’s  letter  is  a  communication  from 
the  Bureau  of  the  Budget  on  this  same  subject  dated  March  14,  1956, 
directed  to  Mr.  I  ootell,  and  signed  by  Rowland  Hughes,  Director,  with 
two  pages  of  suggested  technical  modifications. 

(The  documents  above  referred  to  are  as  follows :) 


The  honorable  the  Pbesident  of  the  Senate, 


Farm  Credit  Administration, 
Washington,  D.  C.,  March  16, 1956. 


United  States  Senate. 


Dear  Mr.  President:  There  are  transmitted  herewith,  for  the  consideration 
of  the  Congress,  alternate  drafts  of  a  proposed  bill  entitled  “A  bill  to  merge  pro¬ 
duction  credit  corporations  in  Federal  intermediate  credit  banks ;  to  provide  for 
retirement  of  Government  capital  in  Federal  intermediate  credit  banks ;  to  pro¬ 
vide  for  supervision  of  production  credit  associations ;  and  for  other  purposes  ” 
One  draft  has  been  cleared  by  the  Bureau  of  the  Budget  as  being  in  accord  with 
the  program  of  the  President  and  is  designated  “Federal  Farm  Credit  Board  draft 
amended  as  required  by  the  Bureau  of  the  Budget.”  The  other  draft,  designated 
“Draft  recommended  by  the  Federal  Farm  Credit  Board,”  differs  in  three  im¬ 
portant  respects  from  the  draft  cleared  by  the  Bureau  of  the  Budget.  These  dif¬ 
ferences  will  be  discussed  in  the  latter  part  of  this  letter.  For  the  reasons  stated 
in  the  enclosed  copy  of  the  letter  from  the  Director,  the  Bureau  of  the  Budget  has 
agreed  that  a  draft  of  the  bill  recommended  by  the  Federal  Farm  Credit  Board 
may  also  be  submitted  for  the  consideration  of  the  Congress. 
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I.  BACKGROUND  OF  PROPOSED  LEGISLATION 

Section  2  of  the  Farm  Credit  Act  of  1953  provides  as  follows: 

“It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facilitate 
increased  borrower  participation  in  the  management,  control,  and  ultimate  own¬ 
ership  of  the  permanent  system  of  agricultural  credit  made  available  through 
institutions  operating  under  the  supervision  of  the  Farm  Credit  Administration 
and  the  provisions  of  this  Act  shall  be  construed  in  keeping  with  this  policy.  The 
Federal  Farm  Credit  Board  hereinafter  provided  for  shall  within  one  year  after 
appointment  make  recommendations  to  the  Congress  of  means,  supplemental  to 
those  provided  by  this  Act,  of  carrying  into  effect  such  declared  policy,  including, 
but  not  limited  to,  means  of  increasing  borrower  participation  in  ownership  of 
the  Federal  Farm  Credit  System  to  the  end  that  the  investment  of  the  United 
States  in  the  Federal  intermediate  credit  banks,  production  corporations  Cential 
itnnk  for  CooDeratives  and  regional  banks  for  cooperatives  may  be  letired. 

AcJ ^rtogly  on  December  8,  1954,  the  Federal  Farm  Credit  Board  submitted 
its  recommendations  for  legislation  in  a  special  report  to  the  Congress  (S  Doc 
7  84th  Cong.  1st  sess.).  For  reasons  stated  in  that  report,  the  Board  made  uo 
recommendation  for  the  retirement  of  the  Government  capital  in  the  Federal 
intermediate  credit  banks.  Instead,  it  recommended  that  the  Congress  delay 
consideratTon  of  such  legislation  until  the  Board  had  made  a  further  study  of 

thil  draft  bill  incorporating  most  of  the  recommendations  contained  in  the 
special  report  of  December  8,  1954,  was  submitted  to  the  Congress  in  February 
1955  and  was  introduced  in  the  House  as  H.  R.  5168  and  in  the  Senate  as  S.  - 
Before  enacting  H.  R.  5168,  which  became  the  Farm  Credit  Act  of  1955  upon 
approval  by  the  President  on  August  11,  1955  (Public  Law  347,  84tli  Cong.),  the 
Congress  deleted  from  the  bill  provisions  which  would  have  required  the  retire¬ 
ment  of  the  Government  capital  in  the  production  credit  coipoiations  and  the 
gradual  assumption  by  the  production  credit  associations  of  the  cost  ot  their 
supervision.  The  reports  of  the  House  Committee  on  Agriculture  and  the  Senate 
Committee  on  Agriculture  and  Forestry  on  H.  R.  5168  (H  Rept.  863  and  S  Rept. 
1201  84th  Cong.)  stated  that  it  was  the  understanding  of  the  committees  that  the 
Farm  Credit  Administration  would  give  further  study  to  the  short-term  ciedit 
institutions  and  make  new  recommendations  by  the  time  the  Congress  convenes 

The  Farm  Credit  Administration  has  made  an  extensive  study  of  how  best  to 
retire  the  Government  capital  in  the  Federal  intermediate  credit  banks  and  the 
production  credit  corporations  and  at  the  same  time  protect  the  interests  ot  the 
production  credit  associations  and  other  users  of  the  credit  banks.  As  a  part  ot 
this  study,  meetings  were  held  throughout  the  country  with  directors  and  officers 
of  production  credit  associations  and  representatives  of  other  financing  insti¬ 
tutions  dealing  with  the  banks.  The  recommendations  resulting  from  that  study 
are  incorporated  in  the  enclosed  draft  of  the  bill  designated  '  Draft  recommended 
by  the  Federal  Farm  Credit  Board.”  As  heretofore  stated,  this  draft  has  been 
amended  to  conform  to  the  requirements  of  the  Bureau  of  the  Budget  as  set 
forth  in  the  enclosed  copy  of  the  letter  from  the  Director  of  the  Bureau.  The 
draft  approved  by  the  Bureau  of  the  Budget  will  be  discussed  first. 


II.  BACKGROUND  OF  INSTITUTIONS  AFFECTED 

Before  going  into  the  details  of  the  bill,  a  brief  review  of  the  Farm  Credit 
institutions  affected  by  it  should  be  helpful.  These  institutions  consist  of  a 
Federal  intermediate  credit  bank  and  a  production  credit  corporation  in  each  of 
the  12  Farm  Credit  districts  and  the  498  production  credit  associations  which 
make  short-  and  intermediate-term  loans  to  farmers  and  ranchers. 

Federal  intermediate  credit  banks 

The  Federal  intermediate  credit  banks  were  established  in  1923  with  an  initial 
authorized  capital  of  $5  million  for  each  bank  subscribed  by  the  United  States. 
Additional  capital  for  the  credit  banks  was  provided  by  an  act  of  Congress 
approved  January  31,  1934  (48  Stat.  348).  That  act  made  available  to  the 
Farm  Credit  Administration  a  revolving  fund  of  $40  million  and  authorized 
the  Governor,  with  the  approval  of  the  Secretary  of  the  Treasury,  to  subscribe 
for  and  to  pay  in  such  additional  capital  and  paid-in  surplus  as  he  deemed 
necessary  to  enable  the  credit  banks  to  meet  the  needs  of  eligible  borrowers. 
As  of  December  31,  1955,  the  Government’s  capital  investment  in  the  banks  was 
$62.4  million,  consisting  of  the  original  $60  million  of  capital  stock  and  $2.4 
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million  of  paid-in  surplus,  leaving  $37.6  million  in  the  revolving  fund  available 
for  further  investment  in  the  banks. 

The  credit  banks  were  established  to  provide  agriculture  with  a  permanent 
stable,  and  dependable  source  of  short-  and  intermediate-term  agricultural  credit* 
They  serve  as  banks  of  discount  and  not  as  direct  lending  banks.  They  were 
authorized  initially  to  discount  agricultural  paper  for  a  number  of  different  kinds 
of  private  lending  agencies  and  later  were  also  authorized  to  discount  such  paper 
ino'j  6  production  credit  associations  organized  under  the  Farm  Credit  Act  of 
1933.  Thus  the  banks  make  no  loans  direct  to  farmers  and  ranchers  but  instead 
n nance  the  production  credit  associations  and  the  OFI’s  which  make  such  direct 
loans.  In  addition,  the  banks  are  authorized  to  make  loans  to  and  discount  paper 
for  the  banks  for  cooperatives  and  to  make  certain  types  of  direct  loans  to 
farmers’  cooperative  associations. 

As  a  result  of  the  growth  and  development  of  the  production  credit  system 
supervised  by  the  Farm  Credit  Administration,  the  major  part  of  the  credit 
business  of  the  banks  is  now  done  with  the  production  credit  associations.  During 
the  fiscal  year  1955  about  88  percent  of  the  banks  average  daily  balances  of 
loans  and  discounts  was  accounted  for  by  the  production  credit  associations 
In  the  fiscal  year  1954  this  percentage  was  87.  Among  the  districts  this  per¬ 
centage  ranged  in  the  fiscal  year  1955  from  66  to  96  percent. 

Most  of  the  OFI’s  doing  business  with  the  credit  banks  are  State-chartered 
privately  capitalized  agricultural  credit  corporations  and  livestock  loan  com¬ 
panies,  together  with  a  few  commercial  banks. 

The  credit  banks  finance  their  lending  operations  primarily  through  the  issuance 
and  sale  to  the  investing  public  of  consolidated  collateral  trust  debentures  and 
by  direct  borrowings  from  commercial  banks.  The  United  States  assumes  no 
liability  for  the  debentures  or  other  obligations  of  the  credit  banks 


Production  credit  corporations 

The  production  credit  corporations  organized  under  the  Farm  Credit  Act  of 
1933  are,  like  the  Federal  intermediate  credit  banks,  wholly  owned  Government 
corporations.  A  revolving  fund  of  $120  million  was  used  to  capitalize  these  cor¬ 
porations.  As  of  December  31,  1955,  the  amount  of  stock  of  the  corporations  held 
by  the  United  States  amounted  to  $31,350,000  and  the  earned  surplus  and  reserves 
ol  the  corporations  amounted  to  approximately  $13,500,000.  There  remains  in 
the  revolving  fund  $58,650,000  for  possible  future  subscriptions  to  stock  of  the 
corporations,  $30  million  having  been  returned  in  1949  from  the  revolving  fund 
to  the  general  fund  of  the  Treasury. 

The  production  credit  corporations  provide  services  to  and  supervise  the  pro¬ 
duction  credit  associations.  They  prescribe  general  loan  policies  for  the  associa¬ 
tions  and  guide  them  in  the  application  of  sound  credit  principles.  The  corpora¬ 
tions  make  credit  examinations  of  outstanding  loans  on  behalf  of  the  Governor 
and  review  lending  and  collection  policies  of  the  associations.  The  corporations 
supplement  the  capital  of  production  credit  associations  when  necessary  and 
appropriate.  They  also  see  that  the  associations  return  the  corporation-owned 
capital  as  rapidly  as  conditions  will  permit.  The  corporations  prescribe  or 
approve  interest  rates  charged  by  the  associations.  They  approve  the  compensa- 
association  personnel  and  generally  guide  the  associations  in  the  conduct 
of  their  business. 


Production  credit  associations 

I  lie  production  credit  associations  are  federally  chartered  corporations  which 
make  short-  and  intermediate-term  loans  to  farmers  and  ranchers  within  desig¬ 
nated  areas.  Like  the  production  credit  corporations,  the  associations  were 
kaMwffrl ancler  the  Farm  Credit  Act  of  1933.  Each  production  credit  association 
has  two  classes  of  stock— class  A  (not  voting)  which  may  be  issued  to  a  produc¬ 
tion  credit  corporation  or  to  farmer  members  and  other  investors,  and  class  B 
*tc^k  whu1‘h  m»y  be  issued  only  to  member  borrowers.  The  associations 
nie  also  authorized  under  conditions  stated  in  the  Farm  Credit  Act  of  1953  to 
issue  class  C  stock  but  so  far  none  has  been  issued. 

The  production  credit  corporations  furnished  almost  all  of  the  initial  capital 
of  the  production  credit  associations  through  the  purchase  of  class  A  stock  Over 
the  years,  farmers  have  purchased  substantial  amounts  of  class  A  stock  in  their 
associations  Through  purchases  of  stock  and  the  building  up  of  reserves  and 
earned  surplus,  the  associations  have  been  able  to  retire  most  of  the  $90  million 

o!  ‘-jV— a  .  stoc‘k  oncaef)1ielcl  by  tbe  Production  credit  corporations.  As  of  December 
31,  19oo,  less  than  $2.2  million  of  the  capital  stock  of  the  associations  was  owned 
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by  the  production  credit  corporations  and  430  of  the  498  associations  were  entirely 
member  ow  ned. 

III.  PROVISIONS  OF  BILL 

Both  drafts  of  the  bill  provide,  in  major  outline,  for  the  merger  of  the  produc¬ 
tion  credit  corporation  in  the  Federal  intermediate  credit  bank  of  each  district 
and  the  transfer  of  all  assets  of  the  corporation  to  the  credit  bank ;  for  service 
to  and  supervision  of  the  production  credit  associations  of  each  district  by  the 
credit  bank  of  the  district ;  and  for  the  retirement  of  the  Government  capital  in 
the  credit  banks  gradually  over  a  period  of  years,  partly  from  stock  investments 
in  the  banks  by  the  production  credit  associations  and  partly  from  net  earnings  of 
the  banks.  Section  2  of  the  bill  also  contains  an  important  declaration  of  policy 
with  respect  to  the  relationship  between  the  credit  banks  and  the  production 
credit  associations  and  other  financing  institutions  (hereinafter  called  OFI’s) 
making  loans  to  farmers  and  ranchers. 

Draft  approved  by  Bureau  of  Budget 

Section  101  of  the  bill  provides  for  the  merger  of  the  production  credit  corpora¬ 
tion  in  the  Federal  intermediate  credit  bank  of  each  district  and  the  transfer  of 
all  assets  of  the  corporation  to  the  bank,  except  stock  held  by  the  corporation  in 
the  production  credit  associations  which  would  be  transferred  to  the  Governor 
of  the  Farm  Credit  Administration.  This  section  provides  also  for  the  transfer 
of  most  of  the  supervisory  and  servicing  functions  of  the  production  credit  corpo¬ 
ration  to  the  credit  bank  of  the  district  and  directs  the  Farm  Credit  Administra¬ 
tion  to  require  such  organization  and  assignment  of  functions  in  the  bank  as  will 
assure  the  kind  of  supervision  and  assistance  necessary  to  effectuate  the  declared 
policy  of  the  act  with  respect  to  the  production  credit  associations.  In  addition, 
section  101  would  terminate  the  employment  of  the  officers  and  employees  of  the 
banks  and  corporations  on  the  effective  date  of  the  act  and  direct  the  board  of 
directors  of  the  bank,  not  later  than  60  days  prior  to  such  effective  date,  to  take 
all  necessary  action  to  reemploy  as  of  the  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board  determines  they  are 
qualified  and  needed  to  conduct  the  bank’s  business.  The  purpose  of  this  provi¬ 
sion  is  to  give  the  board  of  directors  of  the  bank  a  free  hand,  subject  to  the  ap¬ 
proval  of  the  Farm  Credit  Administration,  to  select  qualified  personnel  for  oper¬ 
ation  of  the  banks  under  the  new  plan,  except  that  the  board  would  be  required  to 
select  the  officers  and  employees  from  the  old  officers  and  employees  of  the  two 
institutions  to  the  extent  that  they  are  qualified  and  needed. 

Section  102  of  the  bill  provides  for  the  reorganization  of  the  capital  structure 
of  the  credit  banks.  Each  bank  would  be  authorized  to  issue  class  A  and  class  B 
stock.  Class  A  stock  would  have  a  par  value  of  $100  per  share  and  would  be 
issued  to  and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf 
of  the  United  States.  Stock  in  the  banks  now  held  by  the  Secretary  of  the 
Treasury  would  be  transferred  to  the  Governor  and,  after  such  reallocations  as  he 
determined  to  be  necessary  to  meet  the  present  and  prospective  needs  of  the 
respective  banks,  the  Governor  would  then  exchange  such  stock  of  each  bank  for 
an  equal  par  amount  of  new  class  A  stock.  Stock  of  each  production  credit  corpo¬ 
ration  held  by  the  Governor,  except  an  amount  equal  to  its  investment  in  produc¬ 
tion  credit  associations,  would  be  exchanged  for  an  equal  par  amount  of  the  new 
class  A  stock  of  the  bank  in  which  the  corporation  is  merged.  No  dividends 
would  be  paid  on  class  A  stock  and  it  would  be  retired  at  par.  Each  bank  would 
be  required  to  retire  a  specified  minimum  amount  of  class  A  stock  each  year  in 
which  its  net  worth  amounted  to  more  than  one-sixth  of  its  peak  outstanding 
debentures  and  other  such  obligations.  The  minimum  amount  of  class  A  stock  to 
be  retired  in  any  such  year  would  be  the  total  amount  of  class  B  stock  and  partici¬ 
pation  certificates  issued  for  that  year.  When  the  net  worth  of  a  bank  amounts 
to  less  than  one-sixth  of  its  peak  outstanding  debentures  and  other  such  obliga¬ 
tions,  the  amount  of  class  A  stock  to  be  retired  would  be  determined  by  the  bank, 
subject  to  the  approval  of  the  Farm  Credit  Administration. 

Class  B  stock  would  have  a  par  value  of  $5  per  share  and  would  be  issued  only 
to  the  production  credit  associations.  Class  B  stock  would  be  acquired  in  two 
ways ;  first,  by  an  initial  subscription  by  each  association  and,  second,  through 
distribution  of  earnings  on  a  patronage  basis  in  class  B  stock.  Each  production 
credit  association  would  be  required  to  make  an  initial  subscription  to  class  B 
stock  of  the  bank  equal  to  slightly  more  than  2  percent  of  the  average  amount  of 
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its  loan  and  discount  indebtedness  to  the  bank  during  the  immediately  preceding 
5  years.  This  would  mean  an  initial  subscription  to  class  B  stock  by  all  pro¬ 
duction  credit  associations  equal  to  15  percent  of  the  total  amount  of  class  A 
stock  of  all  12  banks.  The  purchase  price  of  the  stock  would  be  paid  over  a 
period  of  2  years  following  the  effective  date  of  the  act.  Dividends  of  not  to 
exceed  5  percent  in  any  year  could  be  paid  on  class  B  stock  and  on  participation 
certificates  after  all  class  A  stock  had  been  retired.  After  all  class  A  stock  is 
retired,  class  B  stock  and  participation  certificates  could  be  retired  at  par  or 
face  amount  in  accordance  with  the  cooperative  principle  of  retiring  first  the 
oldest  outstanding  stock  and  certificates. 

Section  102  of  the  bill  also  provides  that  the  bank  shall  have  a  first  lien  on  all 
stock  in  the  bank  owned  by  the  production  credit  associations  and  on  all  partici¬ 
pation  certificates  owned  by  the  OFI’s  as  additional  collateral  for  any  indebted¬ 
ness  of  the  holders  to  the  bank.  The  bank  would  be  prohibited  from  making  a 
loan  on  the  security  of  its  own  stock  or  participation  certificates. 

Section  103  of  the  bill  provides  a  new  method  for  the  application  of  earnings  of 
the  bank.  After  restoration  of  any  impairments  in  capital  stock,  participation 
certificates  and  the  surplus  account,  and  after  providing  for  reserves,  franchise 
taxes,  and  dividends,  if  any,  on  class  B  stock  and  participation  certificates,  net 
earnings  each  year  would  be  distributed  on  a  patronage  basis  in  class  B  stock 
to  production  credit  associations  and  in  participation  certificates  to  OFI’s. 
After  all  class  A  stock  is  retired,  patronage  refunds  could  be  paid  in  cash  or  in 
class  B  stock  and  participation  certificates  at  the  discretion  of  the  bank.  The 
recipients  of  class  B  stock  and  participation  certificates  issued  during  any  year 
in  which  the  bank  has  class  A  stock  outstanding  would  not  be  subject  to  Federal 
income  taxes  on  such  stock  and  certificates.  Section  103  would  also  require  each 
bank,  on  the  effective  date  of  the  act,  to  establish  a  surplus  account  consisting  of 
its  earned  surplus  account,  its  reserve  for  contingencies,  and  the  surplus  of  the 
production  credit  corporation  transferred  to  the  bank.  This  surplus  could  not 
be  distributed  as  patronage  refunds,  but  would  constitute  a  part  of  the  permanent 
capital  structure  of  the  bank.  In  the  event  of  liquidation  or  dissolution  of  any 
bank,  after  payment  of  all  liabilities,  class  A  stock  would  first  be  retired  at 
par  and  then  class  B  stock  and  participation  certificates  would  be  retired  at  par 
or  face  amount,  as  the  case  may  be.  Any  remaining  portion  of  the  surplus  estab¬ 
lished  on  the  effective  date  of  the  act  would  then  be  paid  into  the  Treasury  as 
miscellaneous  receipts,  and  any  residual  assets  of  the  bank  would  be  distributed 
to  the  holders  of  class  B  stock  and  participation  certificates  pro  rata. 

Section  104  of  the  bill  would  amend  existing  law  in  several  important  respects. 
Subsection  (b)  would  permit  the  banks  to  make  direct  loans  to  OFI’s  on  the 
security  of  collateral  approved  by  the  Governor.  The  banks  may  now  make  loans 
on  such  a  basis  to  the  production  credit  associations  and  this  would  place  the 
OFI’s  on  a  parity  with  the  associations.  This  subsection  would  also  repeal  the 
authority  of  the  banks  to  make  direct  loans  to  farmers’  cooperative  associations, 
except  to  enable  such  associations  to  make  loans  to  farmers  and  ranchers  for 
agricultural  purposes.  The  purpose  of  this  change  is  to  eliminate  duplication  of 
lending  functions  of  the  credit  banks  and  the  banks  for  cooperatives.  Subsection 
(c)  of  section  104  would  permit  the  banks  to  make  loans,  advances,  and  dis¬ 
counts  with  maturities  up  to  7  years  instead  of  3  years  as  at  present.  Subsec¬ 
tion  (d)  would  repeal  the  provision  of  law  which  relates  the  discount  and  inter¬ 
est  rate  of  each  bank  to  the  interest  rate  borne  by  the  last  preceding  issue  of 
debentures.  The  banks  would  be  authorized  to  determine  discount  and  interest 
rates,  subject  to  the  approval  of  the  Farm  Credit  Administration,  except  that  the 
same  rates  must  apply  to  both  the  production  credit  associations  and  the  OFI’s. 
Subsection  (e)  would  repeal  the  provision  under  which  the  banks  are  prohibited 
(without  the  approval  of  the  Farm  Credit  Administration)  from  discounting 
notes  and  other  obligations  upon  which  the  original  borrower  has  been  charged 
a  rate  of  interest  exceeding  by  more  than  1%  percent  the  discount  rate  of  the 
bank.  This  provision  has  become  obsolete. 

Section  105  of  the  bill  contains  amendments  to  the  Farm  Credit  Act  of  1933 
which,  for  the  most  part,  would  be  necessary  by  reason  of  the  merger  of  the 
production  credit  corporations  in  the  credit  banks.  It  should  be  noted,  however, 
that  subsection  (d)  changes  the  revolving  funds  now  available  for  stock  invest¬ 
ments  in  the  production  credit  corporations  and  the  credit  banks.  The  revolv¬ 
ing  fund  to  be  made  available  for  the  purchase  by  the  Governor  of  stock  in  the 
production  credit  associations  (heretofore  purchased  by  the  production  credit 
corporations)  would  be  reduced  from  the  statutory  figure  of  $120  million  (actu¬ 
ally  only  $90  million  is  now  in  such  fund)  to  $60  million,  and  the  revolving  fund 
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available  for  subscriptions  to  the  capital  stock  of  the  credit  banks  would  be 
increased  from  $40  million  to  $70  million. 

The  remaining  sections  of  the  bill  contain  mostly  minor  technical  amendments 
made  necessary  by  the  elimination  of  the  production  credit  corporations. 


Draft  recommended  by  Federal  Board 

The  enclosed  draft  of  the  bill  recommended  by  the  Federal  Farm  Credit  Board 
differs  from  the  draft  approved  by  the  Bureau  of  the  Budget  as  being  in  accord 
with  the  program  of  the  President  in  the  following  respects : 

1.  Disposition  of  existing  surplus  and  reserves  upon  liquidation  (sec.  103  of 
the  bill).- — The  draft  approved  by  the  Bureau  of  the  Budget  provides  that  upon 
liquidation  of  any  Federal  intermediate  credit  bank,  after  payment  of  all  lia¬ 
bilities  and  retirement  of  all  stock  and  participation  certificates  at  par  (or  face 
amount),  any  remaining  portion  of  the  surplus  and  reserves  of  the  bank  existing 
on  the  effective  date  of  the  legislation  shall  be  paid  into  the  Treasury  as  mis¬ 
cellaneous  receipts.  The  draft  recommended  by  the  Federal  Farm  Credit  Board 
provides  that  any  remaining  portion  of  such  surplus  and  reserves  shall  be  paid 
to  the  holders  of  class  A  (Government)  and  class  B  (production  credit  associa¬ 
tion)  stock  of  the  bank  pro  rata. 

2  Continuation  of  budget  controls  after  merger  (sec.  201  of  the  bill). — Under 
the  draft  approved  by  the  Bureau  of  the  Budget,  the  Federal  intermediate  credit 
banks  would  continue,  after  merger,  to  be  subject  to  the  budget  provisions  of  the 
Government  Corporation  Control  Act  so  long  as  they  have  class  A  (Government) 
stock  outstanding.  Under  the  draft  approved  by  the  Federal  Farm  Credit  Board, 
the  Government  Corporation  Control  Act  would  be  amended  to  remove  the  Fed¬ 
eral  intermediate  credit  banks  from  the  budget  provisions  of  that  act  but  leave 
them  subject  to  audit  by  the  General  Accounting  Office  so  long  as  there  is  Gov¬ 
ernment  capital  in  them. 

3.  Revolving  fund  for  investment  in  class  A  ( Government )  stock  of  the  red- 
eral  intermediate  credit  banks  (sec.  105  of  the  bill). — The  draft  approved  by  the 
Bureau  of  the  Budget  would  increase  from  $40  million  to  $70  million  the  revolv- 
Ino*  fund  out  of  which  the  Governor  of  the  Farm  Credit  Administration  is  au¬ 
thorized,  with  the  approval  of  the  Secretary  of  the  Treasury,  to  purchase  capital 
stock  of  the  Federal  intermediate  credit  banks.  The  draft  recommended  by  the 
Federal  Farm  Credit  Board  would  increase  this  revolving  fund  to  $100  million. 

Early  consideration  of  this  proposed  legislation  is  recommended. 

The  Bureau  of  the  Budget  advises  that  the  following  modifications  would  be 
required  to  bring  the  Federal  Board’s  proposal  into  accord  with  the  program  of 


tlio  President  i 

1.  Upon  liquidation  of  any  Federal  intermediate  credit  bank,  after  payment  of 
all  liabilities  and  retirement  of  all  stock  and  participation  ceitificates  at  par  (or 
face  amount),  any  remaining  portion  of  the  surplus  and  reserves  of  the  bank 
existing  on  the  effective  date  of  the  legislation  should  be  paid  into  the  Treasury 

as  miscellaneous  receipts.  _  ,  . 

2  The  Federal  intermediate  credit  banks  should  continue,  after  merger,  to  be 
subject  to  the  budget  provisions  of  the  Government  Corporation  Control  Act  so 
long  as  they  have  class  A  (Government)  stock  outstanding.  _  _ 

3.  The  revolving  fund  out  of  which  the  Governor  of  the  Farm  Credit  Admini¬ 
stration  would  be  authorized  to  purchase  capital  stock  of  the  Federal  interme¬ 
diate  credit  banks  should  be  limited  to  $70  million. 

A  copy  of  the  letter  of  the  Bureau  of  the  Budget,  dated  March  14,  1956,  setting 
forth  these  requirements  is  enclosed,  together  with  a  copy  of  the  bill  amended 
in  accordance  with  such  requirements. 

Very  truly  yours,  „  m  _ 

R.  B.  Tootell,  Governor. 


Executive  Office  of  the  President, 

Bureau  of  the  Budget, 
Washington,  D.  C.,  March  14,  1956. 

Hon.  Robert  B.  Tootell, 

Governor,  Farm  Credit  Administration, 

Washington,  D.  C. 

My  Dear  Mr.  Tootell  :  This  will  acknowledge  Mr.  Esgate’s  letter  of  December 
15,  1955,  transmitting  copies  of  a  proposed  draft  bill  which  you  desire  to  present 
to  the  Congress  entitled  “To  merge  production  credit  corporations  in  Federal 
intermediate  credit  banks;  to  provide  for  retirement  of  Government  capital  m 
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Federal  intermediate  credit  banks ;  to  provide  for  supervision  of  production  credit 
associations;  and  for  other  purposes.” 

The  proposed  legislation  is  a  step  in  the  direction  of  fulfilling  the  President’s 
recommendation  in  the  agricultural  message  of  January  9,  1956;  that  the  produc¬ 
tion  credit  corporations  and  the  Federal  intermediate  credit  banks  be  merged. 
The  draft  bill,  however,  is  not  in  its  present  form  entirely  in  accord  with  the 
program  of  the  President  in  that  it  does  not  fully  protect  the  Government’s 
financial  interest  in  the  merged  institutions  or  provide  for  effective  budgetary 
control  during  the  transition  to  private  ownership.  Until  the  banks  have  been 
converted  into  wholly  privately  owned  and  privately  financed  institutions  the 
Government  will  have  a  substantial  stake  in  their  operations.  Under  the  pro¬ 
visions  of  the  bill  the  Government  initially  will  increase  its  capital  investment 
in  the  banks  from  $60  million  to  approximately  $82  million.  The  money  received 
for  retirement  of  the  Government’s  stock  is  to  be  paid  into  a  revolving  fund  which 
shall  remain  available  for  repurchase  of  stock  by  the  Government. 

The  needed  substantive  modifications  are  stated  below.  In  addition,  a  num¬ 
ber  of  suggested  technical  modifications  are  set  forth  in  an  enclosure  to  this  letter. 

1.  Section  206  (c)  of  the  bill  provides  that  in  the  case  of  liquidation  or  dissolu¬ 
tion  of  any  Federal  intermediate  credit  bank,  any  surplus  shall  be  paid  to  stock¬ 
holders  on  a  pro  rata  basis.  While  we  have  no  objection  to  donating  the  present 
surplus,  and  reserves  of  the  production  credit  corporations  and  the  Federal  inter¬ 
mediate  credit  banks  to  the  merged  institutions  as  a  permanent  Federal  subsidy, 
there  would  be  no  justification  for  distributing  this  surplus  to  private  stock¬ 
holders  upon  liquidation.  When  a  bank  is  dissolved  and  the  surplus  ceases  to 
be  required  for  the  purpose  for  which  it  was  intended,  it  should  be  returned  to 
the  Treasury,  as  is  now  provided  by  law  in  the  case  of  the  Federal  intermediate 
credit  banks. 

2.  The  Federal  intermediate  credit  banks  should  continue,  after  the  merger, 
to  be  subject  to  the  budget  provisions  of  the  Government  Corporation  Control  Act 
until  such  time  as  the  production  credit  associations  shall  retire  all  of  the  Gov¬ 
ernment-owned  stock  in  these  banks.  So  long  as  the  Government  has  a  direct 
investment  in  the  banks  and  assumes  a  large  contingent  liability  in  connection 
with  their  operations,  it  is  essential  that  the  banks’  financial  plans  be  subject  to 
annual  review  by  the  President  and  the  Congress. 

3.  The  aggregate  amount  of  the  two  revolving  funds  for  the  capitalization  of 
the  Federal  intermediate  credit  banks  and  the  production  credit  associations 
should  be  held  at  the  present  level  of  $130  million.  An  increase  in  this  amount 
does  not  appear  to  be  warranted  by  the  estimated  future  capital  requirements  of 
the  banks  and  the  production  credit  associations.  There  would  be  no  objection, 
however,  to  reallocating  the  amounts  in  the  two  funds  and  providing  for  an  in¬ 
crease  in  the  fund  to  capitalize  the  Federal  intermediate  credit  banks,  if  accom¬ 
panied  by  a  corresponding  decrease  in  the  production  credit  fund. 

If  amended  as  stated  above,  there  would  be  no  objection  to  the  submission  of 
the  draft  bill  to  the  Congress  and  its  enactment  would  be  in  accord  with  the 
program  of  the  President. 

You  have  indicated  that  referral  of  the  recommended  amendments  to  the  Farm 
Credit  Board,  which  has  apparently  made  certain  commitments  in  developing  the 
present  draft  and  holds  strong  views  with  respect  to  its  provisions,  would  result 
in  considerable  delay  which  might  preclude  consideration  of  the  bill  during  the 
present  session  of  the  Congress.  Under  the  circumstances,  and  in  view  of  your 
strong  representations  that  the  Congress  is  urgently  requesting  submission  of  this 
legislative  proposal,  we  would  agree  to  your  forwarding  a  copy  of  the  bill  pro¬ 
posed  by  the  Board,  together  with  an  appropriately  amended  bill,  to  the  Congress. 
Your  letter  of  transmittal  should  set  forth  the  modifications  which  would  be 
required  to  bring  the  Board’s  proposal  into  accord  with  the  program  of  the 
President. 

It  is  requested  that  a  copy  of  this  letter  accompany  submission  of  the  draft  bill 
to  the  Congress. 

Sincerely  yours, 


Rowland  Hughes,  Director. 


Suggested  Technical  Modifications 

1.  The  Treasury  Department  made  the  following  suggestions : 

(1)  “If  the  production  credit  corporations  are  dissolved,  there  would  be  no 
need  for  the  amendment  to  section  2  of  the  Farm  Credit  Act  contained  in  sec¬ 
tion  105  of  the  bill  which  would  increase  from  $40  to  $100  million  the  amount 
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of  the  revolving  fund  available  for  the  purchase  of  stock  iu  the  intermediate 
credit  banks.  In  any  event,  it  would  not  appear  necessary  to  restore  the  avail- 
ability  for  future  stock  subscriptions  of  the  $40  million  that  has  been  returned 
to  the  Treasury  from  the  revolving  fund  for  the  purchase  of  stock  in  the  pro¬ 
duction  credit  associations.”  _  ,  , .  .  , , 

(2)  “It  is  a  misnomer  to  refer  to  the  payment  to  the  Government  that  would 
be  provided  by  the  amendment  to  section  206  of  the  Federal  Farm  Loan  Act  con¬ 
tained  in  section  103  of  the  bill  as  ‘a  franchise  tax’  since  the  payment  would 
bear  no  relationship  to  taxes  imposed  by  the  Internal  Revenue  Code.  As  an 
alternative,  the  payment  could  be  referred  to  as  a  dividend  payment. 

(3)  “Section  206  (b)  of  the  Federal  Farm  Loan  Act  as  it  would  be  amended 
by  section  103  of  the  bill  would  exempt  from  Federal  income  tax  patronage 
refunds  by  intermediate  credit  banks  while  the  Government  holds  stock  m  the 
banks.  The  proposed  exemption  would  be  in  conflict  with  the  administration  s 
general  recommendations  on  the  tax  treatment  of  patronage  dividends  and  the 
Department  recommends  its  deletion.” 

2.  The  following  paragraph  is  from  the  comments  of  the  Comptroller  Geneiai 

°f ‘^Section  105  of  the  proposed  bill  provides  for  the  retention  of  a  revolving  fund 
of  $60  million  from  which  the  Governor  may  purchase  stock  of  production 
■credit  associations,  and  for  another  $100  million  which  may  be  used  by  the 
Governor  for  subscriptions  to  the  capital  stock  of  the  Federal  intermediate 
credit  banks.  Because  some  of  the  production  credit  associations  will  be  par¬ 
tially  .financed  from  the  revolving  fund  while  at  the  same  time  owning  stock  of 
the  banks,  the  Government  would  in  such  cases  be  placed  in  the  position  of 
lending  to  such  associations  the  funds  used  to  retire  its  own  stock,  k  urther, 
because  the  proposed  bill  (sections  101  and  105)  would  authorize  loans  between 
the  Federal  intermediate  credit  banks,  the  banks  for  cooperatives,  and  the  now 
privately  owned  Federal  land  banks,  the  funds  of  Federal  intermediate  credit 
banks  and  the  banks  for  cooperatives,  including  their  revolving  funds,  could 
:in  effect  be  placed  at  the  disposal  of  the  privately  owned  Federal  land  banks. 

3.  The  Board  of  Governors  of  the  Federal  Reserve  System  made  the  following 

comments  on  section  201  (c)  of  the  proposed  bill :  . 

“That  section  would  exempt  debentures  issued  by  the  banks  for  cooperatives 
from  the  limitations  and  restrictions  prescribed  by  section  5136  of  the  Revised 
Statutes  with  respect  to  the  powers  of  national  banks  and  member  State  banks 
to  invest,  underwrite,  and  deal  in  securities.  The  bank  Tig  problem  involved 
;in  this  proposal  is  not  momentous,  and  the  Board  is  sympathetic  toward  the 
desire  of  the  Farm  Credit  Administration  to  enable  the  banks  for  cooperatives 
to  finance  their  operations  as  economically  as  possible.  Nevertheless,  from  the 
bank  supervisory  viewpoint  there  is  no  sufficient  justification,  in  the  opinion  ot 
Board  for  conferring  exempt  status  on  such  debentures;  nor  does  that  status 
appear  to  be  necessary  in  order  to  enable  the  banks  for  cooperatives  to  distribute 
their  debentures  successfully.  For  these  reasons,  the  Board  would  not  favor 
the  grant  of  exemption  embodied  in  section  201  (c)  of  the  draft  bill. 

“It  has  been  suggested  that  exemption  is  appropriate  in  this  case  because 
similar  debentures  issued  by  the  Federal  intermediate  credit  banks  are  exempt 
from  the  provisions  of  section  5136.  Assuming  that  the  two  classes  of  debentures 
are  comparable,  the  Board  would  be  inclined  to  feel  that  exempt  status  is  ^ap¬ 
propriate  with  respect  to  both,  especially  since  the  draft  biff  is  designed  to 
■effectuate  further  the  objective  of  the  Farm  Credit  Act  of  1953  of  making  the 
ownership  and  direction  of  the  intermediate  credit  banks  increasingly  non¬ 
governmental.”  „  ,  ...  ,. 

4.  The  draft  bill  would  have  the  Governor  of  the  Farm  Credit  Administration 
bold  stock  in  the  production  credit  associations  in  behalf  of  the  United  States 
Government.  This  could  be  construed  as  converting  such  production  credit 
associations  into  mixed  ownership  corporations,  which  clearly  is  not  intended. 

Senator  Holland.  There  are  several  communications  which  will 
probably  be  placed  in  the  record  later,  but  since  the  persons  sending 
them  may  appear  later  and  probably  other  communications  will  also 
be  received,  I  will  wait  until  the  end  of  the  hearing  and  insert  all 

needed  communications  at  that  time. 

I  call  as  the  first  witness  Mr.  Marvin  J.  Briggs,  Chairman  oi  the 

Federal  F arm  Credit  Board. 


16  FARM  CREDIT  ACT  OF  195  6 

STATEMENT  OF  MARVIN  J.  BRIGGS,  CHAIRMAN,  FEDERAL  FARM 
CREDIT  BOARD,  INDIANAPOLIS,  IND. 

Mr.  Briggs.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Marvin  J.  Briggs  from  Indianapolis,  Ind.,  Chairman  of  the 
Federal  F arm  Credit  Board. 

Before  I  proceed  may  I  introduce  2  or  3  other  members  of  the  Board 
who  are  present:  Mr.  Matthews  from  Texas,  who  is  Vice  Chairman 
°f  the  Board ;  Mr.  Edwards  from  Florida ;  Mr.  Anderson  from  West 
Virginia. 

These  are  3  of  the  other  12  members  associated  witli  me  on  the  Board. 

Senator  Holland.  Are  we  to  assume  that  their  opinion  on  this 
pending  matter  is  the  same  as  yours  ? 

Mr.  Briggs.  Yes,  sir. 

I  think,  Mr.  Chairman,  I  can  save  time  by  reading  this.  It  will  be 
very  brief. 

It  is  a  pleasure  to  appear  before  this  committee  and  discuss  the  ac¬ 
tivities  of  the  Federal  Farm  Credit  Board  in  connection  with  the 
development  of  S.  3564,  a  bill  which  would  merge  the  production 
credit  corporations  in  the  Federal  intermediate  credit  banks  and  pro¬ 
vide  the  legislative  means  for  farmer  ownership  of  these  banks. 

S.  3564  is  the  same  as  S.  3549  with  minor  perfecting  amendments, 
while  S.  3550  contains  important  changes  requested  by  the  Bureau  of 
the  Budget.  All  farm-credit  institutions  supervised  by  the  Farm 
Credit  Administration,  other  than  these  corporations  and  credit  banks, 
are  now  either  wholly  farmer-owned  or  else  existing  law  provides  a 
program  to  accomplish  that  objective.  I  shall  not  attempt  to  explain 
the  provisions  of  the  bill  itself.  This  will  be  done  by  Governor  Tootell, 
who  will  testify  later. 

My  testimony  will  be  limited  to  a  discussion  of  the  events  which 
led  to  the  development  of  the  legislative  recommendations  contained 
m  the  bill. 

The  Federal  Farm  Credit  Board  was  established  pursuant  to  the 
Farm  Credit  Act  of  1953.  The  Board  was  given  specific  statutory  re¬ 
sponsibility  for  recommending  legislation  to  the  Congress  which  would 
carry  out  the  declared  policy  of  that  act  with  respect  to  the  manage¬ 
ment,  control,  and  ownership  of  the  Federal  farm  credit  system. 

Section  2  of  that  act  reads  as1  follows : 

.  ^  *s  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facilitate 
increased  borrower  participation  in  the  management,  control,  and  ultimate  owner¬ 
ship  of  the  permanent  system  of  agricultural  credit  made  available  through 
institutions  operating  under  the  supervision  of  the  Farm  Credit  Administra¬ 
tion,  and  the  provisions  of  this  act  shall  be  construed  in  keeping  with  this 
policy. 

The  Federal  Farm  Credit  Board  hereinafter  provided  for  shall  within  1  year 
after  appointment  make  recommendations  to  the  Congress  of  means,  supple¬ 
mental  to  those  provided  by  this  act,  of  carrying  into  effect  such  declared  policy, 
including,  but  not  limited  to,  means  of  increasing  borrower  participation  in 
ownership  of  the  Federal  Farm  Credit  System  to  the  end  that  the  investment 
of  the  United  States  in  the  Federal  intermediate  credit  banks,  production  credit 
corporations,  Central  Bank  for  Cooperatives,  and  regional  banks  for  cooperatives 
may  be  retired. 

Since  it  took  office  in  December  1953,  the  Federal  Board  has  had 
10  regular  and  8  special  meetings.  The  major  portion  of  the  Board’s 
work  to  date  has  been  concerned  with  the  development  of  legislative 
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recommendations  to  carry  out  its  responsibility  under  the  provisions 
of  the  1953  act. 

As  required  by  section  2  of  that  act,  quoted  above,  the  Board  on 
December  8, 1954,  transmitted  to  the  Congress  a  special  report  setting 
forth  its  recommendations  for  legislation  to  accomplish  the  objectives 
of  that  act. 

This  report  was  published  as  Senate  Document  No.  7  of  the  84th 
Congress.  For  the  reasons  set  out  in  the  report,  the  Board  made  no 
recommendations  for  the  retirement  of  the  Government  capital  in 
the  Federal  intermediate  credit  banks.  Instead,  it  recommended  that 
the  Congress  delay  consideration  of  such  legislation  until  the  Board 
had  made  a  further  study  of  the  problem. 

A  draft  bill  incorporating  most  of  the  recommendations  contained 
in  the  special  report  of  December  8,  1954,  was  submitted  to  the  Con¬ 
gress  in  February  1955,  and  was  introduced  in  the  House  as  H.  K. 
5168  and  in  the  Senate  as  S.  1286. 

During  the  hearings  on  the  bill,  the  representatives  of  a  number  of 
production  credit  associations  appeared  in  opposition  to  certain  pro¬ 
visions  relating  to  the  production  credit  corporations.  These  wit¬ 
nesses  assigned  different  reasons  for  their  opposition  but  the  majority 
of  them  agreed  that  the  matter  should  have  further  study. 

Before  enacting  H.  R.  5168  as  the  Farm  Credit  Act  of  1955,  the 
Congress  deleted  from  the  bill  provisions  which  would  have  required 
the  retirement  of  the  Government  capital  in  the  production  credit 
corporations  and  the  gradual  assumption  by  the  production  credit  as¬ 
sociations  of  the  cost  of  their  supervision. 

The  Farm  Credit  Administration  was  asked  by  the  committee  to 
give  this  entire  problem  further  study  and  to  make  new  recommenda¬ 
tions  on  the  subject  at  the  next  session  of  the  Congress. 

Senator  Holland.  If  I  may  interrupt  a.t  that  point,  the  other  pro¬ 
visions  of  last  year’s  act,  that  is  those  relating  to  the  Bank  for  Co¬ 
operatives  and  to  other  branches  of  the  I  arm  Credit  Administration 
were  enacted,  were  they  not  ? 

Mr.  Briggs.  The  Production  Credit  Corporation,  section  201,  was 
not  passed,  and  we  offered  no  legislation  on  the  retirement  of  capital 
of  the  Federal  Intermediate  Credit  Bank. 

Senator  Holland.  On  that  of  the  banks  for  cooperatives? 

Mr.  Briggs.  The  banks  for  cooperatives  and  the  Federal  Land  Bank 
legislation  was  passed  later. 

Senator  Holland.  Then  the  item  of  business  remaining  upon  which 
your  Board  was  to  make  recommendations  to  this  session  of  Congress 
has  to  do  with  the  Production  Credit  Corporations  ? 

Mr.  Briggs.  Production  Credit  Corporations. 

Senator  Holland.  The  Production  Credit  Corporations,  and  the 
Intermediate  Credit  Bank,  is  that  correct? 

Mr.  Briggs.  That  is  correct. 

Senator  Holland.  And  the  pending  legislation  relates  to  that  sub¬ 
ject  or  those  subjects  ? 

Mr.  Briggs.  That  is  right. 

Senator  Holland.  All  right,  sir.  Proceed. 

Mr.  Briggs.  It  provides  for  a  merger. 

In  the  hearings  on  the  farm  credit  bill  last  year  it  was  indicated  by 
some  production  credit  associations  that  the  provisions  of  that  bill 
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relating  to  the  production  credit  corporations  had  not  been  developed 
in  close  enough  cooperation  with  the  production  credit  associations 
who  were  expected  to  pay  off  the  Government  capital  in  the  corpora¬ 
tions. 

As  soon  as  it  became  apparent  that  a  further  study  of  this  problem 
was  necessary,  the  Board  felt  that  further  legislative  recommenda¬ 
tions  in  this  regard  should  be  developed  at  the  “grassroots.” 

Therefore,  the  Federal  Board  arranged  to  hold  an  informal  hear¬ 
ing  in  each  of  the  12  farm  credit  districts  for  the  purpose  of  obtaining 
the  views  and  suggestions  of  the  production  credit  associations  and 
the  other  users  of  the  credit  banks. 

It  was  the  desire  of  the  Board  to  give  the  interested  parties  an 
opportunity  to  participate  fully  in  the  development  of  new  legis¬ 
lative  recommendations.  In  so  doing,  the  Board  followed  much  the 
same  procedure  which  this  committee  has  followed  from  time  to  time 
in  the  development  of  important  farm  legislation.  These  district 
meetings  were  held  last  summer  during  the  latter  part  of  July  and 
the  month  of  August, 

The  498  production  credit  associations  and  the  90  other  financing 
institutions  (usually  referred  to  as  OFIs)  using  the  facilities  of  the 
intermediate  credit  banks  were  notified  of  these  meetings  and  urged 
to  participate  in  them. 

At  these  12  meetings,  486  of  the  production  credit  associations — 
and  by  the  way,  that  is  97  percent,  and  63  of  the  OFIs,  and  that  is  70 
percent — were  represented  in  those  district  meetings. 

Although  the  full  membership  of  the  Federal  Board  attended  only 
one  of  the  meetings,  each  of  the  other  meetings  was  attended  by  at  least 
3  members,  including  2  of  the  4  appointed  from  nominees  of  production 
credit  associations. 

In  addition,  the  following  were  present:  District  Farm  Credit 
Board  members,  the  district  representative  of  the  National  Advisory 
Committee  of  Production  Credit  Associations,  the  President  of  the 
Federal  Intermediate  Credit  Bank,  the  President  of  the  Production 
Credit  Corporation,  and  three  members  of  the  Washington  staff  of 
the  Farm  Credit  Administration. 

In  order  to  stimulate  full  and  free  discussion,  the  following  pro¬ 
cedure  Avas  followed  at  each  meeting.  One  member  of  the  Federal 
Board  conducted  all  12  of  the  meetings  and  discussed  a  number  of 
questions  which  had  been  asked  from  time  to  time  in  regard  to  legis¬ 
lation  affecting  the  production  credit  corporations  and  the  Federal 
intermediate  credit  banks. 

The  Governor  of  the  Farm  Credit  Administration  discussed  some 
important  considerations  involved  in  any  legislation  concerning  these 
institutions.  There  were  then  presented  to  the  group  various  alterna¬ 
tive  plans  which  had  been  suggested  to  the  Federal  Board  as  means  for 
retiring  the  Government  capital  in  the  credit  banks  and  the  corpora¬ 
tions.  This  was  followed  by  a  discussion  and  a  question  and  answer 
period. 

Emphasis  Avas  placed  on  the  fact  that  the  Board  Avas  not  trying 
to  sell  any  particular  program  but  rather  wanted  to  find  out  the 
thinking  of  the  people  who  use  the  system.  The  second  day  of  each 
meeting  was  devoted  to  testimony  by  the  interested  groups  as  to  what 
legislatiA'e  recommendations  the  Board  should  make  to  the  Congress. 
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Following  this  series  of  these  district  meetings,  a  special  committee 
of  the  Federal  Board,  composed  of  the  member  who  conducted  the 
12  district  meetings  and  the  4  members  appointed  from  nominees  of 
the  production  credit  associations,  met  for  a  number  of  days  to  sum¬ 
marize  and  study  the  results  of  the  meetings. 

This  special  committee  then  reported  to  the  full  membership  of  the 
Federal  Board  at  its  regular  October  meeting  held  at  Hershey,  Pa. 

This  meeting  of  the  Federal  Board  was  held  in  conjunction  with 
the  National  Farm  Credit  Directors’  Conference,  which  is  an  annual 
meeting  of  the  farm  credit  directors  of  all  the  12  districts. 

The  Federal  Board  discussed  the  results  of  the  district  meetings 
with  the  district  directors  and  then  adopted  a  tentative  legislative  plan 
providing  for  merger  of  the  intermediate  credit  banks  and  the  pro¬ 
duction  credit  corporations. 

This  plan  was  incorporated  in  a  draft  bill  which  was  considered  at 
a  special  meeting  of  the  Board  held  the  first  week  in  November  1955. 
The  revised  draft  of  the  bill  was  then  taken  back  to  the  country  in 
November  for  a  second  series  of  meetings,  1  in  each  of  the  12  farm 
credit  districts. 

The  purpose  of  this  second  series  of  meetings  was  to  explain  the  pro¬ 
visions  of  the  draft  legislation  developed  by  the  Board  and  to  give  the 
reasons  why  the  Board  had  adopted  the  particular  plan  incorporated 
in  the  bill/  These  meetings  were  almost  as  well  attended  as  the  first 
series  of  meetings  with  473  production  credit  associations  and  that 
is  95  percent,  and  53  OFIs,  which  is  60  percent — represented  in  the 

second  district  meeting.  ,  .  , 

It  was  explained  to  the  group  that  the  bill  had  been .  developed 
on  the  basis  of  the  views  of  the  majority  of  those  who  testified  at  the 

first  series  of  meetings.  . 

Those  in  attendance  were  also  invited  to  offer  suggestions  for 
improvement  in  the  bill  and  to  make  any  comments  regarding  the 

proposed  legislation.  , 

At  the  conclusion  of  this  series  of  meetings,  the  Federal  Board  held 
a  special  meeting  the  first  part  of  December  1955  and  agreed  upon 
a  final  draft  of  the  bill.  This  draft  was  then  submitted  to  the  Bureau 
of  the  Budget  for  the  usual  clearance.  . 

I  have  gone  into  considerable  detail  in  order  that  this  committee 
may  know  that  the  bill  recommended  by  the  Federal  Board  is  based 
on  the  views  of  the  people  directly  concerned.  The  bill  provides  a 
plan  which  by  far  the  greater  majority  of  the  production  credit 
associations  want  and  are  willing  to  support.. 

Since  these  associations  will  have  the  major  responsibility  for  re¬ 
tiring  the  Government  capital  in  the  credit  banks  and  the  corpora¬ 
tions!  it  is  proper  that  their  views  should  have  guided  the  Board 
in  the  development  of  its  recommendations.  T\  e  believe  this  was 
a  sound  approach. 

We  were  advised  by  the  Bureau  of  the  Budget  on  March  14,  l.Joo, 
that  the  Board’s  draft  of  the  bill  is  a  step  in  the  direction  of  fulfilling 
the  President’s  recommendation  in  his  Farm  Message  of  January  9, 
1956,  that  the  Federal  intermediate  credit  banks  and  the  production 
credit  corporations  be.  merged.  The  portion  of  the  farm  message 
in  question  reads  as  follows : 

Tlie  Farm  Credit  Administration  lias  been  reorganized  to  give  farmers  a 
greater  voice  in  its  operation.  Further  legislation  will  be  proposed  to  combine 
the  production  credit  corporations  and  the  Federal  intermediate  credit  banks. 
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The  Bureau  of  the  Budget  further  advised,  however,  that  the 
draft  bill  in  its  present  form  was  not  entirely  in  accord  with  the  pro¬ 
gram  of  the  President.  It  stated  that  the  following  changes  would 
need  to  be  made  in  the  bill  to  bring  the  Board’s  proposal  into  accord 
with  that  program : 

1.  Upon  liquidation  of  any  Federal  intermediate  credit  bank,  after 
payment  of  all  liabilities  and  retirement  of  all  stock  and  participation 
certificates  at  par  (or  fact  amount),  any  remaining  portion  of  the 
surplus  and  reserves  of  the  bank  existing  on  the  effective  date  of  the 
new  legislation  should  be  paid  into  the  Treasury  as  miscellaneous 
receipts.  Under  the  Board’s  proposal,  such  surplus  and  reserves  would 
be  prorated  among  the  existing  stockholders  of  the  bank. 

2.  The  Federal  intermediate  credit  bank  should  continue,  after 
merger,  to  be  subject  to  the  budget  provisions  of  the  Government 
Corporation  Control  Act  so  long  as  the  Government  owns  any  stock 
therein.  Under  the  Board’s  proposal,  the  banks  would  be  taken  out 
from  under  the  budget  provisions  of  that  act  but  would  remain  under 
the  audit  provisions  as  are  other  “mixed-ownership  Government 
corporations.” 

3.  The  total  of  the  two  revolving  funds,  available  for  investment 
in  stock  of  the  production  credit  associations  and  the  Federal  interme¬ 
diate  credit  banks,  should  be  held  at  the  present  level  of  $130  million. 
Under  the  Board’s  proposal,  the  total  of  these  revolving  funds  would 
be  increased  to  $160  million  out  of  capital  presently  in  the  system. 

For  reasons  explained  in  his  letter,  a  copy  of  which  is  attached,  the 
Budget  Bureau  Director  advised  that  the  Farm  Credit  Administra¬ 
tion  could  submit  for  the  consideration  of  the  Congress  a  draft  of  the 
bill  proposed  by  the  Federal  Board,  together  with  a  draft  of  the  bill 
amended  to  conform  with  the  President’s  program  as  set  forth  in  the 
letter. 

A  copy  of  that  letter  accompanied  the  submission  of  the  two  drafts 
of  the  proposed  legislation  to  the  Congress.  The  two  bills  differ  only 
in  the  three  respects  set  out  above.  S.  3564  is  the  draft  recommended 
by  the  Federal  Board  and  S.  3550  includes  the  Budget  Bureau  amend¬ 
ments. 

The  Federal  Board  finds  itself  in  a  difficult  position.  It  does  not 
wish  to  appear  to  be  in  opposition  to  the  program  of  the  President, 
yet  S.  3564  represents  the  judgment  of  the  Board  as  how  best  to  carry 
out  the  objectives  of  section  2  of  the  Farm  Credit  Act  of  1953. 

As  indicated,  the  Board’s  proposal  has  been  developed  in  close  co¬ 
operation  with  the  production  credit  associations  and  the  other  users 
of  the  Federal  intermediate  credit  banks.  On  the  basis  of  the  infor¬ 
mation  obtained  at  the  meetings  held  throughout  the  country,  it  is 
evident  that  the  great  majority  of  the  production  credit  associations 
favor  the  Board’s  proposal. 

The  Federal  Board  feels  that  it  has  carried  out  its  responsibility 
under  the  Farm  Credit  Act  of  1953  by  developing  and  presenting  for 
your  consideration  its  recommendations  which  are  incorporated  in  S. 
3564. 

We  have  also  tried  to  make  clear  how  the  Board’s  recommendations 
would  need  to  be  modified  to  make  them  accord  with  the  program  of 
the  President  set  forth  in  the  letter  from  the  Director  of  the  Bureau  of 
the  Budget.  Whether  the  Board’s  proposal  should  be  so  modified  is 
for  the  Congress  to  decide. 
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Senator  Holland.  Just  a  moment.  As  stated  by  the  chairman  of  the 
subcommittee  at  the  beginning  of  the  hearing,  there  is  before  this  com¬ 
mittee  not  only  the  draft  which  represents  the  recommendations  of  the 
Board  of  the  Farm  Credit  Administration,  which  is  S.  3564,  but  also 
the  draft  which  represents  the  bill  as  requested  by  the  Bureau  of  the 
Budget,  which  is  S.  3550. 

Mr.  Briggs.  Both  were  filed. 

Senator  Holland.  There  is  also  before  the  committee  S.  3549,  which 
represents  the  legislation  as  originally  requested  by  the  Farm  Credit 
Administration  Board,  not  including  some  recent  technical  changes 
and  not  including  the  recommendations  of  the  Bureau  of  the  Budget. 

For  all  practical  purposes  is  it  necessary  for  the  subcommittee  to 
consider  S.  3549  or  simply  to  consider  only  S.  3550,  which  represents 
the  Bureau  of  the  Budget’s  opinion  as  drafted  upon  the  original 
request  of  the  directors  of  the  F arm  Credit  Administration,  and 
S.  3564,  which  represents  the  last  request  of  the  Directors  of  the  Farm 
Credit  Administration  without  including  the  recommendations  of 

the  Bureau  of  the  Budget.  .  . 

Mr.  Briggs.  S.  3564  includes  the  full  recommendation  of  the  r  ederal 

F arm  Credit  Board. 

Senator  Holland.  To  state  my  question  briefly,  the  real  differences 
in  attitude  will  be  reflected  to  the  subcommittee  by  considering  S.  3550 
and  S.  3564 ;  is  that  right? 

Mr.  Briggs.  That  is  right. 

Senator  Holland.  Thank  you. 

Mr.  Briggs.  Mr.  Chairman,  before  closing  I  should  like  to  give  the 
committee  a  brief  report  on  operations  to  date  under  title  I  of  the 
Farm  Credit  Act  of  1955,  which  became  effective  J anuary  1  of  this 

^ 6Title  I  of  that  act  contains  provisions  under  which  the  banks  for 
cooperatives  will  gradually  retire  all  Government-owned  stock  m 
those  banks.  This  is  to  be  accomplished  in  part  by  cooperative  bor¬ 
rowers  investing  in  class  C  stock  in  amounts  related  to  the  interest  on 
their  loans  from  the  banks. 

The  new  law  is  applicable  to  all  loans  made  after  January  1,  1956, 
but  not  to  loans  made  before  that  date  except  by  agreement  with  the 
borrowers.  We  are  pleased  to  report  that  about  80  percent  of  ail  the 
cooperative  associations  with  loans  outstanding  on  January  1,  1956, 
have  voluntarily  converted  to  the  new  basis  and  are  purchasing  class  C 

stock  of  the  banks.  _  .  .  „  , 

Under  the  law,  a  borrowing  association  owning  the  old  stock  ot  a 
bank  has  the  right  to  have  such  stock  retired  upon  repayment  ot 
the  loan. 

However,  of  the  $20.6  million  of  uold  stock  of  the  banks  owned 
by  cooperative  associations  on  January  1,  1956,  75  percent,  or  more 
than  $15  million  of  that  amount,  has  now  been  voluntarily  converted 
to  the  new  class  B  and  class  C  stock  of  the  banks  which  cannot  be 
retired  until  all  Government  capital  in  the  banks  has  been  repaid.  1  he 
conversion  to  class  B  and  class  C  stock  was  made  by  80  percent  of  the 
2,562  associations  which  held  stock  in  the  banks  on  January  1,  1956. 

Senator  Holland.  In  other  words,  if  I  understand  it,  something 
more  than  three-fourths  of  the  associations  have  already  accepted 
the  provisions  for  retirement  of  the  Government  stock  even  as  to  loans 
which  were  outstanding  when  the  legislation  was  passed  ? 
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Mr.  Briggs.  It  is  80  percent  of  the  number,  Senator,  and  75  percent 
of  the  dollar  volume  of  loans. 

Senator  Holland.  They  could  have  waited  until  the  time  that  the 
law  by  its  terms  would  automatically  affect  loans  made  after  January 
1  of  this  year  ? 

Mr.  Briggs.  That  is  right.  This  $20  million  of  old  stock  which  the 
cooperative  associations  held,  they  might  have  continued  to  hold  it 
and  credited  it  against  the  loan  when  they  repaid  it,  say  in  5  years 
or  10  years.  But  they  transferred  that  stock  into  class  B  and  C 
stock  which  became  the  permanent  capital  of  the  bank,  which  they  did 
not  have  to  do  under  the  requirements  of  the  acts. 

It  shows  good  faith  and  performance.  It  shows  an  attempt  on  the 
part  of  cooperatives  to  take  the  Government  out. 

Senator  Holland.  Well,  I  commend  both  the  Board  and  the  asso¬ 
ciations  for  that  showing.  It  certainly  indicates  that  they  were  in 
earnest  when  they  requested  the  legislation  in  1955. 

Mr.  Briggs.  We  used  the  reference  because  we  believed  the  per¬ 
formance  of  production  credit  will  be  equally  as  good  and  equally 
as  effective. 

Here  is  a  note  on  taxes.  It  is  estimated  enough  class  C  stock  will 
be  issued,  that  is  the  voting  stock  during  the  8-month  period  January 
1,  1956,  to.  June  30,  1957,  to  enable  the  banks  to  retire  between  7% 
and  8  million  of  Government-owned  stock  in  the  banks. 

J  ou  may  also  be  interested  to  know  under  the  provisions  of  the 
Farm  Credit  Act  of  1953,  the  banks  for  cooperatives  have  paid  fran¬ 
chise  taxes  as  follows : 


Period 

12  months  to  June  30,  1954 _ 

12  months  to  June  30,  1955 _ 

6  months  to  December  31,  1955 
Total _ 


Amount 
$1, 166,  835 
1,  553, 191 
660,  510 
3,  380,  536 


These  early  results  of  operations  under  the  Farm  Credit  Act  of 
1955  are  most  encouraging  and  indicate  a  genuine  enthusiasm  on  the 
Part  of  borrowing  cooperatives  to  retire  the  Government  capital  in 
the  banks  as  rapidly  as  possible,  which  is  one  of  the  major  objectives 
of  that  Act.  J 


May  I  just  conclude  this  statement  by  saying  that  we  believe  if 
this  legislation  is  passed,  and  the  production  credit  associations  are 
permitted  to  take  the  Government  out  of  the  Federal  Intermediate 
Credit  Bank,  that  they  will  show  the  same  good  faith  and  perform¬ 
ance  that  the  cooperatives  have  shown,  and  do  this  job. 

Senator  Holland.  I  compliment  you  on  the  statement,  Mr.  Briggs. 
The  job  that  is  to  be  done,  however,  under  the  pending  legislation  will 
probably  take  a  good  deal  longer  time,  will  it  not,  than  that  which  is 
already  moving  ahead  so  rapidly  under  the  1955  legislation  ? 

Mr.  Briggs.  We  have  provided  that  whenever  agriculture  is  in  a 
squeeze  and  whenever  interest  rates  are  high,  the  banks  will  have  a 
narrower  margin  in  their  interest  rates  and  smaller  amounts  will  be 
paid  to  the  Government  in  retirement  of  stock. 

When  conditions  are  good  and  money  costs  are  low  the  banks  will 
have  a  wider  margin  in  their  interest  rates  and  a  greater  amount  of 
Government  capital  will  be  retired. 

We  have  provided  the  flexibility  in  the  act  which  we  think  needs  to 
be  there  for  production  credit  associations. 
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Senator  Holland.  Do  either  of  you  Senators  have  questions  to  ask? 
Senator  Schoeppel.  I  have  no  further  questions,  Mr.  Chairman. 
Unfortunately  I  must  say  that  I  have  an  appointment  in  one  of  the 
executive  departments  downtown  at  11  o’clock  and  if  the  chairman 
of  this  subcommittee  will  excuse  me,  I  assure  him  I  will  be  back  and 
attend  all  the  other  hearings. 

Senator  Holland.  We  will  do  so  with  regret. 

The  next  witness  will  be  Governor  Tootell. 

STATEMENTS  OF  R.  B.  TOOTELL,  GOVERNOR;  HAROLD  A.  MILES, 
DIRECTOR,  SHORT-TERM  CREDIT  SERVICE;  JOHN  C.  BAGWELL. 
GENERAL  COUNSEL;  AND  MARTIN  H.  UELSMANN,  DEPUTY 
DIRECTOR.  SHORT-TERM  CREDIT  SERVICE,  FARM  CREDIT  ADMIN¬ 
ISTRATION 

Mr.  Tootell.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  am 
pleased  at  this  opportunity  to  appear  before  you  in  behalf  of  S.  3550 
and  3564.  I  should  like  to  introduce  to  you  my  associates  who  are 
going  to  help  out  with  answering  the  questions. 

Mr.  Harold  A.  Miles,  Director  of  Short  Term  Credit  Service :  Mr. 
John  Bagwell,  General  Counsel,  and  Mr.  Uelsmann,  Deputy  Director 
of  Short  Term  Credit  Service. 

Senator  Holland.  We  are  glad  to  have  all  you  gentlemen  here  from 
the  staff  of  the  Farm  Credit  Administration. 

If  it  is  necessary  for  you  to  supplement  your  statement  from  any 
of  these  gentlemen,  why  we  can  call  them  right  into  the  record. 

Mr.  Tootell.  All  right ;  thank  you  very  much. 

Mr.  Briggs  as  chairman  of  the  F arm  Credit  Board  stressed  largely 
the  development  of  the  legislation  which  is  before  your  committee. 

I  should  like  if  it  is  agreeable  with  you,  to  submit  a  copy  of  my 
formal  statement  for  the  record  and  then  to  discuss  rather  informally 
the  major  provisions  of  this  proposed  legislation,  and  then  undertake 
to  answer  any  questions  which  your  committee  might  have. 

Senator  Holland.  First  then  we  will  place  in  the  record  your  entire 
formal  statement  consisting  of  pages  1  to  31  inclusive. 

Mr.  Tootell.  If  you  will,  please.  ,  . 

(The  prepared  statement  submitted  by  Mr.  lootell  is  as  follows:) 

I  greatly  appreciate  the  opportunity  to  appear  before  you  and  present  the 
views  of  the  Farm  Credit  Administration  on  S.  3o04  and  related  lulls  which 
would  make  important  changes  in  the  laws  relating  to  farm  credit  institutions 
concerned  with  short-  and  intermediate-term  credit  for  farmers  and  ranchers. 
S.  3549  differs  from  S.  3564  in  only  minor  respects  and  S.  3550  contains  midget 
Bureau  amendments  which  will  be  explained  in  the  course  of  my  testimony. 

The  chairman  of  the  Federal  Farm  Credit  Board  has  reviewed  with  you  the 
development  of  this  proposed  legislation.  Before  discussing  its  provisions,  1 
would  like  to  present  some  background  information  about  the  Federal  raim 
Credit  System. 

The  Farm  Credit  Administration  is  an  independent  agency  within  the  executive 
branch  of  the  Government.  The  agency  consists  of  the  Federal  Farm  Credit 
Board,  the  governor,  and  other  officers  and  employees.  The  Federal  board  con¬ 
sists  of  13  members,  12  of  whom  are  appointed  by  the  President  with  the  advice 
and  consent  of  the  Senate.  The  13th  member  of  the  board  is  designated  b\ 
the  Secretary  of  Agriculture  as  his  representative  on  the  board.  The  4 aim 
Credit  Administration  supervises,  examines,  and  coordinates  the  activities  ot 
the  credit  agencies  comprising  the  cooperative  Federal  Farm  Credit  System. 
The  governor,  under  general  supervision  and  direction  of  the  Federal  1  arm 
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Credit  Board  is  responsible  for  tbe  execution  of  the  laws  creating  the  powers 
functions,  and  duties  of  the  Farm  Credit  Administration. 

There  are  in  each  of  the  12  farm  credit  districts  a  Federal  land  bank,  a 
Federal  intermediate  credit  bank,  a  production  credit  corporation,  and  a  bank 
for  cooperatives.  There  is  a  Central  Bank  for  Cooperatives  located  in  the  Dis¬ 
trict  of  Columbia.  Each  district  has  a  district  farm  credit  board  which  also 
serves  as  the  board  of  directors  of  each  of  the  four  district  institutions.  Each 
district  farm  credit  board  consists  of  7  members,  2  elected  by  the  national  farm 
loan  associations  of  the  district,  2  by  the  production  credit  associations  of  the 
district,  1  by  the  cooperative  associations  which  hold  voting  stock  in  the  district 
bank  of  cooperatives,  and  2  members  appointed  by  the  governor  of  the  Farm 
Credit  Administration. 

The  Federal  land  banks  provide  farmers  and  ranchers  with  long-term  credit 
on  farm  real  estate  through  approximately  1,100  national  farm  loan  associations. 
The  Federal  intermediate  credit  banks  discount  agricultural  paper  for  and 
make  loans  to  production  credit  associations  and  other  financing  institutions 
(usually  i ef ei red  to  as  OFIs)  which  make  short-  and  intermediate-term  loans 
to  laimeis  and  ranchers.  The  production  credit  corporations  are  not  themselves 
engaged  in  making  loans  but  supervise  the  production  credit  associations.  The 
banks  for  cooperatives  extend  credit  to  farmers’  cooperative  marketing  pur¬ 
chasing,  and  service  cooperatives.  ’ 

The  coopeiative  Federal  Farm  Credit  System  provides  qualified  farmers  with 
credit  on  a  sound  basis  adapted  to  their  needs  and  at  interest  rates  based  on 
the  cost  of  money  in  the  market  plus  the  cost  of  operating  the  system,  including 
provision  for  adequate  reserves.  Funds  which  are  loaned  by  the  farm  credit 
institutions  are  obtained  largely  from  the  sale  of  bonds  and  debentures  to  the 
investing  public. 

Each  borrower  from  a  Federal  land  bank  is  required  to  become  a  member 
of  the  national  farm  loan  association  through  which  the  loan  is  made.  The 
association  is  a  farmer-owned  cooperative  organization  chartered  and  supervised 
by  the  Farm  Credit  Administration.  The  borrower  subscribes  to  capital  stock 
of  the  association  in  an  amount  equal  to  5  percent  of  the  face  amount  of  his 
loan  and  the  association  is  required  to  purchase  an  equal  amount  of  stock  in 
the  Federal  land  bank  of  the  district.  Farmer  members  own  all  the  capital 
stock  of  each  of  the  approximately  1,100  national  farm  loan  associations;  and 
the  associations,  in  turn,  own  all  of  the  capital  stock  of  the  Federal  lank  banks. 
Thus,  the  Federal  land  bank  system  is  completely  farmer-owned  and  has  been 
since  1947  when  the  last  of  the  Government  capital  was  retired. 

The  production  credit  associations  are  cooperative  organizations  chartered 
by  the  Farm  Credit  Administration  and  supervised  by  the  production  credit 
corporations  and  the  Farm  Credit  Administration.  Each  borrower  from  a  pro¬ 
duction  credit  association  is  required  to  own  class  B  (voting)  stock  in  the 
association  in  an  amount  equal  to  5  percent  of  the  amount  of  the  loan.  The 
amount  of  class  A  (non-voting)  stock  of  the  associations  originally  owned  by 
the  production  credit  corporations  has  been  reduced  from  a  peak  of  $90  million 
to  about  $2.2  million  and  440  of  the  498  associations  are  now  entirely  farmer- 
owned.  The  production  credit  associations  are,  therefore,  rapidlv  becoming 
wholly  farmer-owned. 

Under  the  provisions  of  the  Farm  Credit  Act  of  1955,  enacted  during  the  first 
session  of  the  84th  Congress,  each  borrower  from  a  bank  for  cooperatives  is 
required  to  purchase  quarterly  class  C  (voting)  stock  in  the  bank  in  an  amount 
related  to  the  quarterly  interest  payable  on  its  loans  (from  10  to  25  percent 
as  determined  by  the  bank  with  the  approval  of  the  Farm  Credit  Administra¬ 
tion).  The  net  earnings  of  the  banks,  after  reserves,  dividends  on  class  B  (in¬ 
vestment)  stock,  and  franchise  taxes  are  provided  for,  are  required  to  be 
distributed  in  class  C  stock  to  borrowing  cooperatives.  Class  A  (Government- 
owned)  stock  of  the  banks  is  required  to  be  retired  each  year  in  an  amount  equal 
to  the  amount  of  class  C  stock  issued  for  that  year.  Over  a  reasonable  period 
of  years  it  is  expected  that  funds  from  the  interest  “override”  and  from  net 
earnings  will  enable  the  banks  to  retire  all  class  A  stock  now  owned  bv  the 
United  States. 

You  will  note  that  these  farm  credit  institutions  are  either  now  wholly  farmer- 
owned  or  else  they  are  becoming  so  under  existing  law.  There  remain, ‘however, 
two  farm  credit  institutions — production  credit  corporations  and  Federal  inter¬ 
mediate  credit  banks— which  have  always  been  and  still  are  wholly  Government- 
owned.  Present  law  does  not  provide  any  means  of  converting  either  of  them 
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to  farmer-owned  institutions.  H.  R.  10285  would  provide  the  legislative  tools 
for  completing  the  job  of  converting  all  institutions  supervised  by  the  Farm 
Credit  Administration  to  wholly  farmer-owned  institutions. 

Before  getting  into  the  provisions  of  the  bill,  I  should  like  to  make  a  further 
statement  with  respect  to  those  institutions  principally  affected  by  the  proposed 
legislation. 

FEDERAL  INTERMEDIATE  CREDIT  BANKS 


The  12  Federal  intermediate  credit  banks  were  established  in  1923  to  provide 
agriculture  with  a  permanent,  stable,  and  dependable  source  of  short-  and  inter¬ 
mediate-term  agricultural  credit.  They  were  organized  to  serve  as  banks  of 
discount  and  not  as  direct  lending  banks.  They  were  authorized  to  discount 
agricultural  paper  for  commercial  banks  and  certain  other  types  of  private 
lending  institutions,  and  later,  for  the  production  credit  associations  organized 
under  the  Farm  Credit  Act  of  1933.  In  addition,  the  banks  are  authorized  to 
make  loans  to  and  discount  paper  for  the  banks  for  cooperatives  and  to  make 
certain  types  of  loans  direct  to  farmers’  cooperative  associations. 

Prior  to  the  establishment  of  the  Federal  intermediate  credit  banks,  seasonal 
and  short-term  credit  for  agriculture  was  supplied  principally  by  country  banks, 
individual  lenders,  and  merchants,  including  manufacturers  and  distributors 
of  implements,  machinery,  fertilizer,  etc.  There  were  also  a  few  agricultural 
credit  corporations  and  livestock  loan  companies  which,  in  turn,  obtained  funds 
for  lending  purposes  by  borrowing  from  and  rediscounting  with  commercial 
banks.  Under  the  Federal  Reserve  Act  of  1913,  the  Federal  reserve  banks  were 
authorized  to  discount  agricultural  paper  with  maturities  up  to  6  months  offered 


by  member  banks.  „  ,  ,  1  nol 

Aside  from  emergency  seed  loans  made  by  the  Government,  beginning  in  19_  , 
and  the  discounting  of  agricultural  paper  by  the  War  Finance  Corporation  for 
a  short  period,  there  were  no  other  Federal  facilities  available  to  meet  the 

seasonal  credit  needs  of  farmers  and  ranchers  until  1923. 

The  agricultural  credit  situation  in  the  early  1920’s  was  in  a  disorganized 
state.  Credit  was  often  difficult  to  obtain  when  most  needed.  Loans  available 
from  commercial  banks  were  usually  for  90  days,  which  was  too  short  a  period 
to  meet  the  annual  cycles  of  production,  harvesting,  and  marketing  peculiar  to 
agriculture.  It  had  become  evident  that  the  seasonal  production  credit  needs 
of  agriculture  were  not  being  met  by  existing  agencies.  As  a  temporary  meas¬ 
ure  the  Congress,  in  1921  and  1922,  amended  the  War  Finance  Corporation  Act 
of  1918  to  permit  that  corporation  to  make  commodity  loans  to  farmers  co¬ 
operatives  and  to  extend  credit  to  banks  and  to  agricultural  and  livestock  credit 
corporations  to  enable  them  to  make  and  carry  loans  to  farmers  and  ranchers. 
The  agricultural  lending  powers  thus  given  to  the  War  Finance  Corporation 
and  its  experience  in  that  field  in  1921  and  1922  proved  most  helpful  in  develop¬ 
ing  a  permanent  system  for  seasonal  agricultural  financing.  It  demonstrated 
that  what  agriculture  needed  was  a  source  of  credit  based  upon  funds  drawn 
from  the  investment  markets  of  the  country  and  not  dependent  upon  local 

In  the  light  of  these  conditions,  and  after  exhaustive  studies  and  investiga¬ 
tions,  the  Congress  undertook  to  provide  the  means  whereby  investment  funds 
could  be  made  available  to  finance  the  production  and  marketing  ci  edit  needs 
of  agriculture.  Since  individual  farmers  and  local  lending  institutions  could 
not  reach  investors  in  the  financial  centers  directly,  it  was  concluded  to  set 
up  an  institution  or  system  which,  on  the  basis  of  obligations  of  a  iarge  number 
of  farmers  operating  over  a  wide  area,  could  sell  its  obligations  in  the  large 
money  centers.  This  would  make  funds  available  to  agriculture  on  terms  suited 
to  the  needs  of  farmers  and  ranchers  and  at  rates  of  interest  comparable  to 
those  paid  by  industry.  The  Federal  intermediate  credit  banks  were  created 

t0 The VestaWishmeiit  Cof  the  Federal  intermediate  credit  banks  as  a  secondary 
source  of  credit  was  expected  to  benefit  farmers  by  enabling  banks  in  agricul¬ 
tural  areas  to  carry  farmers’  and  ranchers’  loans  for  longer  terms,  since  they 
could  rediscount  the  paper  when  in  need  of  funds,  and  by  encouraging  the 
organization  and  operation  of  privately  capitalized  financing  institutions  which 
would  make  loans  to  farmers  and  rediscount  them  with  these  ncw  banks^  Some 
commercial  banks  did  avail  themselves  of  the  services  of  the  credit  banks  for  a 
time  and  a  considerable  number  of  credit  corporations  were  organized  and 
operated  for  several  years  after  the  credit  banks  were  established.  A  high  per¬ 
centage  of  the  local  credit  corporations  liquidated  a  few  years  after  their 
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organization.  Inadequate  capital,  incompetent  management,  unprofitable  opera¬ 
tions,  unsound  lending  practices,  and  lack  of  supervision  were  important  factors 
in  the  relatively  short  life  of  many  of  these  institutions. 

As  unfavorable  agricultural  and  economic  conditions  became  more  acute  in 
the  early  1930’s,  it  became  apparent  that  the  short-term  credit  needs  of  agricul¬ 
ture  were  not  being  met  because  of  the  inadequacy  of  local  institutions  which 
could  make  the  loans  in  the  first  instance,  even  though  the  rediscount  facilities 
were  sufficient  to  provide  the  necessary  funds  through  sales  of  securities  in  the 
investment  maikets,  Efforts  to  have  local  interests  establish  credit  corpora¬ 
tions  and  loan  companies  eligible  to  borrow  from  the  credit  banks  were  largely 
unsuccessful  by  reason  of  the  lack  of  funds  to  capitalize  such  corporations. 
Thus,  by  reason  of  the  inability  of  private  lending  agencies  to  meet  the  need 
for  short-term  agricultural  credit,  the  objectives  sought  through  the  establish¬ 
ment  of  the  intermediate  credit  banks  were  not  fully  accomplished.  An  ade¬ 
quate  source  of  secondary  credit  was  of  little  benefit  to  agriculture  if  primary 
lenders  did  not  make  the  funds  available  to  individual  farmers.  It  was  in  this 
setting  that  the  Congress  provided,  in  the  Farm  Credit  Act  of  1933,  for  the  estab¬ 
lishment  of  a  system  of  local  cooperative  production  credit  associations  which 
would  make  the  rediscounting  services  of  the  Federal  intermediate  credit  banks 
available  to  every  farmer  in  the  United  States  who  has  a  satisfactory  basis  for 
credit. 

As  a  result  of  the  growth  and  development  of  the  production  credit  system  the 
major  part  of  the  credit  business  of  the  banks  is  now  done  with  the  production 
credit  associations.  During  the  fiscal  year  1955,  about  88  percent  of  the  banks’ 
average  daily  balances  of  loans  and  discounts  outstanding  were  accounted  for 
by  the  production  credit  associations.  In  the  fiscal  year  1954,  that  percentage 
was  87.  Among  the  farm  credit  districts  this  percentage  ranged  in  the  fiscal 
year  1955  from  66  to  96  percent. 

Most  of  the  business  now  handled  by  the  credit  banks  for  institutions  other 
than  the  production  credit  associations,  that  is  the  OFI’s,  is  for  State-chartered 
privately  capitalized  agricultural  credit  corporations  and  livestock  loan  com¬ 
panies,  together  with  a  few  commercial  banks. 

The  Federal  intermediate  credit  banks  were  provided  with  an  initial  capital 
of  $5  million  for  each  bank  subscribed  by  the  United  States.  Additional  capital 
tor  the  credit  banks  was  provided  by  an  act  of  Congress  approved  January  31 
1934.  That  act  made  available  to  the  Farm  Credit  Administration  a  revolving 
fund  of  $40  million  and  authorized  the  Governor,  with  the  approval  of  the  Sec¬ 
retary  of  the  Treasury,  to  subscribe  for  and  to  pay  in  such  additional  capital 
and  paid-in  surplus  as  he  deemed  necessary  to  enable  any  intermediate  credit 
bank  to  meet  the  needs  of  its  eligible  borrowers.  As  of  December  31  1955  the 
Government’s  capital  investment  in  the  banks  was  $62.4  million  consisting  of 
the  original  $60  million  of  capital  stock  and  $2.4  million  of  paid-in  surplus  The 
law  has  never  provided  for  ownership  of  capital  stock  of  these  banks  excent  bv 
the  United  States. 

The  intermediate  credit  banks  finance  their  lending  operations  primarily 
through  the  issuance  and  sale  to  the  investing  public  of  consolidated  collateral 
trust  debentures  and  by  direct  borrowings  from  commercial  banks  During  the 
fiscal  year  1955,  these  banks  issued  $1,046,330,000  of  debentures.  At  the  end  of 
that  fiscal  year  there  were  $793,480,000  in  debentures  outstanding  These  de 
bentures  are  the  joint  and  several  obligations  of  the  12  Federal  intermediate 
credit  banks.  They  are  not  guaranteed  either  as  to  principal  or  interest  bv  the 
Federal  Government.  J 


PRODUCTION  CREDIT  SYSTEM 

This  system  consists  of  12  production  credit  corporations,  which  are  wholly 
Government-owned,  and  498  production  credit  associations,  440  of  which  are 
wholly  farmer-owned.  c 

The  production  credit  corporations  were  established  under  the  Farm  Credit 
Act  of  1933  to  organize,  capitalize,  and  supervise  the  production  credit  asso¬ 
rt.1011®  in  order  to  provide  agriculture  with  a  permanent  and  dependable  source 
of  short-term  credit  on  a  cooperative  basis. 

The  production  credit  corporations  were  capitalized  bv  stock  subscriDtions  on 
behalf  of  the  United  States  out  of  a  revolving  fund  of  $120  million.  As  each 
production  credit  association  was  organized,  the  district  production  credit  corpo- 
latmn  subscnbed  to  a  sufficient  amount  of  its  class  A  (nonvoting)  stock  to  permit 
it  to  begin  lending  operations.  As  stated  above,  each  borrower  from  the  asso¬ 
ciation  is  required  to  own  class  B  (voting)  stock  in  an  amount  equal  to  5  percent 
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of  the  amount  of  the  loan.  Farmers  and  ranchers  own  approximately  $23  million 
of  class  A  (nonvoting)  stock  in  their  associations.  This  is  an  investment  they 
have  made  above  what  the  law  requires  them  to  own  in  connection  with  their 
loans.  Most  of  the  associations  have  chosen  to  devote  all  their  net  earnings  to 
building  up  their  financial  strength.  As  a  result,  their  members  have  foregone 
any  return  on  their  stock  investment.  This  has  been  done  as  a  matter  of  loyalty 
to  their  association  and  to  speed  the  day  when  their  local  association  might  be 
completely  member-owned.  As  capital  investments  by  members  grew  and  earn¬ 
ings  of  the  associations  accumulated,  the  caiptal  stock  held  by  the  corporations 
was  retired  and  the  proceeds  returned  to  the  corporations.  This  plan  of  opera¬ 
tion  has  enabled  the  associations  to  retire  all  but  about  $2.2  million  of  the  ap¬ 
proximately  $90  million  of  Government  capital  invested  in  them  and  only  58 
associations  have  any  Government  capital  left. 

As  of  December  31,  1955,  the  corporations  had  outstanding  capital  stock  owned 
by  the  United  States  in  the  amount  of  $31,350,000  and  earned  surplus  and  re¬ 
serves  of  about  $13,500,000.  There  remains  in  the  revolving  fund  $58,650,000 
available  for  future  subscriptions  to  the  stock  of  the  corporations,  $30  million 
having  been  returned  in  1949  from  the  revolving  fund  to  the  general  fund  of  the 
Treasury.  The  operating  costs  of  the  corporations  are  paid  out  of  earnings  on 
the  investment  of  their  Government  capital  and  out  of  their  earned  surplus 
and  reserves. 

As  of  December  31,  1955,  about  479,000  farmers  and  ranchers  owned  capital 
stock  (classes  A  and  It)  of  the  associations  amounting  to  approximately  $98 
million.  The  surplus  and  reserves  of  all  associations  totaled  $97  million  on  that 
date.  In  addition  to  these  accumulated  earnings,  the  associations  had  set  aside 
out  of  earnings  about  $10  million  as  specific  and  general  provisions  for  bad-debt 
losses.  The  associations  are  authorized  to  issue  class  C  stock  but  so  far  none 
has  been  issued.  The  volume  of  loans  made  by  the  498  associations  during  the 
calendar  year  1955  was  approximately  $1,400  million.  We  believe  these  figures 
clearly  show  the  progress  that  has  been  made  in  building  a  sound,  cooperative, 
production  credit  system  for  agriculture. 

The  function  of  the  corporations  to  organize  and  capitalize  the  production 
credit  associations  has  been  largely  achieved.  There  Is,  however,  a  continuing 
need  for  production  credit  associations  to  have  available  to  them  revolving  fund 
capital  which  can  be  subscribed  to  supplement  their  members’  capital  when 
necessary  and  appropriate  in  order  to  maintain  credit  service.  This  important 
function  must  be  continued  after  merger,  and  the  legislation  before  you  makes 
adequate  provision  for  this  in  order  that  the  associations  may  be  able  to  meet 
the  credit  needs  of  agriculture. 

The  most  important  remaining  function  of  the  corporations  is  that  of  assisting 
in  supervising  the  production  credit  associations.  Supervision  and  training  in 
credit  and  operating  matters  have  been  important  factors  in  the  growth  and 
development  of  the  local  associations,  both  as  to  their  financial  strength  and  in 
extending  sound  credit  service  to  agriculture.  The  production  credit  corpora¬ 
tions  prescribe  general  loan  policies  for  the  associations  and  guide  them  in  the 
application  of  sound  credit  principles.  The  corporations  make  credit  exami¬ 
nations  of  outstanding  loans  on  behalf  of  the  Governor  and  review  lending  and 
collection  policies  of  the  associations.  The  corporatins  also  assist  in  the  train¬ 
ing  of  employees,  prescribe  and  approve  loan-interest  rates,  approve  the  com¬ 
pensation  of  personnel,  and  generally  guide  the  associations  in  the  conduct  of 
their  business  and  service  to  agriculture.  We  believe  that  important  supervisory 
functions  must  be  continued,  and  the  legislation  makes  adequate  provision  there¬ 
for  as  will  be  explained  later. 

I  will  now  discuss  the  provisions  of  the  bill. 

The  bill  contains  an  important  statement  of  policy  relating  to  agricultural 
credit.  It  is  declared  to  be  the  major  purpose  of  the  bill  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit.  To  that 
end  the  policy  of  the  legislation  is  to  encourage  and  promote  the  continued  growth 
and  development  of  the  production  credit  associations  as  self-supporting,  co¬ 
operative.  lending  institutions  serving  the  needs  of  agriculture.  The  policy 
declaration  also,  in  effect,  dedicates  the  credit  banks  to  the  service  of  all  agri¬ 
culture.  Its  facilities  are  declared  to  be  equally  accessible  to  the  production 
credit  associations  and  to  all  other  eligible  primary  lenders.  This  would  be 
true  even  after  the  production  credit  associations  became  the  owners  of  the 
banks.  Continued  availability  of  the  facilities  of  the  banks  to  all  qualified  pri¬ 
mary  lenders,  both  within  and  without  the  Federal  farm  credit  system,  is  essen- 
76921—50 - 3 
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tial  to  a  nationwide  agricultural  credit  system.  Tlie  facilities  of  the  credit 
banks  are  of  benefit  to  farmers  only  to  the  extent  that  funds  reach  them  through 
primary  lenders.  It  is  in  the  interest  of  agriculture  generally  to  protect  all 
users  of  the  credit  banks  and  the  policy  statement  is  designed  to  do  just  that. 

Merger  of  corporations  and  credit  tanks 

Section  101  of  the  bill  provides  for  the  merger  of  the  production  credit 
corporation  of  each  district  in  the  Federal  intermediate  credit  bank  of  the 
district.  The  merged  institution  would  continue  to  be  known  as  the  Federal 
intermediate  credit  bank.  Except  for  stock  in  the  production  credit  associations 
now  held  by  the  production  credit  corporations,  all  assets  of  the  corporation 
would  he  transferred  to  the  credit  bank  and  the  bank  would  assume  all  obliga¬ 
tions  of  the  corporation.  The  stock  which  the  production  credit  corporations 
now  hold  in  the  production  credit  associations  would  be  transferred  to  the 
Governor  and  a  like  amount  of  stock  which  the  Governor  now  holds  in  the 
corporations  would  be  canceled. 

Section  101  of  the  bill  provides  for  a  continuation  of  the  necessary  supervisory 
and  service  functions  heretofore  performed  by  the  production  credit  corporations. 
Most  of  these  functions  would  be  transferred  to  the  credit  banks.  The  need 
of  the  production  credit  associations  for  assistance  and  supervision  is  generally 
recognized. 

The  Federal  Board  deliberated  at  length  the  question  of  how  best  to  provide 
the  associations  with  the  necessary  supervision  and  assistance.  It  was  first 
thought  that  the  production  credit  corporations  should  continue  to  perform  these 
functions  and  the  farm  credit  bill  considered  by  this  committee  last  year  so 
provided.  After  obtaining  the  views  of  the  production  credit  associations  and 
upon  further  consideration  of  the  problem,  the  Federal  Board  has  concluded  that 
these  functions  can  be  carried  out  effectively  by  the  credit  banks  at  some  overall 
savings  in  cost.  In  addition,  merger  of  the  corporations  in  the  credit  banks  will 
simplify  the  corporate  setup  of  farm  credit  at  the  district  level  and.  we  believe, 
result  in  an  improved  credit  service  to  farmers  and  ranchers. 

The  bill  directs  the  Farm  Credit  Administration  to  provide  for  the  organiza¬ 
tion  and  assignment  of  functions  within  the  credit  banks  in  a  manner  which 
will  assure  proper  supervision  of  and  assistance  to  the  production  credit  asso¬ 
ciations.  This  would  authorize  a  separation  of  discounting  and  supervisory 
functions  within  the  banks  if  deemed  necessary  to  assure  helpful  and  effective 
supervision  of  the  associations  independent  of  the  present  discounting  functions 
of  the  banks.  Although  all  officers  and  employees  of  the  bank  would  be  respon¬ 
sible  to  the  president  and  the  board  of  directors,  under  such  a  separation  those 
directly  responsible  for  discounting  operations  would  not  be  responsible  for 
supervising  the  institutions  rediscounting  with  the  banks.  Thus,  the  bill  obli¬ 
gates  the  Farm  Credit  Administration  to  provide  for  appropriate  handling  of 
the  discounting  and  supervisory  functions  of  the  merged  institutions  consistent 
with  recognized  principles  of  good  business  management. 

The  cost  of  these  supervisory  and  service  functions  would  be  paid  by  the  banks. 
The  income  derived  from  the  existing  surplus  of  the  production  credit  corpora¬ 
tions  which  is  now  devoted  to  the  payment  of  such  costs  would  continue  to  be 
so  used  after  merger.  It  is  anticipated  that  the  merger  will  result  in  substantial 
savings  in  operating  costs. 

Section  101  of  the  bill  also  provides  the  manner  in  which  the  board  of  directors 
of  each  bank  shall  select  officers  and  employees  for  the  merged  institution.  The 
officers  and  employees  of  the  bank  and  corporation  would  become  officers  and 
employees  of  such  institution  to  the  extent  they  are  qualified  and  needed.  The 
bill  is  so  drawn  that  there  would  be  no  break  in  the  continuity  of  service  of 
officers  and  employees  who  are  retained  and  consequently  their  retirement  rights 
would  be  protected. 

Stock  of  the  banks  after  merger 

Section  102  of  the  bill  contains  amendments  which  would  provide  a  new  capital 
structure  for  the  banks.  After  merger  there  would  be  2  classes  of  stock :  class  A 
with  a  par  value  of  $100  and  class  B  with  a  par  value  of  $5.  The  banks  now  have 
only  one  class  of  stock,  all  of  which  is  owned  by  the  Government. 

Class  A  stock. — On  the  effective  date  of  the  legislation,  the  present  stock  of 
each  credit  bank  now  held  by  the  Secretary  of  the  Treasury,  amounting  to  $60 
million  for  all  12  banks,  would  be  transferred  to  the  Governor  of  the  Farm  Credit 
Administration.  The  Governor  would  be  authorized  to  reallocate  this  capital 
by  appropriate  transfers  of  funds  among  the  several  banks.  Under  existing  law 
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each  bank  is  required  to  have  a  minimum  paid-in  capital  of  $5  million,  regardless 
of  its  volume  of  business.  Under  the  proposed  authority  to  reallocate  present 
capital  the  Farm  Credit  Administration  would  be  able  to  provide  each  bank 
with  a  capital  structure  more  nearly  in  proportion  to  its  volume  of  business  and 
related  borrowings.  After  this  adjustment  in  the  capital  of  the  banks,  the  then 
existing  stock  of  each  bank  would  be  exchanged  for  an  equal  par  amount  of 
class  A  stock  of  the  bank.  Stock  of  the  production  credit  corporations  held  by 
the  Governor  on  the  effective  date  of  the  legislation,  less  the  amount  canceled 
by  reason  of  the  transfer  of  the  production  credit  association  stock  held  by  the 
corporations,  would  also  be  exchanged  for  an  equal  par  amount  of  class  A  stock 
of  the  banks.  All  such  class  A  stock  would  be  held  by  the  Governor  on  behalf 
of  the  United  States  and  no  dividends  would  be  paid  on  such  stock. 

The  bill  provides  for  the  retirement  of  class  A  stock  on  a  flexible  basis.  When¬ 
ever  the  net  worth  of  the  bank  amounts  to  more  than  one-sixth  of  its  highest 
month-end  balance  of  debentures  and  other  such  obligations  outstanding  during 
the  preceding  5  years,  the  minimum  amount  of  class  A  stock  which  the  bank 
would  retire  would  be  the  total  amount  of  class  B  stock  and  participation  certifi¬ 
cates  issued  for  that  year.  As  will  be  explained  later,  class  B  stock  would  be 
issued  to  the  production  credit  associations  and  the  participation  certificates 
would  be  issued  to  the  OFI’s.  Whenever  at  the  end  of  any  fiscal  year  the  net 
worth  of  the  bank  amounts  to  one-sixth  or  less  of  such  outstanding  indebtedness, 
the  amount  of  class  A  stock  to  be  retired  would  be  determined  by  each  bank. 
Thus,  the  provisions  relating  to  the  retirement  of  class  A  stock  afford  a  con¬ 
siderable  degree  of  flexibility  and  would  permit  the  banks  to  accelerate  or  retard 
retirements  of  capital  stock  in  accordance  with  variations  in  the  credit  demands 
upon  them. 

The  proceeds  from  the  retirement  of  class  A  stock  would  be  paid  into  the 
Treasury  as  miscellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the 
amount  of  class  A  stock  issued  by  the  bank  in  exchange  for  the  stock  of  the  pro¬ 
duction  credit  corporation  0f  the  district.  The  proceeds  from  further  retirements 
of  class  A  stock  of  the  bank  would  go  into  the  revolving  fund  which  under 
present  law  is  available  for  investment  in  capital  stock  of  the  credit  banks  when 
the  need  therefor  arises.  The  present  $90  million  revolving  fund  available  for 
investment  in  capital  stock  of  the  production  credit  associations  would  be  re¬ 
duced  to  $60  million. 

Class  B  stock. — Class  B  stock  would  be  issued  only  to  production  credit  asso¬ 
ciations.  The  associations  would  be  required,  within  60  days  after  the  effective 
date  of  the  legislation,  to  subscribe  to  an  aggregate  amount  of  class  B  stock  equal 
to  15  percent  of  the  total  amount  of  class  A  stock  of  all  12  banks.  In  dollars, 
this  would  amount  to  about  $13  million  for  all  49S  production  credit  asso¬ 
ciations.  This  amount  would  be  apportioned  among  the  associations  on  the 
basis  of  their  use  of  the  banks  during  the  previous  5-year  period ;  that  is,  each 
association  would  be  required  to  subscribe  to  class  B  stock  in  an  amount  slightly 
in  excess  of  2  percent  of  the  average  amount  of  the  loan  and  discount  indebtedness 
of  the  association  to  the  bank  during  the  immediately  preceding  5  years.  The 
associations  would  be  given  a  period  of  2  years  in  which  to  pay  for  such  stock 
subscriptions. 

The  class  B  stock  subscription  of  an  association  with  a  $1  million  average 
volume  of  loans  and  discounts  with  the  bank  would  be  approximately  $20,000. 
This  subscription  would  be  paid  in  three  installments.  One-third,  or  approxi¬ 
mately  $6,700,  would  be  paid  within  2  months  after  the  effective  date  of  the 
legislation,  another  one-third  would  be  paid  within  a  year,  and  the  remaining 
one-third  would  be  paid  within  2  years.  A  typical  production  credit  associa¬ 
tion  with  an  average  volume  of  loans  and  discounts  of  $1  million  at  the  bank 
probably  would  have  a  net  worth  ranging  between  $275,000  and  $300,000. 

The  bill  is  designed  to  permit  maximum  flexibility  in  setting  the  banks’  dis¬ 
count  rates  which  will  determine  their  earnings.  During  periods  of  relatively 
high  money  costs,  or  of  unsatisfactory  agricultural  conditions,  it  is  expected 
that  the  spread  or  margin  between  the  discount  rate  and  the  cost  of  money  to  the 
banks  would  he  narrow.  When  money  costs  are  relatively  low  and  agriculaure 
is  in  a  more  satisfactory  condition  the  interest  spread  would  be  wider,  the 
earnings  of  the  banks  would  be  greater,  and  Government  capital  would  be 
retired  more  rapidly.  This  flexibility  in  the  rate  of  paying  off  Government  cap¬ 
ital  in  the  credit  banks  is  one  of  the  important  features  of  the  bill.  It  keeps 
before  the  banks  and  associations  the  goal  of  adequate  progress  toward  re¬ 
tirement  of  that  Government  capital,  but  permits  a  desirable  and  necessary 
degree  of  latitude  in  the  amount  of  annual  payments  for  that  purpose.  It  will 
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protect  the  associations  from  the  rigidity  of  a  fixed  schedule  of  annual  pay¬ 
ments,  which  in  times  of  high  money  costs  and  reduced  net  income  in  agri¬ 
culture  would  place  undue  additional  burdens  on  the  associations  and  their 

members.  _  ,  ... 

It  is  estimated  that  after  the  merger  becomes  effective  the  12  I<  ederal  inter¬ 
mediate  credit  banks  as  a  system  will  be  able  to  meet  their  operating  costs 
out  of  investment  income  and  an  average  interest  spread  of  % o  of  1  percent  be¬ 
tween  their  lending  rates  and  the  cost  of  money.  In  other  words,  taking  in¬ 
vestment  income  into  account,  the  average  “break  even”  point  for  the  12  banks 
will  be  about  Yio  of  1  percent,  although  that  rate  will  vary  among  the  different 
banks.  It  is  expected  that  over  the  entire  period  of  purchase  this  spread  will 
average  around  Y>  of  1  percent.  The  average  spread  during  the  past  10  years  has 
been  slightly  less  than  .4  of  1  percent.  With  an  average  spread  of  y3  of  1  per¬ 
cent  it  is  expected  that  most  of  the  banks  would  retire  all  Government  capital 
within  a  period  of  less  than  30  years.  Some  banks  would  pay  out  in  less  than 
20  years.  These  estimates  are  based  upon  the  assumption  that  the  future  volume 
of  business  of  the  banks  will  be  slightly  more  than  their  present  loan  and  discount 
volume. 

After  all  class  A  stock  is  retired,  noncumulative  dividends  of  not  to  exceed 
5  percent  would  be  authorized  to  be  paid  on  class  B  stock  and  participation 
certificates.  After  all  class  A  stock  is  retired,  the  banks  would  be  authorized 
to  retire  class  B  stock  at  par  and  participation  certificates  at  face  amount  in 
accordance  with  the  cooperative  principle  of  retiring  first  the  oldest  outstanding 
stock  and  certificates.  In  the  event  of  liquidation  or  dissolution  of  a  production 
credit  association  or  an  OFI,  the  bank  could  at  any  time  also  retire  at  lmok 
value,  not  exceeding  par  or  face  amount,  class  B  stock  and  participation 
certificates  of  the  bank  owned  by  such  association  or  institution. 

Lien  on  stock  and  participation  certificates. — The  bank  would  have  a  first 
lien  on  all  stock  in  the  bank  owned  by  the  production  credit  associations  and 
on  all  participation  certificates  owned  by  OFI’s  as  additional  collateral  for 
any  indebtedness  owing  by  the  holders  to  the  bank.  The  hank,  however,  would 
be  "prohibited  from  making  any  loan  or  advance  on  the  security  of  its  own  stock 
or  participation  certificates. 

Application  of  earnings 

Section  103  of  the  bill  contains  amendments  which  would  provide  a  new 
method  for  application  of  net  earnings  of  the  banks.  After  providing  for  valua¬ 
tion  reserves  and  for  any  losses  in  excess  of  such  reserves,  the  net  earnings 
of  each  bank  would  be  applied,  first,  to  restoring  any  impairment  in  the  capital 
stock  and  participation  certificates ;  second,  to  restoring  any  impairment  in  the 
surplus  account  of  the  bank;  third,  25  percent  of  the  remaining  net  earnings 
would  he  used  to  create  and  maintain  a  reserve  account  equal  to  25  percent  of 
the  outstanding  stock  and  participation  certificates  of  the  bank :  fourth,  if 
any  class  A  stock  is  outstanding  during  all  or  any  part  of  the  fiscal  year,  the 
bank  would  pay  25  percent  of  the  remaining  net  earnings  to  the  Treasury  as 
a  franchise  tax,  not  exceeding,  however,  a  rate  of  return  on  the  Government’s 
investment  in  the  bank  equal  to  the  average  cost  of  money  to  the  Treasury;  fifth, 
if  no  class  A  stock  is  outstanding,  the  remainding  net  earnings  would  be  avail¬ 
able  for  payment  of  dividends  of  not  to  exceed  5  percent  on  class  B  stock  and 
participation  certificates ;  and  sixth,  any  remaining  net  earnings  would  be  dis¬ 
tributed  as  patronage  refunds  to  the  production  credit  associations  and  the 
OFI’s  patronizing  the  bank.  As  long  as  there  is  any  class  A  stock  outstanding, 
patronage  refunds  would  he  paid  in  class  B  stock  to  the  production  credit 
associations  and  in  participation  certificates  to  the  OFI’s.  After  all  class  A 
stock  is  retired,  patronage  refunds  could  be  paid  in  class  B  stock  and  participa¬ 
tion  certificates  or  in  cash  at  the  election  of  the  bank.  Recipients  of  patronage 
refunds  in  the  form  of  class  B  stock  and  participation  certificates  issued  at  the 
time  class  A  stock  is  outstanding  would  not  be  subject  to  Federal  income  taxes 
on  such  refunds.  Since  the  class  B  stock  and  participation  certificates  would 
have  no  realizable  cash  value,  they  would  not  in  any  real  sense  constitute  income 
to  the  recipients.  This  exemption  would  not  apply  to  patronage  refunds  made 
after  all  class  A  stock  of  the  bank  is  retired. 

Section  103  of  the  bill  also  specifies  how  losses  are  to  be  absorbed  in  any  year 
in  which  the  bank  has  a  net  loss.  Such  losses  would  he  charged,  first,  to  the 
reserve  account;  second,  to  surplus  other  than  that  transferred  to  the  hank 
from  the  production  credit  corporation ;  third,  to  surplus  transferred  to  the 
bank  from  the  production  credit  corporation:  fourth,  by  impairment  of  class  B 
stock  and  participation  certificates ;  and  fifth,  by  impairment  of  class  A  stock. 
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Surplus  account 

Under  section  103  of  the  bill,  each  bank  would  he  required,  on  the  effective 
date  of  the  legislation,  to  establish  a  surplus  account  consisting  of  its  earned 
surplus,  its  reserve  for  contingencies,  and  the  surplus  transferred  to  the  bank 
from  the  production  credit  corporation.  For  all  12  banks  this  would  amount 
to  about  $62.5  million.  This  surplus  would  not  be  allocated  and  it  could  not 
be  paid  out  in  the  form  of  patronage  or  other  dividends.  It  would  be  “frozen” 
as  a  part  of  the  permanent  structure  of  the  bank.  Such  surplus  would,  however, 
be  available  to  absorb  losses  but  any  impairment  would  have  to  be  restored 
before  net  earnings  could  be  used  to  pay  dividends. 

Distribution  of  assets  upon  liquidation 

Section  103  of  the  bill  also  provides  for  the  distribution  of  assets  in  the  event 
of  liquidation  or  dissolution  of  any  bank.  After  payment  of  debts,  class  A  stock 
would  first  be  retired  at  par  and  then  class  It  stock  and  participation  certificates 
would  be  retired  at  par  or  face  amount.  The  remaining  assets  would  be  dis¬ 
tributed,  first,  by  prorating  among  class  A  and  class  B  stockholders  any  surplus 
established  on  the  effective  date  of  the  legislation;  and  second,  by  prorating 
any  residual  assets  among  the  holders  of  class  B  stock  and  the  holders  of  partici¬ 
pation  certificates. 

Discounts  and  loans 

Section  104  of  the  bill  contains  a  number  of  amendments  to  existing  law 
relating  to  the  discount  and  lending  authority  of  the  credit  banks. 

Under  present  law  a  credit  bank  may  make  loans  to  production  credit  associ¬ 
ations  upon  any  security  approved  by  the  Governor  of  the  Farm  Credit  Admin¬ 
istration.  such  as  Government  bonds,  but  loans  to  OFI’s  may  be  made  only 
on  the  security  of  agricultural  paper  eligible  for  discount  by  the  bank.  Section 
104  of  the  bill  would  remove  this  discrepancy  and  permit  loans  to  OFI’s  on  such 
collateral  as  may  be  approved  by  the  Governor,  provided  the  proceeds  are  u-md 
to  make  or  carry  loans  for  agricultural  purposes. 

Under  present  law  the  credit  banks  are  authorized  to  make  certain  tynes  of 
loans  direct  to  farmers’  cooperative  associations.  This  authority  duplicates 
to  some  extent  the  lending  functions  of  the  banks  for  cooperatives.  Under 
section  104  of  the  bill  the  banks  could  make  loans  to  farmers'  cooperative  associ¬ 
ations  only  to  enable  them  to  make  loans  to  farmers  and  ranchers  for  agricul¬ 
tural  purposes.  This  section  of  the  bill  also  would  permit  credit  banks  to  make 
temporary  loans  to  Federal  land  banks  and  banks  for  cooperatives  upon  terms 
and  at  interest  rates  approved  by  the  Farm  Credit  Administration. 

The  credit  banks  now  have  authority  by  law  to  discount  paper  with  maturities 
up  to  3  years.  Section  104  of  the  bill  would  increase  this  limit  to  7  years.  This 
provision  would  permit  the  production  credit  associations  and  OFI’s  to  meet 
the  demands  of  farmers  for  longer  term  loans.  It  is  recognized,  of  course,  that 
farmers  and  ranchers  have  need  for  loans  for  semicapital  purposes  which  ordi¬ 
narily  require  more  than  1  year  to  repay.  Such  purposes  would  include  bulk 
milk  tanks,  heavy  equipment,  soil-conservation  practices,  farm  buildings  and 
repairs,  and  other  comparable  items.  The  associations  have  always  financed 
operations  of  these  types,  but  have  taken  12-month  notes  and  freely  renewed 
the  balance  where  performance  has  been  satisfactory.  However,  a  strong  de¬ 
mand  has  arisen  for  more  realistic  terms  of  maturity  for  obligations  of  the  types 
mentioned.  This  amendment  will  permit  the  credit  banks  to  discount  loans 
with  longer  maturities  in  proper  cases  and  thus  render  a  more  flexible  and  effec¬ 
tive  credit  service  in  this  field. 

Under  existing  law  discount  and  interest  rates  charged  by  the  credit  banks 
may  not,  except  with  the  approval  of  the  Governor  of  the  Farm  Credit  Admin¬ 
istration,  exceed  by  more  than  1  percent  the  interest  rates  borne  by  the  last 
preceding  issue  of  credit-bank  debentures.  Section  104  of  the  bill  would  remove 
this  limitation  and  authorize  the  credit  banks  to  determine  the  discount  and 
interest  rates  to  be  charged  by  them,  subject  to  the  approval  of  the  Farm  Credit 
Administration.  The  bill  would  require  that  the  same  interest  rates  apply  to 
both  the  production  credit  associations  and  the  OFI’s. 

Section  104  of  the  bill  would  also  amend  existing  law  to  authorize  the  Federal 
land  banks  to  make  loans  to  the  credit  banks  and  to  banks  for  cooperatives. 
This  and  other  provisions  of  the  bill,  coupled  with  provisions  of  existing  law, 
would  authorize  complete  interbank  borrowings  within  the  farm-credit  system 
upon  terms  and  rates  of  interest  approved  by  the  Farm  Credit  Administration. 
Frequently  the  need  of  some  banks  of  the  system  for  funds  for  short  periods 
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could  be  met  by  loans  from  other  banks  with  idle  funds.  It  is  in  the  interest 
of  economy  and  efficiency  to  permit  such  interbank  borrowings. 

The  remainder  of  title  I  of  the  bill  contains,  for  the  most  part,  amendments 
to  the  Farm  Credit  Acts  of  1933,  1937,  and  1953.  These  amendments  are  largely 
technical  changes  made  necessary  by  reason  of  the  merger  of  the  production 
credit  corporations  and  the  Federal  intermediate  credit  banks.  One  of  the 
changes,  however,  dealing  with  the  revolving  funds,  is  important  enough  to 
comment  upon. 

Revolving  funds 

Section  105  of  the  bill  would  amend  section  5  of  the  Farm  Credit  Act  of 
1933  to  reduce  to  $60  million  the  revolving  fund  which  is  now  available  for  the 
purchase  of  stock  in  the  production  credit  corporations  but  which,  under  the 
terms  of  the  bill,  would  become  available  for  the  purchase  by  the  Governor  of 
the  Farm  Credit  Administration  of  stock  in  production  credit  associations. 
This  revolving  fund  was  originally  $120  million,  but  $30  million  thereof  was 
returned  in  1949  to  miscellaneous  receipts  of  the  Treasury.  It  is  our  feeling 
that  a  revolving  fund  of  $60  million  would  be  adequate  for  the  purpose  of  capital¬ 
izing  production  credit  associations,  including  reinvestment  in  class  A  stock  of 
those  associations  needing  additional  capital  because  of  drought  or  other  adverse 
conditions. 

Section  105  of  the  bill  would  also  increase  from  $40  million  to  $100  million, 
from  capital  already  in  the  system,  the  revolving  fund  out  of  which  the  Gov¬ 
ernor  is  authorized  to  purchase  capital  stock  of  the  credit  banks.  Under  this 
provision  of  the  bill  the  proceeds  from  the  retirement  of  class  A  stock  of  the 
banks,  amounting  to  $60  million  for  all  12  banks,  would  be  paid  iuto  the  revolv¬ 
ing  fund  and  continue  to  be  available  for  reinvestment  in  the  credit  banks  as 
the  need  therefor  arises.  In  view  of  the  present  agricultural  situation,  it  is 
anticipated  that  short-term  credit  in  increasing  volume  will  be  required  by 
farmers  and  ranchers  and  it  is  essential  that  adequate  capital  funds  be  available 
to  support  borrowings  by  the  banks  to  finance  the  volume  of  credit  they  will 
be  called  upon  to  supply. 

Miscellaneous  provisions 

Section  201  of  title  II  of  the  bill  would  remove  the  credit  banks  from  the  group 
of  “wholly  owned  Government  corporations”  named  in  section  101  of  the  Govern¬ 
ment  Corporation  Control  Act  and  add  them  to  the  “mixed-ownership  Govern¬ 
ment  corporation”  named  in  section  201  of  that  act.  This  would  mean  that  the 
credit  banks  would  no  longer  be  subject  to  the  budget  provisions  of  that  act 
requiring  the  submission  of  an  annual  budget  program  and  an  annual  author¬ 
ization  by  the  Congress  for  the  expenditure  of  the  banks'  funds  for  administra¬ 
tive  expenses.  As  “mixed-ownership  Government  corporations,”  the  banks 
would  continue  to  be  subject  to  audit  by  the  General  Accounting  Office  as  long 
as  there  is  any  Government  capital  in  them.  The  amendments  contained  in 
section  201  of  the  bill  would  give  the  Government  Corporation  Control  Act  the 
same  applicability  to  the  credit  banks  as  it  has  to  the  Federal  land  banks  and 
the  banks  for  cooperatives. 

Section  201  of  the  bill  would  also  amend  the  National  Bank  Act  to  remove  the 
present  limitation  on  national  banks  investing  in  debentures  issued  by  the  banks 
for  cooperatives.  A  national  bank  is  now  prohibited  from  investing  in  such 
securities  an  amount  exceeding  10  percent  of  its  paid-in  capital  and  unimpaired 
surplus.  This  limitation  is  not  applicable  to  bonds  issued  by  the  Federal  land 
banks  or  to  debentures  issued  by  the  Federal  intermediate  credit  banks  and  the 
proposed  amendment  would  place  all  such  farm-credit  securities  on  the  same 
basis  insofar  as  their  purchase  by  national  banks  is  concerned. 

I  should  like  now  to  discuss  more  specifically  the  status  of  financing  insti¬ 
tutions  other  than  the  production  credit  associations  under  the  proposed  legisla¬ 
tion.  These  other  financing  institutions  (usually  referred  to  as  OFI’s)  consist 
largely  of  privately  owned  credit  corporations,  various  types  of  cooperative 
credit  institutions,  and  a  few  commercial  banks.  The  OFI’s,  except  national 
banks  and  Federal  credit  unions,  are  chartered  under  the  laws  of  various  States 
and  none  of  them  is  subject  to  supervision  by  the  Farm  Credit  Administration. 
Unlike  the  production  credit  associations  which  are  restricted  to  borrowing 
from  and  rediscounting  with  the  credit  banks,  the  OFI’s  are  free  to  obtain  funds 
from  any  source  to  finance  their  lending  operations.  There  are  at  this  time 
approximately  90  OFI’s  rediscounting  with  and  borrowing  from  the  credit  banks. 
During  the  fiscal  year  ended  June  30,  1955,  they  contributed  about  9  percent  of 
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the  volume  of  business  of  the  12  banks.  Among  the  several  districts  these  per¬ 
centages  ranged  from  1%  percent  in  Columbia  to  nearly  25  percent  in  the 
Berkeley  bank. 

Some  of  the  OFl’s  have  expressed  objection  to  the  legislation  for  reasons 
which  you  doubtless  will  hear  from  them  directly  during  the  course  of  the  hear¬ 
ings.  We  in  Farm  Credit  feel  that  the  services  of  the  intermediate  credit  banks 
should  continue  to  be  fully  available  to  such  institutions  as  heretofore.  It  is  the 
declared  purpose  and  intent  of  the  proposed  legislation  to  assure  a  continuation 
of  such  services.  It  is  our  view,  therefore,  that  the  objections  to  the  bill  voiced 
by  some  OFl’s  are  not  well  founded. 

One  of  the  principal  objections  of  the  OFl’s  to  the  proposed  legislation  is 
that  they  would  not  be  permitted  to  acquire  ownership  in  the  banks  on  the  same 
basis  as  the  production  credit  associations.  The  Federal  Farm  Credit  System 
is  made  up  of  cooperative  institutions  supervised  by  the  Farm  Credit  Admin¬ 
istration.  They  are,  for  the  most  part,  farmer-owned  and  the  policy  of  the 
Farm  Credit  Act  of  1953  is  to  encourage  and  facilitate  increased  farmer  owner¬ 
ship  and  control  of  all  institutions  in  the  System.  The  OFl’s  with  which  the 
credit  banks  are  authorized  to  deal  consist  of  a  wide  variety  of  types  of  organi¬ 
zations.  They  include  State  and  national  banks ;  agricultural  credit  corporations 
organized  by  banking  interests  and  operated  as  affiliates  or  companion  lending 
agencies;  agricultural  and  livestock  credit  corporations  set  up  as  subsidiaries 
or  affiliates  of  farmers’  cooperative  associations ;  and  credit  corporations  organ¬ 
ized  by  small  groups  of  local  investors  to  engage  in  the  lending  business.  Credit 
unions  also  may  rediscount  with  and  borrow  from  the  credit  banks.  Thus,  the 
OFl’s  represent  widely  differing  interests.  They  are  organized  under  statutes  of 
various  jurisdictions;  they  do  not  serve  common  purposes  or  objectives  and  are 
not  under  a  common  supervisory  authority.  The  majority  of  them  are  organized 
and  operated  for  profit  and  are  not  farmer-owned. 

In  contrast  to  OFl’s,  the  production  credit  associations  are  local  cooperative 
farmer-owned  organizations  which  exist  for  the  single  purpose  of  making  sound 
loans  to  their  members ;  they  are  organized  and  operate  under  a  single  Federal 
statute,  with  similar  policies  and  objectives ;  they  are  subject  to  a  consistent 
pattern  of  supervision  and  examination  through  the  Farm  Credit  Administration ; 
they  elect  2  members  of  the  7-man  board  of  directors  in  each  district  and  partici¬ 
pate  in  the  nomination  of  persons  for  consideration  by  the  President  in  selecting 
members  of  the  Federal  Farm  Credit  Board ;  and  these  associations  furnish  the 
great  bulk  of  the  business  of  the  credit  banks.  It  is  wholly  consistent  with  the 
concept  of  the  Federal  Farm  Credit  System,  as  a  coordinated  group  of  cooperative 
institutions  to  be  owned  by  farmers  and  ranchers,  that  the  purchase  of  the  credit 
banks  should  be  accomplished  by  the  production  credit  associations  acting  to¬ 
gether  to  that  end. 

The  fear  has  been  expressed  that  once  the  credit  banks  are  completely  owned 
by  the  production  credit  associations  an  effort  will  be  made  to  have  the  services 
of  the  credit  banks  limited  to  production  credit  association  business.  There  are 
two  reasons  why  this  cannot  happen.  First,  the  declared  policy  of  this  bill  makes 
it  perfectly  clear  that  the  services  of  the  credit  banks  shall  continue  to  be  avail¬ 
able  to  the  OFl’s  on  the  same  basis  as  to  production  credit  associations  even  after 
the  banks  are  completely  owned  by  the  associations.  Second,  under  the  bill  the 
banks  will  continue  to  be  controlled  by  the  several  district  farm  credit  boards 
and  operate  under  the  general  supervision  of  the  Federal  Farm  Credit  Board. 
The  production  credit  associations  elect  only  2  of  the  7  members  of  the  district 
board.  The  district  board  and  the  Federal  Board  are  set  up  to  represent  all 
phases  of  agricultural  financing  and  have  responsibility  for  proper  administration 
of  the  laws  enacted  by  the  Congress.  It  is  inconceivable  to  us  that  the  district 
board  or  the  Federal  Board  would  permit  discrimination  in  any  way  against  the 
OFl’s.  Indeed,  under  the  provisions  of  the  bill  it  would  be  contrary  to  law  for 
them  to  do  so.  Therefore,  under  the  provisions  of  the  bill  and  in  view  of  the 
board  representation  on  the  district  board  and  the  Federal  Board,  the  OFl’s 
need  have  no  fear  about  their  right  to  the  continued  use  of  the  facilities  of  the 
credit  banks. 

To  summarize,  the  proposed  legislation  provides  definite  rights  and  benefits  to 
the  OFl’s  as  follows  : 

1.  The  OFl’s  are  guaranteed  the  right  to  utilize  the  credit  facilities  of  the 
Federal  intermediate  credit  banks  upon  the  same  terms  and  at  the  same  rates 
of  interest  as  the  production  credit  associations. 

2.  The  banks  would  be  authorized  to  make  direct  loans  to  OFl’s  on  the  security 
of  any  collateral  approved  by  the  Governor,  as  may  now  be  done  for  the  production 
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credit  associations.  The  present  law  does  not  specifically  authorize  direct  loans  to 
OFI’s  except  on  the  security  of  notes  eligible  for  discount  by  the  banks. 

3.  The  production  credit  associations  are  restricted  to  borrowing  from  and 
rediscounting  with  the  credit  banks,  whereas  the  OFI’s  are  free  to  obtain  funds 
from  any  source. 

4.  The  OFI’s  would  share  in  the  future  net  earnings  of  the  credit  banks  on  the 
same  basis  as  the  production  credit  associations,  that  is,  on  the  basis  of  patronage. 
If  a  dividend  is  paid  on  class  B  stock  held  by  production  credit  associations,  a  like 
dividend  must  be  paid  on  participation  certificates  held  by  OFI’s. 

5.  Participation  certificates  held  by  OFI’s  would  be  entitled  to  the  same  rights 
as  those  applicable  to  class  B  stock  held  by  production  credit  associations  with  re¬ 
spect  to  retirement  of  such  holdings.  Although  liquidation  or  dissolution  of  the 
credit  banks  is  not  intended  or  foreseeable,  the  OFI’s  would  in  such  eventuality 
share  in  the  surplus  and  reserves  of  the  banks  accumulated  after  the  effective 
date  of  the  bill  on  the  same  basis  as  the  production  credit  associations. 

Senator  Hot.taxd.  Now  you  may  proceed  to  give  the  highlights  in  as 
brief  and  informal  a  manner  as  you  may  choose. 

Mr.  Tootele.  Mr.  Chairman,  I  should  like  to  remind  this  committee 
that  the  Farm  Credit  Administration  is  an  independent  agency  in  the 
executive  branch  of  the  Government.  It  no  longer  is  a  part  of  the 
Department  of  Agriculture,  although  we  still  are  housed  in  the  South 
Agriculture  Building  and  work  very  closely  with  the  folks  in  Agricul¬ 
ture.  You  will  recall  the  Farm  Credit  Act  of  1953  again  made  the 
Farm  Credit  Administration  an  independent  agency. 

The  Farm  Credit  Administration  is  made  up  of  a  13-man  board  cre¬ 
ated  by  the  act  of  1953,  and  by  the  Governor  and  his  staff. 

Its  function  is  to  supervise,  to  examine,  and  to  coordinate  the  func¬ 
tions  and  activities  of  the  district  cooperative  credit  units. 

Now  there  are  12  farm  credit  districts  in  the  United  States,  and  in 
each  of  them  there  are  4  farm  credit  institutions,  the  Federal  Land 
Banks,  which  had  their  beginning  in  1916 :  Federal  intermediate  credit 
banks  which  came  into  being  in  1923;  the  production  credit  corpora¬ 
tions,  and  the  banks  for  cooperatives  which  came  into  being  in  1933. 

Then  in  each  of  these  12  districts  there  is  a  district  farm  credit 
board  which  serves  also  ex  officio  as  the  board  for  each  of  these  4 
institutions.  It  is  made  up  of  2  directors  elected  by  the  borrowers 
from  the  Federal  land  bank  system  through  the  National  Farm  Loan 
Associations,  2  that  are  elected  bj-  the  Production  Credit  Associations 
in  the  district,  and  1  elected  by  the  borrowers  from  the  banks  for 
cooperatives. 

That  leaves  2  that  presently  are  appointed  by  the  Governor  of  the 
Farm  Credit  Administration  with  the  advice  and  consent  of  the  Fed- 
eraal  Farm  Credit  Board. 

As  the  cooperative  banks  get  more  of  their  capital  paid  out,  they 
will  eventually  be  entitled  to  a  second  elected  representative  on  the 
district  board,  and  that  would  leave  only  1  to  be  appointed  by  the 
Governor  of  the  Farm  Credit  Administration. 

The  Federal  land  banks,  as  you  may  recall,  make  loans  through 
the  National  Farm  Loan  Associations,  those  local  cooperative  units 
of  which  there  are  1,100  in  the  United  States. 

Land  bank  loans  are  long-term  farm  mortgage  loans,  usually  for 
terms  of  20  to  35  years. 

The  intermediate  credit  banks  do  not  make  loans  directly  to  farm¬ 
ers  but  rather  are  banks  of  discount. 

The  production  credit  corporations  make  no  loans  either.  They 
are  there  for  the  purpose  of  supervising  and  rendering  certain  service 
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to  the  production  credit  associations,  the  local  units  through  which 
the  intermediate  credit  banks  make  most  of  their  loans  directly  to 

farmers.  .  ,  .  r  ,1 

And  then  the  banks  for  cooperatives  again  make  no  loans  directly 

to  farmers,  but  rather  loan  to  farmers’  cooperative  associations. 

These  units  of  the  cooperative  credit  system  provide  farmers  credit 
at  cost  whenever  they  have  a  sound  basis  for  credit.  The  funds  which 
they  have  to  lend  to  farmers  are  derived  largely  from  the  sale  of  bonds 
and  debentures  to  the  investing  public.  These  securities  are  not  nor 
have  they  ever  been  guaranteed  either  as  to  principal  or  interest  b\ 

the  Federal  Government.  .  ~  , 

The  Federal  land  banks  were  the  first  to  retire  the  Government 
capital  that  was  subscribed  to  get  them  started  back  in  1916.  In  1947, 
they  retired  the  last  of  their  Government  capital,  and  since  that  time 
have  been  owned  entirely  by  their  farmer  borrowers  The  production 
credit  associations  of  which  Mr.  Briggs  spoke,  have  also  largely  accom¬ 
plished  this  goal  of  farmer  ownership.  ., 

Originallv  $90  million  of  Government  capital  was  subscribed  to  get¬ 
ting  the  production  credit  association  started  back  m  1933  and  1934, 
and  all  but  $2.2  million  of  that  $90  million  has  been  repaid. 

We  feel  that  that  is  an  excellent  record.  Each  borrower  from  a 
production  credit  association  just  the  same  as  a  land  bank  through 
national  farm  loan  associations  is  required  to  subscribe  to  an  amount 
of  stock  up  to  5  percent  of  his  loan,  and  it  is  those  stock  subscriptions 
on  the  part  of  the  borrowers  that  has  largely  resulted  m  the  building 
up  of  user  capital  and  enabling  them  to  retire  Government  capital. 

You  will  note  now  that  2  of  the  farm  credit  institutions  m  each 
district  either  have  retired  all  their  Government  capital  or  have  a 

mechanism  set  up  for  doing  it.  ,  ,. 

I  should  say  3  of  them,  the  Federal  Land  Banks,  production  credit 
associations,  and  the  banks  for  cooperatives.  But  the  two  that  are 
concerned  in  this  legislation,  the  production  credit  corporations  and 
the  intermediate  credit  banks,  are  wholly  Government  owned,  they 
have  been  from  the  beginning,  and  there  has  never  been  any  mecha¬ 
nism  Set  up  to  enable  them  to  retire  the  Government  capital.  Lhat  is 
a  primary  objective  of  this  legislation.  .  .  „  ,,  . 

Senator  Holland.  In  other  words,  the  primary  objective  ot  this 
legislation  is  to  allow  the  conversion  to  farmer-owned  institutions  ot 
those  2 branches  of  the  farm  credit  system? 

Mr  Tootell.  That  is  right,  Senator  Holland,  and  along  with  that, 
an  objective  we  think  equally  important,  is  bringing  about  what  we 
believe  will  be  an  even  more  effective  service  to  the  farmers,  through 
a  number  of  the  changes  which  will  be  accomplished  and  on  which  we 

will  comment  as  we  go  along.  ..  ,T  ,  ,, 

Senator  Holland.  Does  this  legislation  relate  wholly  then  to  the 
production  credit  corporations  and  the  Federal  intermediate  credit 

^Vr  Tootell.  It  does,  sir,  except  for  2  or  3  minor  tie-ins.  One,  for 
instance,  that  has  to  do  with  the  matter  of  interinstitution  borrowing 
which  would  permit  a  land  bank  to  lend  funds  or  to  borrow  funds 
occasionally  from  an  intermediate  credit  bank  or  permit  a  bank  for 

co-ops  to  do  the  same  thing.  , 

But  aside  from  2  or  3  minor  things  of  that  kind,  this  relates  entirely 
to  the  intermediate  credit  banks  and  production  credit  corporations. 
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Senator  Holland.  I  here  is  nothing  here  that  would  affect  or  impair 
the  complete  independence  of  action  and  the  complete  independence  of 
control  of  the  banks  for  cooperatives  and  the  land  banks  ? 

Mr.  Tootell.  That  is  right. 

Senator  Holland.  You  may  proceed. 

Mr.  Tootell.  I  would  like  to  review  with  you  gentlemen  just  a  little 
bit  the  history  of  short-term  credit  financing  for  farmers. 

You  will  remember  that  for  a  very  long  time  farmers  relied  almost 
entirely  on  borrowing  from  individuals,  from  mercantile  establish¬ 
ments,  and  from  commercial  banks  for  the  funds  that  they  needed 
to  make  a  crop  each  year  and  to  provide  for  other  production  financing. 

There  were  a  good  many  weaknesses  in  that,  the  biggest  one  being 
that  usually  when  the  farmer  had  the  greatest  need  for  credit,  the 
merchants  or  the  individuals  were  also  pressed  for  ready  funds,  and 
the  commercial  banks  often  at  those  times  did  not  have  deposits  which 
would  permit  them  to  meet  the  farmers’  needs. 

Back  in  the  agricultural  depression  that  followed  right  after 
World  War  I,  or  in  1921,  the  War  Finance  Corporation  did  give  some 
assistance  of  an  emergency  nature  in  agricultural  financing. 

About  that  same  time  the  first  Federal  seed  loan  was  established. 
But  there  was  a  great  vacuum  that  Congress  took  cognizance  of  in  the 
early  twenties,  and  it  was  at  that  time  and  under  those  conditions  that 
the  F ederal  intermediate  credit  bank  system  was  established. 

.  that  furnished  a  mechanism  whereby  farmers  could  pool  their 
individual  credit  and  go  into  the  money  markets  of  the  country  and 
obtain  access  to  investment  funds  on  about  as  favorable  terms  as 
commercial  and  industrial  institutions  had  been  doing  right  along. 

i  That  was  the  objective  of  setting  up  the  intermediate  credit  banks. 
They  were  established  as  discounters  of  agricultural  paper  rather  than 
as  primary  lenders. 

It  was  the  thought  of  Congress  that  commercial  banks  would  dis¬ 
count  paper  with  the  intermediate  credit  banks  at  times  when  they  did 
not  have  sufficient  deposit  funds.  It  was  thought  that  farmers  would 
organize  agricultural  credit  corporations  and  livestock  loan  com¬ 
panies  in  great  numbers  to  avail  themslves  of  the  services  of  the 
intermediate  credit  banks. 

And  as  a  matter  of  fact,  there  have  been,  since  1923,  about  1,200  of 
these  privately  capitalized  agricultural  lending  institutions  or  com¬ 
mercial  banks  that  have  discounted  with  the  intermediate  credit  banks. 
At  the  present  time  there  are  only  94. 

Senator  Holland.  Those  are  the  organizations  which  you  referred 
to  as  the  OFI’s? 

Mr.  Tootell.  That  is  right,  sir,  other  financing  institutions. 

A  great  many  of  these  1,200  failed.  Some  because  of  lack  of  capital 
others  because  of  lack  of  supervision,  and  then  a  good  many  of  them 
were  organized  just  to  fill  a  need  at  a  particular  time. 

That  is  particularly  true  of  agricultural  credit  departments  that 
were  organized  in  commercial  banks.  They  became  inactive  or  dis¬ 
solved  when  the  current  need  for  them  passed. 

Up  to  1933,  those  privately  capitalized  and  those  privately  financed 
loan  companies  and  commercial  banks  were  the  ones,  and  the  only  ones 
who  used  the  services  of  the  intermediate  credit  banks. 

The  volume  of  farm  operating  financing  that  was  financed  through 
those  sources  was  a  great  disappointment  to  the  Congress.  Only’ a 


FARM  CREDIT  ACT  OF  195  6 


37 


very,  very  small  percentage  of  farmers’  needs  for  operating  capital 
were  being  met,  not  because  we  did  not  have  a  good  discount  banking 
system,  but  because  the  best  discount  banking  system  is  of  little  value 
unless  you  have  primary  lenders  that  make  the  service  available  to 
farmers,  and  avail  themselves  of  the  opportunity  to  discount. 

Actually  the  credit  banks  were  largely  a  failure  up  to  1933.  A  fail¬ 
ure  because  these  primary  lenders  did  not  come  into  being  as  the  Con¬ 
gress  had  visualized  back  in  the  twenties.  And  it  was  for  that  reason 
that  the  Congress  in  1933  brought  into  being  a  system— the  production 
credit  system — which  made  the  services  of  the  intermediate  bank  avail¬ 
able  to  every  farmer  in  the  United  States  who  had  a  reasonable  basis 

for  credit.  .  , 

Now  that  is  the  background  and  picture  of  this  system  organized 
along  cooperative  lines  and  one  which  the  Congress  felt  would  be  able 
to  meet  this  challenge  of  making  the  services  of  the  credit  bank  avail¬ 
able  to  the  farmers  of  the  country.  _ 

Senator  Holland.  You  do  not  mean  directly  available  : 

Mr.  Tootell.  No,  but  provide  the  primary  lenders  that  would  con¬ 
nect  up  with  this  source  of  money  that  is  obtained  through  the  inter¬ 
mediate  credit  banks.  . 

These  production  credit  associations  have  justified  the  faith  that 
Congress  put  in  them,  not  only  in  the  retirement  of  Government  capi¬ 
tal  which  we  have  mentioned  before,  but  in  the  volume  of  business 

which  they  have  built  up.  ,  , 

This  past  year,  fiscal  year  1955,  they  provided  about  88  percent  of 
the  total  business  of  the  Federal  intermediate  credit  banks. 

Most  of  the  business  of  the  intermediate  credit  banks  that  is  not  done 
with  production  credit  associations  is  that  done  with  the  OFI’s  that 
discount  payer  or  borrow  directly  from  them. 

Senator  Holland.  If  I  understand  you,  about  88  percent  of  the 
total  business  done  by  these  institutions  is  done  through  cooperative 
direct  lenders,  and  about  12  percent  through  the  OFI’s. 

Mr.  Tootell.  It  is  less  actually  than  12  percent  through  the  Oh  I  s. 
Three  percent  of  the  business  of  the  intermediate  credit  banks  is  with 
farmer  cooperative  associations,  leaving  only  9  percent  done  with  the 
OFI’s. 

Senator  Holland.  Do  you  have  any  figures  available  showing  the 
comparison  between  the  total  volume  of  business  done  by  these  organi¬ 
zations  and  the  credit  facilities  enjoyed  by  agricultural  producers 
through  commercial  institutions  ? 

Mr.  Tootell.  Yes,  we  do  have,  Senator,  and  the  percentage  of  the 
loan  funds  of  farmers  that  are  used  for  this  purpose  that  come  through 
the  production  credit  associations  are  only  about  8V2  percent  of  the 
total  that  are  used  for  production  purposes. 

Senator  Holland.  In  other  words,  you  mean  that  91i/2  percent  of 
the  funds  that  go  to  farmers  to  enable  them  to  produce,  farmers  and 
ranchers,  come  from  commercial  institutions  that  do  not  farm  part 
of  the  agricultural,  Farm  Credit  Administration? 

Mr.  Tootell.  That  is  right,  sir. 

Senator  Holland.  Well,  that  is  interesting. 

Mr.  Tootell.  The  biggest  part  of  that  is  with  commercial  banks ; 
if  I  remember  correctly  about  40  percent  of  the  total  is  from  com¬ 
mercial  banks.  An  even  higher  percentage  is  from  individuals  and 
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then  the  balance  of  it  is  largely  mercantile  credit  of  one  kind  or  an¬ 
other. 

Senator  Holland.  You  mean  fertilizer  companies  ? 

Mr.  Tootell.  Machine  companies. 

Senator  Holland.  Machine  companies,  feed  companies  and  the 
like? 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  Are  there  any  clear-cut  differences  between  the 
types  of  borrowers  who  borrow  from  the  commercial  banks  and  the 
mercantile  companies  and  those  who  borrow  from  the  Government  ? 

Mr.  T  ootell.  We  believe  not,  sir.  We  believe  that  the  borrowers 
from  the  production  credit  associations,  are  a  very  typical  group  of 
borrowers.  I  would  say  they  are  a  bit  different  than  those  who 
ordinarily  borrow  from  the  OFI's,  that  with  few  exceptions,  the 
OFI’s  coniine  their  lending  more  to  the  large  loans  that  are  quite 
profitable. 

There  are  a  few  exceptions  to  that.  A  few  of  the  OFI’s  are  more 
cooperative  in  nature  and  make  some  smaller  loans,  probably  about 
the  same  cross-section  of  loan  as  to  size  and  profitableness  that  the 
production  credit  associations  make. 

But  the  majority  of  them  being  privately  financed  and  organized 
for  profit,  confine  themselves  to  loans  of  a  size  that  are  profitable. 

Senator  Mundt.  Let  me  ask  the  question  this  way. 

Is  there  any  considerable  percentage  of  the  8.5  percent  of  the  total 
credit  which  is  provided  by  the  Government  system,  is  there  any 
considerable  percentage  of  that  credit  which  results  because  the 
would-be  borrower  has  been  turned  down  by  a  commercial  credit 
institution  for  one  reason  or  another? 

Mr.  T  ootell.  Well,  I  would  say  that  a  certain  percentage  of  it, 
but  what  that  percentage  would  be,  Senator,  I  do  not  know. 

Senator  Mundt.  Would  you  have  any  educated  guess  you  could 
make  ? 

Mr.  Tootell.  Xo,  I  would  not  have.  I  would  think  that  the  very 
significant  thing  related  to  that  is  the  pace-setting  that  the  produc¬ 
tion  credit  associations  have  done.  We  believe  that  is  far  more  sig¬ 
nificant  than  the  actual  volume  of  dollars  they  have  loaned. 

Senator  Mundt.  By  that  you  mean  it  is  sort  of  a  yard-stick  opera¬ 
tion  ? 

Mr.  T  ootell.  That  is  right.  An  example  is  the  budgeted  loan  in 
which,  at  the  beginning  of  the  year,  a  farmer  works  out  with  his 
lender  his  financing  needs  for  the  year.  The  lender  sets  up  a  line  of 
credit  for  him  and  says,  “Xow  you  draw  on  this  as  you  need  to  and 
we  will  charge  you  interest  only  as  you  have  this  money  outstanding; 
you  pay  it  back  just  as  rapidly  as  you  are  able  to.'"’  This  is  an 
innovation  that  came  in  with  the  production  credit  system  about  the 
middle  thirties. 

Many  of  the  more  enlightened  commercial  banks,  particularly  those 
that  have  hired  agricultural  representatives,  follow  the  budgeted  loan 
program.  That,  and  in  the  matter  of  interest  rates  and  other  terms 
we  feel  the  production  credit  associations  have  been  pace  setters,  and 
have  held  an  umbrella  over  a  lot  of  farmers  though  that  procedure. 

Senator  Mundt.  That  leads  me  to  my  next  question,  which  is :  What 
if  any  difference  is  there  in  the  cost  to  the  borrower  between  the  loan 
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lie  makes  from  the  commercial  institution  and  the  loan  lie  makes  from 
production  credit  or  any  other  phase  of  the  farm  credit  system. 

Mr  Totf 1 1,  Well,  I  am  going  to  start  with  the  most  favorable  on 
that,  Senator  Mundt,  and  take  the  Federal  land  bank.  The  Federal 
land  banks  of  course  have  been  pace  setters  in  this  farm  mortgage  lend¬ 
ing  business  since  shortly  after  they  were  organized  in  1916  and  1917, 

and  they  have  loaned  their  funds  just  at  cost. 

An  important  element  in  determining  their  cost  lias  been  what  they 
had  to  pay  for  the  money  they  hired  to  loan  the  farmers.  Now  1  do 
not  know  how  many  years  it  lias  been  since  there  has  been  a  change 
in  the  land  bank  interest  rate,  but  1  believe  it  has  been  15  years  any¬ 
way.  Nine  of  the  twelve  Federal  land  banks  in  this  count!  y  have  a 

4  percent  mortgage  rate.  . 

How  much  longer  they  are  going  to  be  able  to  hold  that  4  percent 
rate  I  do  not  know,  because  we  had  to  pay  3 V2  percent  on  an  issue  of 
land  bank  bonds  just  recently.  I  suspect  that  some  of  the  land  banks 
in  the  not-too-distant  future  may  have  to  increase  that,  it  the  cost  of 
money  continues  to  go  up  or  even  if  it  stays  where  it  is. 

Senator  Mundt.  What  were  they  charging  back  in  i960,  say  from 
1928  to  1938.  that  10-year  period  ? 

Mr  Tootell.  I  would  have  to  look  that  up,  Senator  Mundt.  At 
that  time  the  interest  rate  that  they  charged  borrowers  was  1  percent 
above  the  cost  of  the  last  bond  sale.  If  they  had  to  pay  5  percent  on 
the  most  recent  issue  of  land  bank  bonds,  they  charged  6  percent.  And 
of  course  money  costs  were  higher  back  in  that  period,  considerably , 

than  they  have  been  since  the  early  thirties. 

Senator  Mundt.  During  that  decade  would  it  be  fair  to  say  that 
the  insurance  companies  in  the  main  pretty  well  met  the  same  interest 

rates  provided  by  the  land  banks? 

Mr.  Tootell.  Yes,  I  would  say  that  probably  they  did.  I  hey  came 
close  to  it  anyway.  Of  course  they  meet  interest  rates  on  a  selective 
and  individual  basis. 

Senator  Holland.  They  skimmed  the  cream  ? 

Mr.  Tootell.  That  is  right.  In  order  to  get  a  very  profitable  loan— 
a  (mod-sized  loan  and  one  they  know  is  basically  sound  they  can 
quote  the  owner  of  that  property  an  interest  rate  perhaps  1  percent 
below  what  they  would  charge  their  ordinary  borrowers.  In  our 
cooperative  credit  system,  we  charge  every  borrower  in  each  associa¬ 
tion  the  same  interest  rate  at  any  particular  time. 

Now  there  is  some  variation  between  associations,  and  that  brings 
us  next  to  the  production  credit  associations  and  their  rates  of  interest. 

I  would  sav  that  over  the  years  the  production  credit  associations 
have  been  able  to  lend  money  a  little  cheaper  than  the  farmers  ordi¬ 
narily  got  it  for  from  their  competitors. 

Probably  the  rate  of  interest  was  not  too  significant.  I  lie  tact  they 
o-ot  a  type  of  loan  that  was  tailored  to  their  individual  needs,  that 
they  established  a  credit  home  with  an  institution  they  felt  would 
stay  with  them  when  the  going  got  tough  was  more  significant.  _ 

Senator  Mundt.  The  point  I  am  trying  to  develop,  if  it  is  a  point, 
is  this  •  That  the  big  virtue  of  the  Federal  credit  system  is  not  the  saw¬ 
ing  in  cost  to  the  borrower,  but  it  is  the  increase  in  the  area  of  avail¬ 
ability  of  the  funds. 

Mr.  Tootell.  I  would  say  that  is  correct. 

Senator  Mundt.  Would  you  agree  with  that? 
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Mr.  Tootell.  Yes,  I  would,  Senator  Mundt.  You  see,  our  produc¬ 
tion  credit  associations  have  difficulty  in  meeting  commercial  bank 
competition  at  a  time  like  this  with  higher  interest  rates,  because  they 
have  to  hire  the  funds  that  they  loan  and  have  to  pay  the  market  cost 
of  money. 

Commercial  banks,  fortunately  for  them,  do  not  have  to  do  the  same 
thing  of  course.  They  primarily  are  lending  depositors  money  on 
which  they  do  not  pay  interest. 

These  intermediate  credit  banks  were  each  capitalized  in  the  be¬ 
ginning  to  the  extent  of  $5  million  by  the  Federal  Government.  That 
was  the  best  judgment  of  Congress  at  that  time  as  to  what  the  needs 
might  be  for  capital  to  support  the  loan  volume  it  was  hoped  they 
would  build  up. 

It  has  been  found,  however,  in  the  operation  over  the  years,  that 
the  volume  of  business  done  by  each  of  these  12  credit  banks  varies  a 
great  deal,  and  so  one  of  the  features  of  our  legislation  would  be  a 
reallocation  of  capital.  I  will  comment  more  in  detail  on  that  when 
we  get  into  the  legislation  proper. 

Senator  Holland.  A  question  there:  The  Government  did  supply 
all  of  the  original  capital  for  each  of  the  banks? 

Mr.  Tootell.  That  is  right,  sir;  for  the  intermediate  credit  banks 
and  for  the  production  credit  corporations,  and  it  still  owns  all  of  the 
capital  of  those. 

It  supplied  all  of  the  original  capital  for  the  Federal  land  banks, 
but  just  as  soon  as  the  first  borrower  from  a  Federal  land  bank  or  a 
production  credit  association  got  a  loan,  he  subscribed  to  capital  to 
the  extent  of  5  percent  of  his  loan,  and  became  a  part  owner  in  the 
system. 

Senator  Mundt.  Does  he  get  an  interest  dividend  on  that  5  percent  ? 

Mr.  Tootell.  About  40  percent  of  the  production  credit  associations 
last  year  paid  dividends. 

You  see,  440  of  the  498  have  now  retired  all  their  Government 
capital.  Of  the  .58  that  still  have  Government  capital,  of  course  none 
pay  dividends. 

Senator  Mundt.  Is  that  a  negotiable  stock  ?  I  mean  a  farmer  buys 
that  and  quits  farming  or  sells  his  farm,  is  that  something  he  can 
sell? 

Mr.  Tootell.  The  B  stock,  which  is  the  voting  stock  in  the  produc¬ 
tion  credit  association,  may  not  be  outstanding  more  than  2  years  un¬ 
less  the  man  is  borrowing. 

Now  he  may  subscribe  to  A  stock  or  investment  stock  in  the  asso¬ 
ciation,  and  that  is  the  same  class  of  stock  that  the  Federal  Govern¬ 
ment  has  subscribed  to  in  the  association. 

Senator  Mundt.  I  am  talking  about  the  kind  of  stock  he  is  com¬ 
pelled  to  take  when  he  gets  his  loan. 

Is  that  B  stock  ? 

Mr.  Tootell.  Yes,  that  is  B  stock  and  it  is  not  negotiable. 

Senator  Mundt.  So  he  takes  that  and  perhaps  dies  or  moves  away 
or  quits  farming,  does  it  have  some  value  lie  can  sell  to  somebody  or 
sell  to  a  bank  or  cash  something? 

Mr.  Tootell.  He  buys  at  par  and  turns  it  in  at  par  on  the  liquida¬ 
tion  of  his  loan.  He  or  his  estate  does  that. 

If  someone,  for  instance,  a  son,  succeeds  him,  the  son  would  use  that 
same  B  stock.  I  don’t  know  just  how  that  is  transferred. 
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Senator  Mundt.  You  said  he  could  hold  that  only  for  two  years? 
Mr.  Tooteix.  Is  that,  not  right,  Mr.  Miles  ? 

Mr.  Miles.  Yes.  The  B  stock  is  the  stock  that  he  is  required  to 
purchase  when  he  gets  the  loan.  And  if  he  does  not  have  a  loan  for 
a  period  of  2  years,  that  B  stock  is  automatically  converted  into  A 

stock.  . 

A  stock  is  nonvoting  stock  but  is  preferred  m  case  of  liquidation. 
Senator  Mundt.  You  mean  he  can  hold  it  2  years  longer  than  the 
termination  date  of  his  loan? 

Mr.  Miles.  Yes. 

Senator  Mundt.  Because  his  loans  frequently  are  more  than  2 


years  ? 

Mr.  Tootell.  Mr.  Miles  ? 

Mr.  Miles.  The  loans  are  normally  made  a  year  at  a  time. 

Senator  Mundt.  On  all  the  farm  credit  system  ? 

Mr.  Miles.  As  far  as  the  production  credit  association  is  concerned. 
Senatod  Mundt.  We  were  talking  about  the  farm  credit  banks. 

Mr.  Miles.  I  thought  you  were  referring  to  the  B  stock  held  by  bor¬ 
rowers  of  credit  associations. 

Senator  Mundt.  Maybe  we  got  off  on  another. 

Mr.  Miles.  Yes,  production  credit  associations  are  the  primary 
lenders. 

Senator  Mundt.  Those  are  short-term  loans? 

Mr.  Miles.  Short-term  loans. 

Senator  Mundt.  Farm  credit  bank  loan  is  a  long-term  loan. 

Mr.  Tootell.  The  Federal  land  bank. 

Senator  Mundt.  Doesn’t  he  have  to  take  the  stock  in  that  also  . 

Mr.  Tootell.  Right.  .  ., 

Senator  Mundt.  And  that  would  be  like  an  insurance  loan,  it  would 

be  5  or  10  years  ? 

Mr.  Tootell.  Ordinarily  20  or  longer.  . 

Senator  Mundt.  So  he  has  that  5  percent  of  investment  m  a  farm 

credit  loan  ? 

Mr.  Tootell.  That  is  right.  .  „ 

Senator  Mundt.  For  that  full  period  of  time,  plus  2  more  years  ? 
Mr.  Miles.  Not  on  the  land  bank  loan,  no,  sir. 

Senator  Mundt.  Let’s  stick  on  the  land  bank  until  we  get  through. 

Mr^TooTELL.  O.  K.  I  will  take  the  land  bank.  When  he  gets  his 
loan,  he  subscribes  to  this,  makes  his  5  percent  stock  subscription,  $50. 

for  each  thousand,  and  he  continues  to  have  that  investment - - 

Senator  Mundt.  So  let  me  inquire  there,  what  he  really  does  is  pay, 
if  it  is  4  percent,  he  pays  4  percent  for  $5,000,  but  he  actually  gets 
only  95  percent  of  the  $5,000  ? 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  Because  5  percent  of  it  is  tied  up  ? 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  So  that  he  pays  a  net  of  something  over  4  percent 

interest?  •  • 

Mr.  Tootell.  Yes,  that  is  right;  unless  that  association  pays  divi¬ 
dends  which  make  up  the  difference  to  him. 

Senator  Mundt.  And  what  is  your  40  percent  figure  that  you  gave 
me  dealing  with  this  bank  now  or  with  the  other  bank? 
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Mr.  Tooteix.  Well,  the  40  percent  figure  I  gave  you,  sir,  dealt  with 
the  production  credit  associations. 

A  much  higher  percentage  than  that  of  the  national  farm  loan  asso¬ 
ciations,  which  are  the  agents  of  the  Federal  land  bank,  pay  dividends. 
Because  all  of  the  capital  of  the  land  bank  system  for  a  number  of 
vea rs  has  been  owned  by  the  borrowers,  there  are  comparatively  few 
associations  I  would  say  now,  that  do  not  pay  a  dividend,  that  would 
offset  to  the  borrower  the  disadvantage  he  has  in  the  5  percent  stock 
investment. 

These  intermediate  credit  bank  debentures  that  are  sold  in  the  money 
market  are  sold  through  our  fiscal  agency  office  in  New  York  City. 
That  fiscal  agency  is  maintained  by  36  district  institutions.  The  i2 
land  banks,  the  12  intermediate  credit  banks  and  the  12  co-op  credit 
banks  assess  themselves  and  maintain  the  fiscal  agency. 

The  intermediate  credit  bank  debentures  are  sold  each  month,  and 
our  fiscal  agency  sells  anywhere  from  perhaps  $70  to,  oh,  maybe,  a? 
high  as  $150  million  of  collateral  trust  debentures,  which  are  the 
joint  liability  of  all  12  of  the  banks. 

Senator  Mundt.  Who  are  the  purchasers  of  those  in  the  main, 
private  investors,  individual  investors  or  banks  and  financial  institu 
lions,  trusts  or  schools  or  what  ? 

Mr.  Tooteix.  I  would  say  this:  that  for  a  considerable  period  of 
time  they  found  their  way  primarily  into  the  hands  of  individuals. 
They  were  bought  in  the  first  instance  by  dealers  and  by  large  com¬ 
mercial  banks.  More  and  more  there  has  been  a  swing  in  the  direction 
of  their  getting  into  the  hands  of  institutional  leaders.  Commercial 
banks  buy  a  great  many  of  them  and  make  them  available  to  their 
correspondent  banks. 

Senator  Mundt.  Are  tliev  a  tax-exempt  security? 

Mr.  T  ooteix.  They  are  not,  no,  sir. 

Senator  Holland.  What  about  insurance  companies? 

Mr.  Tooteix.  Well,  insurance  companies  I  think  ordinarily  do  not 
buy  intermediate  credit  bank  debentures. 

As  we  get  into  longer  term  obligations  of  the  land  banks  again,  I 
would  expect  that  insurance  companies  might  come  back  into  the  pic¬ 
ture  and  invest  in  them  some  more. 

But  I  do  not  believe  they  are  investing  much  if  any  in  our  inter¬ 
mediate  credit  bank  debentures. 

Senator  Mundt.  Ho  they  usually  bear  an  interest  rate  higher  than 
a  Government  bond  ? 

Mr.  Tooteix.  Slightly  higher,  although  the  relationship  is  a  very 
favorable  one.  They  are  not  significantly  higher  even  though  they 
are  not  guaranteed  either  as  to  interest  or  principal  by  the  Federal 
Government. 

During  fiscal  year  1955  the  credit  banks  issued  $1,040  million  dol¬ 
lars  of  these  debentures. 

h>ow  I  should  like  to  turn  to  the  production  credit  system.  As  I 
stated  before,  in  each  district  a  production  credit  corporation  was 
created  in  1933,  and  it  had  three  functions :  to  organize,  to  capitalize, 
and  to  supervise  these  local  cooperative  units  known  as  production 
credit  associations.  And  you  will  recall  that  in  order  to  meet  the  defi¬ 
ciency  that  had  grown  out  of  the  dependence  that  Congress  had  placed 
on  the  OFI's — the  privately  capitalized  credit  corporations — the  Con¬ 
gress  created  a  primary  lending  system.  It  provided  that  the  entire 
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United  States  was  to  be  covered  by  these  local  cooperative  units  so 
that  every  farmer  who  had  a  reasonable  basis  for  credit  would  be  able 
to  have  access  to  the  services  of  the  intermediate  credit  banks. 

The  Congress  provided  a  $120  million  revolving  fund  to  subscribe 
to  the  capital  structure  of  these  production  credit  corporations  and 
the  associations  which  in  turn  the  corporations  capitalized. 

The  corporations  invested  $90  million  of  that  at  the  peak  in  the 
associations,  leaving  about  $30  million  which  was  the  sole  source  of 
income  for  the  production  credit  corporations.  They  themselves  are 
not  lenders.  They  have  a  supervisory  and  service  responsibility  to 
the  associations. 

Their  only  source  of  income  is  their  interest  on  the  investments  they 
have  made  with  this  Government  capital.  And  to  retire  this  capital 
is  one  of  the  objectives  of  this  act- 

Now  these  production  credit  associations  have  built  up  a  strong 
financial  structure  in  the  23  years  they  have  been  in  existence. 

Each  borrower  is  required  to  subscribe  to  5  percent  in  stock.  Then, 
in  addition  to  that,  farmers  and  ranchers  have  subscribed  to  $23  mil¬ 
lion  of  capital  in  A  stock,  which  was  not  a  requirement  in  connection 
with  their  loan. 

They  have  done  that  in  order  to  make  a  contribution  to  the  financial 
strength  of  their  local  associations,  to  enable  them  to  become  farmer 
owned  earlier,  and  as  a  matter  of  local  pride. 

I  remind  you  again  that  all  but  58  of  the  498  PCA’s  have  entirely 
paid  off  their  Government  capital. 

There  is  remaining  $31,350,000  of  Government  capital  in  this  pro¬ 
duction  credit  system. 

As  of  June  30  last  year,  there  were  about  479,000  farmers  who  were 
members  of  the  production  credit  system — owners  of  either  A  or  B 
stock  or  both. 

These  associations  had  total  capital  amounting  to  $98  million  and 
surplus  and  reserves  that  they  had  built  up  amounting  to  $97  million. 

Then,  in  addition  to  that,  they  had  valuation  reserves  of  $10  million, 
approximately,  reserves  set  up  against  specific  losses  that  they  antici¬ 
pated. 

Their  volume  of  loans  last  year  was  $1,400  million.  That  was  the 
volume  of  loans  made  by  production  credit  associations  to  their 
members. 

Unless  there  are  questions  on  this  matter  of  the  credit  bank  or  the 
corporation  itself,  Senator  Holland,  I  would  like  to  begin  to  talk 
about  provisions  in  the  bill. 

I  thought  it  desirable  to  give  this  background  about  the  system,  and 
particularly  these  two  institutions. 

Senator  Mundt.  Governor,  can  you  tell  us  something  about  this  C 
stock  which  is  authorized  but  never  issued?  How  does  it  differ  from 
A  and  B  stock  ? 

Mr.  Tooteel.  The  C  stock  would  be  issued  to  an  association  which 
had  already  paid  off  its  Government  capital  in  the  form  of  A  stock, 
and,  due  to  an  increase,  a  large  increase  we  will  say,  in  its  volume  of 
business,  needed  extra  capital  for  ratio  purposes.  Instead  of  having 
to  solicit  additional  capital  subscriptions  from  among  its  members, 
it  could  ask  for  a  recapitalization  from  the  revolving  fund  which  the 
system  handles. 
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And  if  that  subscription  were  represented  by  C  stock,  the  association 
then  would  go  ahead  and  continue  to  pay  income  taxes  just  the  same 
as  if  it  were  completely  member  owned. 

Now  if  the  association  had  to  apply  for  recapitalization  because  of 
a  weak  financial  position,  because  of  adversity,  then  that  subscription 
would  be  made  in  the  form  of  A  stock  which  would  reinstate  the 
Federal  tax-exemption  provision. 

No  C  stock  has  been  issued  by  production  credit  associations,  al¬ 
though  provision  was  made  for  it. 

Senator  Mundt.  Why  ? 

Mr.  Tootell  (continuing).  In  legislation  enacted  by  this  Congress 
year  before  last. 

Senator  Mundt.  Why  has  none  been  issued  ? 

Mr.  Tootell.  Why  ? 

Senator  Mundt.  Yes  ? 

Mr.  Tootell.  Well,  because  the  situation  that  I  described  has  not 
arisen  in  which  there  has  been  a  rapid  increase  in  the  business  that 
would  necessitate  their  calling  for  additional  capital. 

Senator  Mundt.  In  other  words,  there  have  been  no  requests? 

Mr.  Tootell.  There  have  been  no  requests  for  it. 

Mr.  Miles,  does  that  adequately  take  care  of  the  question  as  you 
see  it  ? 

Mr.  Miles.  Yes.  Of  course,  two-thirds  of  the  present  stockholders 
would  have  to  vote  in  favor  of  the  issuance  of  C  stock,  and  no  associa¬ 
tion  has  taken  that  action  at  the  present  time. 

Senator  Mundt.  One  other  question  about  the  nature  of  the  loans 
of  the  production  credit  association.  Do  you  find  any  limitation  which 
make  it  difficult  for  your  borrower  to  get  the  proper  length  of  loan? 

I  find  a  number  of  demands  from  out  in  our  area  that  the  inter¬ 
mediate  credit,  that  its  term  of  intermediacy,  is  too  short. 

Mr.  Miles.  Yes. 

Senator  Mundt.  Will  you  comment  on  that  a  little  bit,  sir? 

Mr.  Tootell.  Yes,  I  will  be  glad  to,  Senator. 

The  Intermediate  Credit  Act  of  1923  provides  that  the  banks  might 
discount  agricultural  paper  for  terms  up  to  3  years  in  length.  But 
in  practice  the  primary  lenders,  whether  they' be  production  credit 
associations  or  OFI’s  have  largely  made  loans  for  1  year  or  less  in 
maturity.  The  reason  is— and  there  is  a  good  deal  of  justification  for 
it — that  the  borrower  and  the  lender  should  sit  down  not  less  fre¬ 
quently  than  once  a  year,  and  analyze  the  situation,  decide  on  the 
future  course  of  action,  and  set  up  a  new  line  of  credit  for  the  new 
year. 

And  so  practically  all  of  the  loans  that  have  been  made  by  the  credit 
bank  up  until  a  little  more  than  a  year  ago  have  been  no  longer 
than  1-year  maturity. 

Now  a  year  ago  last  winter  the  Federal  Farm  Credit  Board  gave  a 
good  deal  of  consideration  to  this,  and  took  action  urging  each  of 
the  district  production  credit  corporations  and  intermediate  credit 
banks  to  encourage  certain  of  the  associations  in  their  districts  to 
try  this  thing  out  on  a  longer  basis— tip  to  the  3  years  that  was  au¬ 
thorized  by  the  Credit  Act  of  1923. 

And  as  a  result,  some  of  the  districts  have  really  gone  into  that 
thing  very  diligently,  and  we  have  a  pretty  fair  number  of  loans  that 
are  made  for  a  longer  period  of  time. 
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That  means  ordinarily  that  a  farmer  will  actually  have  two  loans 
or  two  notes,  one  that  will  evidence  the  obligation  for  capital  pur¬ 
poses  spread  oyer  a  longer  period  than  1  year,  and  the  other  one 
representing  his  indebtedness  for  his  current  year’s  operating  ex¬ 
penses. 

Now  in  this  legislation  is  a  proposal  to  amend  the  Intermediate 
Credit  Bank  Act  and  permit  loans  for  up  to  7  years,  the  thinking 
being  that  in  this  day  and  age  of  modern  agriculture,  farmers  are 
required  to  make  very  heavy  capital  investments  in  machinery  and 
equipment. 

Examples,  of  course,  are  tractors  and  combines,  and  these  milk 
tanks  that  are  rapidly  coming  into  the  picture  and  which  are  ex¬ 
pensive.  # 

For  soil  conserving  practices,  irrigation  systems  and  things  of 
that  kind,  they  ordinarily  do  not  need  the  money  for  a  long  enough 
time  to  justify  a  regular  long-term  real  estate  loan  or  perhaps  they 
already  have  real  estate  mortgages. 

|  But  what  they  do  need  is  something  more  than  1  year  to  finance 
these  capital  purchases. 

Senator  Mundt.  Does  the  legislation  contemplate  that  that  would 
be  a  loan  with  a  maturity  date  7  years  hence  or  a  loan  with  a  scheduled 
system  of  amortized  payments? 

Mr.  Tootell.  Of  a  scheduled  system  of  amortized  payments,  sir. 
It  is  not  specific  on  that  in  the  legislation  itself,  but  I  can  assure 
you  that  is  the  way  it  would  be  administered. 

It  would  be  expected  there  would  be,  unless  the  circumstances  were 
uln usual,  that  there  would  be  a  liquidation  each  year  of  a  certain 
percentage. 

Now  if  the  farmer  runs  into  difficulties  and  is  not  able  to  meet  that 
schedule  the  first  year  or  the  second  year,  why  of  course  it  would  be 
renegotiated.  But  it  would  be  contemplated  that  it  would  amortize 
over  a  period  of  not  to  exceed  7  years. 

Senator  Mtjndt.  It  seems  to  me,  Governor,  that  that  is  a  very  con¬ 
structive  forward  step,  because  the  present  length  of  the  production 
credit  loan  is  too  short  for  a  young  fellow  trying  to  equip  up  with 
expensive  machinery  of  today,  and  to  get  a  livestock  herd  started,  he 
just  knows  he  is  not  going  to  get  it  paid  in  3  years  at  the  maximum 
|  and  certainly  1  year  does  not  help  him  very  much. 

Mr.  Tootell.'  Actually,  Senator  Mundt,  the  production  credit  asso¬ 
ciations  have  been  extending  just  that  kind  of  credit  ever  since  the 
beginning. 

And  perhaps  20  to  25  percent  of  their  total  loans  each  year  involved 
a  matter  of  extending  and  refinancing  carryover  indebtedness  of  a 
capital  nature. 

And  there  are  a  great  many  farmer  borrowers  who  would  just  as 
soon  have  it  that  way.  They  don’t  worry  at  all  about  this  1-year  note. 
They  have  confidence  in  the  directors  of  their  local  association  and  the 
secretary-treasurer,  and  they  are  satisfied  with  that. 

There  are  others  who  appear  not  to  sleep  well  when  they  have  just 
a  1-year  note  on  a  capital  item  of  that  kind,  and  they  are  the  ones  of 
course  who  urge  a  longer  term  obligation. 

Senator  Scott.  Mr.  Chairman,  I  have  had  experience  personally  on 
my  own  farm  with  the  production  credit  association  loans,  and  it  has 
worked  with  satisfactory  effect  in  what  you  have  just  gone  over. 
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Senator  Hone axi>.  You  mean  you  have  taken  advantage  of  the  ex¬ 
tensive  opportunities  from  time  to  time  ( 

Senator  Scott.  I  es,  I  have.  And  also  in  our  Hereford  dairy  up 
there,  it  is  a  cooperative,  Are  work  very  closely  with  the  bank  coopera¬ 
tives  at  Columbia,  and  it  has  been  very  satisfactory.  I  don’t  know 
whether  you  suggested  that  to  us  or  who  did,  but  we  have  been  told 
to  never  pay  you  up. 

I  will  explain  that.  1  lie  reason  for  it  is  Ave  haA'e  an  individual  pri¬ 
vate  audit  of  our  cooperative.  They  make  recommendations.  Then 
AA-e  have  the  State  system  that  makes  an  audit  that  costs  us  nothin**- 
and  we  get  their  recommendations. 

And  we  were  told  to  never  pay  you  up  completely  so  that  you  would 
always  make  an  audit  and  recommend  to  us,  so  Ave  get  three  free  audits, 
and  then  in  that  AA-ay  AATe  keep  in  touch. 

We  do  not  ever  intend  to  pay  you  up.  You  may  require  it,  but  we 
pay  down  pist  close  enough  to  keep  you  coming  in  to  see  what  you  are 
doing  because  Ave  want  to  run  right. 

ATi .  Too  pell.  Senator  Scott,  that  sounds  like  a  good  arrangement. 
Senator  Scott.  It  is  working  very  Avell  with  us,  and  all  in  all  we 
haA  e  been  very  satisfied  AA-ith  the  Federal  land  bank  system. 

Mr.  Tootell.  Well,  we  are  very  glad  to  hear  that. 

Senator  Scott.  In  fact,  I  used  to  work  for  you  many  vea rs  a«o  before 
you  found  me  out. 

Mr.  Tootell.  Is  that  so  ? 

Senator  Scott.  Yes. 

Mr.  Tootell.  Well,  I  am  glad  you  said  years  ago. 

I  have  nothing  to  do  with  that,  and  I  am  sure  you  were  not  found 

UUo, 

bill,  Senator  Holland,  starts  ott  AA-ith  a  preamble — section  2 _ - 

which  we  feel  is  quite  a  significant  statement  of  policy. 

,  1  wdl  not  take  time  to  read  it,  but  simply  say  that  it  emphasizes 
the  belief  of  the  Board,  and  what  would  be  the  belief  of  the  Congress 
that  this  system  has  an  obligation  to  continue  to  provide  agriculture 

with  a  dependable  type  of  credit  that  is  really  tailored  to  "the  needs 
o±  farmers. 

Senator  Holland.  That  is  found  in  section  2  of  the  bill « 

Mr.  Tootell.  Section  2  of  the  bill. 

And  also  that  the  administrators  of  this  legislation  would  have  a 
continuing  responsibility  to  make  the  lending  functions  and  services 
of  the  intermediate  banks  available  to  the  OFI’s  for  all  time  to  come 
on  an  equitable  basis  and  at  rates  of  interest  the  same  as  the  rate  of 

interest  charged  the  production  credit  associations,  without  discrimi¬ 
nation. 

The  bill  provides,  as  you  know,  for  the  merger  of  the  corporation 
and  the  credit  bank  m  each  district,  for  the  continuation  of  the  neces¬ 
sary  supervisory  functions  now  performed  by  the  production  credit 
corporations  It  is  the  belief  the  board  there  can  be  satisfactorily 
taken  care  of  through  the  merged  institution  which  would  continue 
to  be  knoAvn  as  the  intermediate  credit  bank 

The  Board,  as  Mr.  Briggs  told  you,  deliberated  a  long  time  on  this 
whole  matter.  It  is  the  belief  of  the  Board  that  there  would  be  these 
advantages  in  the  merger  and  the  operation  as  proposed  under  the  bill 
irst,  some  overall  savings  m  cost.  In  addition  to  that,  a  simpli¬ 
fication  of  the  corporate  setup  through  the  merger  of  the  two  Situ- 
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tions,  a  substitution  of  only  one  set  of  officers  where  presently  there 
are  two,  and  an  elimination  of  some  of  the  duplication  in  credit  serv¬ 
ices  to  farmers  which  inevitably  come  about  with  the  present  system. 

And  E  want  to  go  on  record  right  at  this  point  as  saying  that  the 
Board  feels,  and  we  who  are  officers  of  the  Farm  Credit  Administra- 
rion  feel,  that  the  production  credit  corporations  have  done  a  line  job. 
They  were  in  this  picture  in  the  beginning  to  organize,  to  capitalize, 
and  to  supervise  production  credit  associations. 

However,  it  is  our  considered  belief  that  the  time  has  come  when 
there  is  no  longer  justification  for  a  separate  corporate  institution  to 
take  care  of  the  remaining  services  and  supervisory  functions  of  pro¬ 
duction  credit  associations.  But  I  do  want  to  pay  tribute  to  the 
job  that  the  production  credit  corporations  have  done  in  these  22  or  23 
years  that  they  have  operated. 

After  merger,  the  supervision  of  the  associations,  of  course,  would 
be  paid  for  out  of  the  income  of  the  merged  institutions. 

Senator  Holland.  As  of  what  date  would  the  merger  become 
effective? 

Mr.  Tootell.  We  would  hope,  sir,  as  this  bill  suggests,  that  the 
merger  become  effective  on  January  1,  1957.  That  would  give  in  each 
district,  we  believe,  ample  time  to  organize  and  to  prepare  for  it. 

Of  course  in  some  districts  it  has  been  anticipated  for  at  least  a 
couple  of  years  and  they  have  been  working  in  that  direction.  They 
have  in  your  district,  Senator  Scott.  You  have  a  common  set  of  offi¬ 
cers  of  your  credit  bank  and  your  corporation  in  the  Columbia  Farm 
Credit  District. 

Mr.  Robert  Darr  is  president  of  both  of  those  institutions.  lie  is 
one  of  the  very  fine  younger  corporation  presidents. 

Senator  Holland.  In  other  words  there  won’t  have  to  be  a  president 
fired  in  that  particular  case? 

Mr.  Tootell.  Not  in  that  particular  case.  And,  Senator  Holland, 
there  may  not  be  in  any  of  the  other  cases. 

It  may  be  that  one  president  will  have  to  become  a  vice  president. 
There  are  a  few  instances  in  which  there  are  corporation  presidents 
or  intermediate  credit  bank  presidents  who  are  to  the  age  or  past  the 
age  of  voluntary  retirement.  Some  of  them  will  take  retirement. 

We  know  that  each  of  the  district  farm  credit  boards,  which  pri¬ 
marily  has  jurisdiction  over  this  matter  of  who  the  employees  will  be 
under  the  new  institution,  are  going  to  have  a  very  humane  attitude 
toward  it.  Actually  the  number  of  employees  involved  is  not  great. 
There  are  an  average  of  only  about  13  or  14  employees  in  each  district 
production  credit  corporation  and  about  20  employees  of  each  inter¬ 
mediate  credit  hank. 

So  there  is  no  great  number  of  people  involved  in  each  district. 

Senator  Holland.  What  would  be  your  estimate  of  the  size  of 
the  staff  of  the  merged  institution  ? 

Mr.  Tootell.  We  feel,  Senator,  that  this  will  vary  somewhat  by 
districts,  depending  upon  the  extent  to  which  they  may  anticipate 
this — the  extent  to  which  the  local  board  and  officers  have  undertaken 
to  streamline  their  operations. 

Just  offhand,  I  would  think  that  in  a  district  where  presently  there 
are  say  34  employees  between  the  2,  probably  the  number  of  employees 
would  be  reduced  to  24  over  a  period  of  2  or  3  years. 
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That  is  just  an  offhand  guess,  but  I  think  that  would  be  pretty 
close  to  a  typical  situation. 

Senator  Holland.  And  there  will  be  effected  the  economy  that 
would  be  represented  by  that  reduced  number  of  employees  as  well 
as  by  doing  away  with  the  necessity  for  having  two  set  of  executive 
officials  ? 

Mr.  Tootell.  That  is  right. 

Now  the  Federal  Board  authorized  our  office  last  fall  to  employ 
the  Arthur  Anderson  Co.,  of  Chicago,  to  make  a  study  of  the  pos¬ 
sibilities  for  streamlining  and  effecting  savings  in  the  operating  costs 
of  the  intermediate  credit  banks  and  the  corporations.  That  firm 
made  a  study  in  the  Columbia  and  the  Omaha  Farm  Credit  districts. 
Then,  from  these  2,  it  generalized  and  projected  and  made  estimates 
of  what  they  thought  might  be  a  reasonable  expectation  of  saving 
for  the  12  districts. 

They  came  up  with  a  figure  of  eventual  saving  slightly  in  excess 
of  a  million  dollars.  That  is,  in  institutions  whose  present  budgets 
are,  oh,  about  $3  million ;  is  that  right,  Mr.  Miles  ? 

Mr.  Miles.  It  would  be  nearer  $4  million- — between  $31/2  millon 
and  $4  million. 

Senator  Schoeppel.  Over  what  period  of  time  ? 

Mr.  Tootell.  They  did  not  say  specifically.  In  talking  with  them, 
they  recognized  that  it  might  be  2  or  3  years  before  most  of  these 
changes  would  be  instituted,  and  they  also  recognized  that  there 
might  be  some  districts  in  which  the  board  of  directors  might  not 
choose  to  go  the  full  way  on  it. 

Now  our  belief  is  that  this  is  rather  optimistic,  that  the  saving 
would  be  something  less  than  that. 

We  would  think,  however,  something  in  excess  of  $600,000  within 
2  years,  and  that  the  saving  would  be  greater  than  that  over  a 
longer  period  of  time. 

In  other  words,  it  would  be  a  consequential  saving. 

It  would  be,  we  believe,  after  a  couple  of  years,  something  like  a 
25-percent  saving  in  the  budget  of  the  2. 

Senator  Mundt.  Your  figure  of  reducing  it  from  25  to  16  would 
be  more  optimistic  than  the  Chicago  figure. 

That  is  more  than  either  25  or  33%  percent. 

Senator  Holland.  Maybe  that  is  accounted  for  by  the  fact  that 
the  reductions  would  come  in  the  lower  echelons  of  employment,  ex¬ 
cept  as  to  doing  away  with  the  president. 

Mr.  Tootell.  You  see,  I  did  not  check  my  signals  on  that,  Senator 
Mundt,  but  I  think  that  Senator  Holland  has  come  up  with  the  answer 
on  this  thing.  You  would  be  cutting  off  half  of  your  top  echelon  and 
you  would  be  cutting  off  then,  I  think,  pretty  heavily  from  the  lower, 
but  there  would  probably  be  very  little  if  any  change - 

Senator  Mundt.  At  least  it  would  indicate  you  could  look  forward 
with  reasonable  optimism  to  at  least  a  25-percent  saving? 

Mr.  Tootell.  I  would  say  after  a  period  of  2  years. 

And  you  see,  the  boards  I  think  would  operate  in  a  manner  to  try 
to  make  this  reduction  as  nearly  as  they  could  from  normal  attrition. 

Senator  Holland.  You  mean  retirements  and  deaths,  and  transfers? 

Mr.  Tootell.  That  is  right;  and  transfers — and,  of  course,  that  is 
easier  in  the  lower  echelons. 
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In  your  clerical  help  and  folks  in  the  lower  echelons  you  have  con¬ 
siderable  turnover  there  anyway. 

Senator  Holland.  Presidents  never  die  ? 

Mr.  Tootell.  They  just  retire. 

Senator  Mundt.  Like  old  soldiers,  they  fade  away. 

Mr.  Tootell.  I  would  like  to  emphasize  again  that  the  matter  of 
who  the  employees  will  be,  what  proportion  of  them  come  from  the 
present  intermediate  credit  bank  organization  and  what  proportion 
from  the  present  production  credit  corporation,  is  a  matter  for  dis¬ 
cretion  of  the  district  farm  credit  boards,  and  I  have  already  explained 
how  they  are  organized.  It  is  true  that  as  to  the  Senior  officers  of 
district  institutions,  the  Farm  Credit  Administration  has  a  veto  power. 
They  are  employed  subject  to  our  approval.  I  do  not  know  how  many 
years  it  has  been  since  the  governor’s  office  has  vetoed  any  of  the 
district  boards  employment  plans  for  officers.  Certainly  not  in  the 
2  years  I  have  been  in  the  office.  I  do  not  contemplate  that  there 
would  be  exercise  of  such  veto  power  except  in  most  unusual  cases. 

Senator  Holland.  Well,  you  have  already  stated  that  88  percent 
of  the  loans  under  this  merger  would  be  made  to  the  same  group  of 
people  ? 

Mr.  Tootell.  Yes. 

Senator  Holland.  That  is  the  lending  institution  and  the  borrowing 
institution? 

Mr.  Tootell.  That  is  right. 

Senator  Holland.  So  all  of  the  economy  that  could  be  effected  would 
be  completely  justifiable  because  the  same  people  who  were  making 
the  loans  would  be  receiving  88  percent  of  the  loans,  is  that  right? 

Mr.  Tootell.  Yes,  that  is  true. 

While  we  are  talking  on  this  matter  of  economizing  and  streamlin¬ 
ing,  I  would  like  to  further  illustrate  our  good  faith  in  this  by  telling 
you  a  little  of  what  we  have  accomplished  in  our  own  Farm  Credit 
Administration  organization  here  in  the  little  more  than  2  years  since 
the  Act  of  1953  became  effective  and  we  have  had  the  Farm  Credit 
Board. 

The  personnel  strength  back  in  December  1953  was  322  employees. 
That  has  been  reduced  to  245  as  of  this  date,  and  it  involves  not  just 
a  cutting  out  of  positions  in  the  lower  echelons,  but  a  very  typical 
cross-section,  because  we  have  discontinued  2  deputy  governor  posi¬ 
tions— 2  out  of  6  deputy  governor  positions. 

We  have  absorbed  the  mandatory  salary  increases  that  came  about 
through  the  salary  increases  decreed  by  the  Congress  a  year  ago  last 
summer,  I  believe  it  was,  the  increase  in  travel  allowance  and  these 
other  costs,  and  then  the  step  increases  that  come  through  longevity. 

We  have  been  able  to  absorb  all  of  those  increases  and  to  reduce  our 
requests  by  $90,000. 

Senator  Holland.  You  mean  your  operating  budget? 

Mr.  Tootell.  Our  operating  budget. 

Senator  Holland.  What  is  the  present  size  of  it  and  what  was  the 
size  of  it  in  1953  ? 

Mr.  Tootell.  The  present  size  of  it  is  $2,230,000,  sir,  so  that  would 
mean  it  was  $2,320,000.  We  reduced  it  from  $2,320,000. 

Senator  Mundt.  You  mentioned  the  Farm  Credit  Board.  That  is 
the  board  of  Mr.  Sam  Bober  out  in  Newell,  S.  Dak.  ? 

Mr.  Tootell.  That  is  right. 
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Senator  Mttndt.  At  that  point  in  the  record  1  would  like  to  incorpo¬ 
rate  a  letter  I  received  this  morning  from  Mr.  Sam  H.  Bober,  of  New¬ 
ell,  S.  Dak.,  heartily  endorsing  the  Holland  bills. 

I  think  I  will  have  no  difficulty  getting  this  in  the  record.  He  gives 
some  very  valid  and  persuasive  reasons  why  he  supports  it. 

Senator  Holland.  Thank  you  for  introducing  the  letter  at  this 
time.  Without  objection,  it  will  be  printed  in  the  record  at  this  point. 

(The  document  is  as  follows:) 


Hon.  Karl  E.  Mundt, 

United  States  Senate, 

Washington,  D.  C. 


Newell,  S.  Dak.,  April  20,  19.56. 


Dear  Karl:  Our  farmer  borrowers  of  Production  Credit  will  appreciate  very 
much  your  active  support  of  S.  3564  introduced  by  Senator  Holland,  which 
should  come  before  your  Agriculture  Committee  one  of  these  days. 

This  bill  deals  with  the  problem  of  merging  Production  Credit  Corporations 
in  the  Federal  Intermediate  Credit  Banks;  provides  means  for  retirement  of 
Government  capital  and  for  farmer  ownership  of  these  banks.  This  is  the  big 
step,  the  vast  majority  of  our  farmer  borrowers  wanted,  in  the  direction  of 
farmer  ownership  of  the  farmer’s  own  Farm  Credit  System. 

The  Federal  Farm  Credit  Board  has  spent  much  time  to  develop  this  legisla¬ 
tion.  It  has  been  developed  in  close  cooperation  with  Production  Credit  Associa¬ 
tions  in  every  Farm  Credit  District  throughout  the  country.  All  interested 
parties  had  full  opportunity  to  participate  in  discussing  every  feature  and  in  sug¬ 
gesting  every  item  in  this  proposed  legislation,  before  and  after  the  final  draft 
of  this  bill.  We  also  had  the  advice  of  the  National  PCA  Advisory  Committee 
and  of  the  members  of  District  Farm  Credit.  Boards. 

Karl.  I  want  to  assure  you  that  this  piece  of  legislation  is  for  the  best  interest 
of  the  folks  connected  with  land,  as  well  as  for  the  Government  that  helped  us 
get  this  good  Farm  Credit  System  going.  We  have  grown,  up,  we  have  the 
experience  and  should  be  encouraged  to  full  ownership  and  control  of  our  own 
system.  The  enactment  of  this  bill  into  law  will  permit  more  efficiency 
and  economy  in  short-term  credit  lending.  From  past  experience  and  our  per¬ 
sonal  knowledge,  we  know  that  you  will  give  us  your  full  support  on  good 
legislation  such  as  this. 

With  kind  personal  regards,  I  remain 
Sincerely  yours, 


Sam  H.  Borer. 


Mr.  Tootell.  Mr.  Chairman,  on  merger  of  these  two  institutions 
we  would  have  about  this  situation :  The  day  before  the  merger  took 
place,  we  would  have  12  intermediate  credit  banks  that  would  have  a 
consolidated  net  worth  statement  of  approximately  $110  million. 
That  would  be  on  December  31, 1956,  we  hope. 

On  January  1, 1957,  the  new  credit  banks  would  have  a  net  worth  of 
$149,186,000,  in  other  words  just  a  little  more  than  $39  million  increase 
in  the  capital  structure  of  the  intermediate  credit  banks,  so  definitely 
this  would  make  for  a  stronger  financial  institution. 

No  only  would  the  capital  of  the  production  credit  corporations  be 
transferred  to  the  new  institution,  but  also  its  surplus  estimated  at  a 
little  under  $13  million. 

Senator  Holland.  How  much? 

Mr.  Tootell.  A  little  under  $13  million  of  surplus  in  the  production 
credit  corporations.  And  the  surplus  in  the  intermediate  credit  banks 
themselves  amounting  to  just  under  $50  million. 

That  is  our  best  estimate  of  what  it  will  be  as  of  December  next. 

Senator  Holland.  Those  figures  are  based  upon  your  hope  that 
S.  3564  will  be  enacted  rather  than  S.  3550,  is  that  right? 
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surplus  returned, 
amount  to  at  present? 


Mr.  Toothed.  That  is  correct.  Well,  in  either  event,  sir,  they  would 
he  the  same.  The  difference  between  those  two  would  be  this,  and 

I  might  just  as  well  cover  it  at  this  point. 

It  is  one  of  the  three  exceptions  which  the  Bureau  ot  the  Budget 
took  to  the  Federal  Board’s  proposal.  The  Bureau  would  not  pre¬ 
vent  the  surplus  from  the  corporations  and  the  credit  bank  from  be¬ 
coming  part  of  the  permanent  capital  structure  of  this  new  institution. 
Its  proposal  would  take  effect  only  in  case  of  liquidation  of  the  credit 
banks  at  some  future  time.  If  the  credit  banks  should  be  liquidated 
at  any  time  before  all  of  the  Government  capital  is  entirely  retired, 
you  would  have  provision  in  the  present  law  for  the  disposition  ot 
the  surplus,  if  there  were  any  remaining,  because  it  would  be  prorated 
to  the  interests  of  the  A  and  B  stockholders.  But  it  the  credit  banks 
were  to  be  liquidated  after  all  the  Government  capital  were  retired, 
the  Budget  Bureau  would  want  to  see  the  Government  continue  to 
have  some  interest  in  the  surplus. 

Senator  Holland.  What  interest  under  the  requests  ot  the  Bureau 

of  the  Budget  as  represented  in  S.  3550  ? 

Mr.  Tooteli,.  It  did  not  specify  except  that  it  would  have  an  mteiest 
in  "the  surplus  which  was  built  up  prior  to  the  effective  date  ot  this 
legislation. 

Senator  Holland.  What  interest  ? 

Senator  Mundt.  The  surplus? 

Mr.  Tootell.  It  would  be  all  of  it. 

Senator  Mundt.  They  would  want  the 

Senator  Holland.  And  what  does  that  .  . 

Mr  Tootell.  Just  a  little  under  $50  million.  It  is  $o0  million  of 
the  surplus  in  the  credit  bank  plus  a  little  more  than  $13  million 

in  the  production  credit  corporation. 

Senator  Holland.  Then  the  difference  between  the  suggestion  ot 
the  Bureau  of  the  Budget  and  the  suggestion  of  the  directors  of  the 
Farm  Credit  Administration  is  this:  that  aproximately  $63  million 
of  surplus  now  belonging  to  the  two  institutions  would  under  the 
recommendations  of  the  Bureau  of  the  Budget,  belong  ultimately  to 
the  Government,  and  that  would  be  true  even  after  the  complete  liqui¬ 
dation  of  the  Government-owned  stocks,  whereas  under  the  recom¬ 
mendations  of  the  directors  of  the  Farm  Credit  Administration,  that 
$63  million  would,  after  the  complete  retirement  of  the  Government- 
owned  stocks,  belong  to  and  become  the  property  ot  the  new  institu¬ 
tion  and  its  stockholders? 

Mr.  Tootell.  That  is  right,  sir. 

Senator  Holland.  And  the  stockholders  would,  upon  retirement  of 
the  Government-owned  stocks,  be  exclusively  the  users  of  the  insti¬ 
tution?  ,  .  .  .  ,  m 

Mr.  Tootell.  And  of  course  that  is  what  they  are  desiring  to  accom¬ 
plish,  to  become  exclusively  the  owners  of  the  system. 

Senator  Holland.  In  other  words,  at  present  the  users  of  the  system 
are  certain  institutions  who  ultimately  are  farmers? 

Mr.  Tootell.  That  is  right. 

Senator  Holland.  And  one  group  of  users  own  $50  million  surplus 
and  another  group  $13  million  surplus,  if  the  recommendations  of 
the  directors  as  embodied  in  3,564  are  enacted  ? 

Mr.  Tootell.  That  is  right,  sir;  all  surplus  would  be  farmer  owned. 
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Senator  Holland.  They  become  the  exclusive  owners  only  upon  the 
retirement  of  the  Government-owned  stock  ? 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  But  it  actually  makes  a  difference  only  in  case  the 
bank  is  dissolved  ? 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  The  situation  runs  along  parallel  under  either  of 
the  bills  with  or  without  the  recommendations  of  the  Budget  Bureau 
so  long  as  the  institution  functions  ? 

^  Mr.  Tootell.  That  is  right. 

Senator  Mundt.  The  question  arises  if  the  bank  is  dissolved,  Does 
the  Government  get  back  its  money  or  does  the  surplus  turn  out  to  the 
farmers  as  dividends  ? 

.  1  ootell.  1  hat  is  right ;  and  of  course  we  think  the  question 

is  academic. 

Senator  Mundt.  You  do  not  intend  to  dissolve  the  bank? 

Mr.  Tootell.  Me  are  not  planning  the  liquidation  of  the  interme¬ 
diate  credit  banks  and  we  don’t  believe  that  they  will  be  at  any  time 
in  the  foreseeable  future. 

Secondly,  if  they  should  be,  they  are  going  to  be  broke  and  there 
would  be  no  surplus. 

And,  thirdly,  the  Congress  would  have  to  make  specific  provision 
for  their  liquidation  because  present  law  does  not  do  so. 

Senator  Holland.  Well,  isn’t  there  this  additional  difference  be¬ 
tween  the  two  points  of  view — that  the  question  of  dividends  in  the 
meantime  would  be  affected  ? 

Mr.  Tootell.  Senator  Holland,  as  to  the  surplus  which  has  been 
built  up  to  date,  as  the  effective  date  of  the  act,  the  Board’s  draft 
makes  it  very  specific  that  none  of  this  surplus  could  be  paid  out ;  and 
no  dividends  may  be  paid  out  of  earnings  so  long  as  there  is  any 
Government  capital  in  the  system.  That  is  sewed  up  tight  and  in  a 
manner  satisfactory  to  the  Bureau  of  the  Budget. 

Senator  Holland.  After  the  Government  capital  is  retired  then 
what? 

Mr.  Tootell.  After  the  Government  capital  is  retired  the  credit 
banks  could,  and  Ave  feel  Ayould,  pay  dividends  either  in  cash  or  in 
additional  B  stock  and  participation  certificates. 

Senator  Holland.  Would  there  be  any  control  of  their  policy  look¬ 
ing  to  payment  of  dividends  from  the  Farm  Credit  Administration  ? 

Mr.  Tootell.  By  law,  yes. 

Senator  Holland.  That  is  included  in  this  present  legislation  that 
you  have  suggested  ? 

Mr.  Tootell.  I  believe  I  am  right  on  that,  but  that  is  one  of  the 
things  which  Avould  be  delegated  to  the  district  institution  and  its 
board  of  directors,  and  the  authority  of  the  Farm  Credit  Administra¬ 
tion  would  not  be  invoked  unless  it  was  felt  that  there  was  serious 
mismanagement.  Is  that  correct,  Mr.  Bagwell  ? 

Mr.  Bagavell.  Under  this  bill,  Senator  Holland,  the  surplus  that 
we  have  been  speaking  of,  the  $62  or  $63  million,  could  never  be  paid 
out  as  dividends  either  before  retirement  of  Government  stock  or 
after. 

It  is  always  there.  It  can  be  used  to  meet  losses,  but  earnings  of 
the  banks  would  have  to  be  used  to  restore  the  fund  if  it  should  be 
depleted  by  losses. 
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After  the  retirement  of  all  Government-owned  stock,  dividends 
could  be  paid  as  determined  by  the  bank,  but  there  is  a  limit  m  tne 

bill  of  5  percent.  „  „  ,  ^  ,  , 

Dividends  never  could  be  in  excess  of  5  percent  out  of  current  earn¬ 
ings,  but  they  could  not  be  paid  in  any  amount  out  of  this  surplus. 

Senator  Holland.  Then  the  savings  to  the  then  users  of  the  bank 
after  the  retirement  of  Government  stock  was  accomplished,  \\  ould 
be  reflected  in  reduced  annual  charges  ? 

Mr.  Bagwell.  That  is  right.  „ 

Senator  Holland.  Rather  than  m  payment  out  of  the  surplus  ? 

Mr.  Tootell.  They  would  be  permitted,  however,  to  pay  patronage 
refunds  to  their  users  annually. 

Mr.  Bagwell.  That  is  right,  „ 

Mr.  Tootell.  To  PCA’s  in  the  form  of  B  stock  and  to  OFI  s  m  the 

form  of  participation  certificates.  ,  .  , 

Senator  Holland.  We  might  as  well  bring  this  clearly  into  the 
record  now  because  of  course  the  Bureau  of  the  Budget  will  have  a 
witness  in  here  to  disclose  their  side  of  this  recommendation  which 

lhj!ist  whatTslt  that  the  Bureau  of  the  Budget  finds  offensive  in  the 
possibilities  that  would  exist  after  the  retirement  of  the  Government- 

owned  stock  in  the  new  merged  institution  ?  , 

Just  what  is  it  that  they  find  offensive  m  the  operation  after  that 
time,  after  the  retirement  of  the  Government  stock  ? 

Mr.  Bagwell.  Apparently,  Senator  Holland,  they  feel  that  the  sui- 
plus  should  go  back  to  the  Treasury,  primarily  I  assume,  for  the  reason 
that,  it  was  built  up  at  a  time  when  these  corporations  were  wholly 

Government  owned.  ...  . .  ,,  ,  , 

Senator  Holland.  That  is  only  in  the  event  of  liquidation,  though  i 

Mr.  Bagwell.  That  is  right.  ...  -  , 

Senator  Holland.  What  is  the  situation  with  reference  to  the 
possibilities  of  operation  after  the  retirement  of  Government  stock 
that  they  find  objectionable  under  the  act  requested  by  the  harm 

Credit  Administration?  .  .  , 

Mr.  Bagwell.  They  apparently  feel  that  is  it  unsound  or  wrong 
for  the  farmers  to  be  declared  the  owners  of  this  surplus  after  all 
Government  capital  is  retired.  We  think  it  is  an  academic  question, 
as  the  Governor  said,  because  we  do  not  visualize  the  credit  banks  ever 

beit*is1  important  only  in  this  respect:  The  Farm  Credit  Act  of  1953 
envisioned  farmers  becoming  the  owners  of  the  system,  and  how 
could  they  be  the  owners  of  the  banks  if  the  Government  owns  100 

percent  o'f  the  surplus?  ,  ,  t>  , 

They  could  not  in  any  real  sense  be  the  owners  of  the  banks.  But 
it  is  academic  as  far  as  the  surplus  being  paid  out.  in  the  form  of 
liquidating  dividends,  because  we  do  not  envision  the  liquidation  ot 

Senator  Holland.  Well,  now  how  does  it  affect  from  the  stand¬ 
point  of  the  Budget  Bureau  the  possibilities  of  greater  or  less  annual 

C^Mr.  Bagwell.  It  does  not  affect  the  annual  dividends  at  all,  because 
no  dividends  can  be  paid  until  all  Government  capital  is  retired,  and 
as  I  have  just  indicated,  this  bill  makes  it  perfectly  clear  that  the 
surplus  can  never  be  used  to  pay  dividends,  so  really  this  mattei  ot 


54 


FARM  CREDIT  ACT  OF  1956 


who  owns  the  surplus  will  never  affect  the  size  or  the  amount  of 
dividends. 

Senator  Holland.  Of  course  the  question  of  additions  to  the  divi¬ 
dends  would  be  immediately  affected  by  permitting  of  greater  divi¬ 
dends  annually  to  go  back  to  the  users  of  the  corporation,  of  users 
of  the  lending  facilities  in  any  particular  year. 

Has  that  point  been  raised  by  the  Bureau  of  the  Budget? 

Mr.  Bagwell.  T  do  not  recall  that  their  letter  covers  that  point. 

Mr.  Tootell.  No. 

Senator  Mundt.  Let  me  ask  you,  Governor,  since  everybody  seems 
to  agree  this  is  purely  an  academic  question,  are  you  therefore  resisting 
the  recommendations  of  the  Bureau  of  the  Budget  or  are  you  ap¬ 
proving  them? 

Mr.  Tootell.  Well,  our  chairman  stated  that  we  do  not  like  to  ap¬ 
pear  to  be  in  the  position  of  opposing  the  position  of  the  Bureau  of 
the  Budget  on  this,  but  the  Board  is  not  in  agreement  with  that. 

Senator  Holland.  Well,  this  is  the  same  point,  is  it  not,  that  has 
already  been  decided  in  favor  of  the  users  of  the  institutions  in  the 
case  of  the  land  bank  and  in  the  case  of  the  banks  of  cooperatives? 

Mr.  Tootell.  And  in  the  case  of  the  production  credit  associations. 
The  question  was  never  even  raised  in  connection  with  them. 

Senator  Holland.  That  is  right. 

Mr.  Tootell.  The  same  objection  was  raised  by  the  Bureau  of  the 
Budget  last  year  in  connection  with  the  co-op  bank  legislation  and 
Congress  resolved  it  as  the  Federal  Board  had  recommended. 

The  Bureau  of  the  Budget  people  took  this  view  this  year  and  we 
expressed  amazement  that  the  question  came  up  again.'  They  said 
well,  we  are  dealing  with  a  different  breed  of  cats  this  time.  We  are 
dealing  this  time  with  two  corporations  that  are  wholly  Government- 
owned  and  have  been  since  the  beginning,  where,  with  banks  for 
co-ops  we  did  not  have  that. 

You  had  a  mixed  ownership  corporation  from  the  beginning.  But 
it  seems  to  us  that  the  difference  is  more  apparent  than  real.  That  in 
the  beginning  the  Government  put  up  all  the  capital  for  the  banks  for 
co-ops. 

True,  when  the  first  loan  was  made,  an  infinitesimal  part  of  the 
capital  became  owned  by  a  user,  but  we  fail  to  see  that  that  is  a 
significant  point. 

And  you  might  ask,  since  we  contend  that  this  question  of  dissolu¬ 
tion  of  the  credit  banks  is  academic,  why  does  the  Board  continue  to 
feel  as  it  does  about  this  ? 

The  reason  is  that  so  long  as  there  is  an  acknowledgment  of  a  con¬ 
tinuing  Government  interest  after  the  retirement  of  all  of  the  Govern¬ 
ment  capital,  then  our  production  credit  associations  feel  they  would 
not  in  fact  have  acquired  complete  user  ownership  as  they  have  wanted 
to  do  and  as  was  envisioned  in  the  act,  of  1953. 

Senator  Holland.  As  a  matter  of  fact,  the  total  amount  of  the 
surplus  has  been  created  by  the  imposition  of  interest  charges  greater 
than  were  required  to  simply  carry  the  operation  in  any  particular 
year,  isn’t  that  correct  ? 

Mr.  Tootell.  That  is  certainly  our  position  on  this,  Senator  Hol¬ 
land. 

We  do  not  just  wave  aside  the  fact  that  the  credit  banks  had  interest- 
free  use  of  this  capital  over  the  years.  That  was  a  factor  in  building 
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up  the  surplus.  But  we  do  point  out  just  as  you  have,  that  the  credit 
banks  were  operated  in  a  manner  which  would  build  up  their  own 
capital  structure  and  add  to  these  reserves. 

The  alternative  to  that  would  have  been  to  have  charged  a  lower 
discount  rate  that  would  just  pay  their  operating  costs,  and  to  have 
drawn  upon  the  revolving  fund,  for  which  provision  has  been  made 
since  1934,  for  the  additional  capital  that  was  needed  to  support  their 

loan  volume.  _ 

At  the  present  time  only  $2^  million  of  the  $40  million  of  author¬ 
ized  capital  in  the  revolving  fund  has  been  drawn  out  and  invested 
in  any  of  the  credit  banks.  There  are  three  of  them  that  presently  are 
using  this  small  amount  of  that  capital.  It  has  been  a  good  many  years 
since  a  significant  amount  of  that  revolving  fund  has  been  invested  m 
the  credit  banks.  An  alternative  would  have  been  to  have  all  of  that 
$40  million  in  the  credit  banks  down  through  this  period  to  support 
their  loan  volume,  and  to  reduce  the  discount  rate  charged  so  that  the 
PCA’s  could  charge  lower  interest  rates  to  farmers. 

There  is  not  any  question  but  that  the  farmers  who  are  members  of 
this  system,  through  the  PCA’s  and  through  the  OFI’s,  have  contrib¬ 
uted  to  that  surplus. 

Senator  Holland.  That  is  the  only  point  that  bothers  me.  1  o  what 
extent  have  the  OFI’s  contributed  to  the  building  up  of  the  surplus? 
Mr.  Tootell.  Well,  as  near  as  we  can  determine,  sir ;  to  something 

like  20  percent  of  it.  . 

Senator  Holland.  You  see  that  factor  comes  into  this  picture  which 
was  not  found  in  the  Federal  land  banks. 

Mr.  Tootell.  That  is  right. 

Senator  Holland.  And  was  not  found  in  the  intermediate  credit 
banks. 

Mr.  Tootell.  The  banks  for  co-ops. 

Senator  Holland.  I  mean  the  banks  for  co-ops.  And  that  one  fac¬ 
tor  differentiates  this  operation  from  the  operations  of  the  land  banks 
and  the  banks  for  co-ops. 

Mr.  Tootell.  Yes ;  it  does.  Well  now  I  would  like,  in  attempting 
to  answer  this,  to  go  back  and  tie  in  with  the  bit  of  history  that  I  built 
up  on  the  first  10  years  of  operation  of  the  intermediate  credit  banks. 
I  wish  to  reiterate  that  their  operation  was  in  many  ways  a  failure 
for  the  first  10  years,  because  they  failed  to  reach  more  than  just  a 
small  handful  of  the  farmers  who  needed  that  kind  of  financing. 

Since  1933  this  production  credit  system,  this  cooperative  produc¬ 
tion  credit  system  that  Congress  provided,  is  the  one  that  made  it  pos¬ 
sible  for  the  OFI’s  to  continue  to  have  a  place  where  they  could  dis¬ 
count  their  paper  to  advantage. 

Had  it  not  been  for  the  great  volume  of  business  which  the  PGA  s 
built  up  and  contributed  to  the  credit  banks,  there  either  would  have 
been  no  credit  banks  or  their  overhead  would  have  been  such  that  the 
OFI's  would  have  had  to  pay  a  lot  more  money  to  rediscount  their 

paper.  ( 

And  we  feel  that  in  a  large  sense  the  PCA’s  have  been  holding  the 
umbrella  over  the  OFI’s  since  1933,  and  that  in  this  legislation,  by 
continuing  to  make  every  service  that  the  OFI’s  have  had  from  the 
credit  banks  available  to  them  for  the  future,  plus  some  more  that 
I  would  mention  later  on  when  I  get  to  this  particular  part  of  it, 
that  their  interests  are  being  very  amply  taken  care  of. 
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Senator  Mundt.  To  switch  from  the  field  of  the  academic  to  the 
field  of  the  actual,  isn’t  it  true  that  the  only  way  that  the  Government 
would  ever  get  any  money  into  its  Treasury  from  the  first  amendment 
recommended  by  the  Bureau  of  the  Budget,  would  be  not  only  when 
the  bank  was  dissolved,  but  it  would  have  to  be  dissolved  in  an  era  of 
plenty  and  solvency. 

If  it  was  dissolved  in  an  era  of  insolvency,  it  would  not  get  any 
money  anyhow.  There  would  not  be  any  surplus. 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  And  it  is  very  unlikely  that  in  an  era  of  plenty  and 
surplus  when  it  is  operating  satisfactorily,  that  it  is  ever  going  to  be 
dissolved,  because  there  is  always  going  to  be  a  need  for  this  kind  of 
credit  ? 

Mr.  Tootell.  That  is  definitely  our  belief. 

Senator  Mundt.  I  wish  you  would  comment  a  little  bit  on  the  sec¬ 
ond  criticism,  before  we  have  to  adjourn.  That  to  me  has  more  ap¬ 
peal,  and  that  is  that  you  should  be  subject  to  the  audit  of  the  Gov¬ 
ernment  as  long  as  the  Government  has  funds  invested  in  the  operation. 

Mr.  Tooteee.  Well,  you  are  speaking  now  of  objection  No.  2. 

Senator  Mundt.  That  is  right. 

Mr.  Tooteel.  Which  the  Bureau  of  the  Budget  took  on  this  legis¬ 
lation  ? 

Senator  Mundt.  That  is  right. 

Mr.  Tootell.  Yes.  The  Federal  land  bank,  so  long  as  it  was  a 
mixed  ownership  institution  and  had  Government  capital  invested 
in  it,  and  the  banks  for  co-ops  which  had  been  mixed  ownership  in¬ 
stitutions  for  a  good  many  years,  were  subject  to  the  audit  provisions 
of  the  Corporation  Control  Act. 

The  Federal  land  banks  after  retiring  the  last  of  their  Government 
capital,  became  exempt  even  from  the  audit  provisions  of  the  Govern¬ 
ment  Corporation  Control  Act.  The  co-op  banks  which  are  mixed 
ownership  institutions  are  still  under  the  audit  provisions.  They  are, 
however,  exempt  from  the  budget  provisions  of  the  Corporation  Con¬ 
trol  Act. 

Now,  the  intermediate  credit  banks  and  the  production  credit  cor¬ 
porations,  being  wholly  Government-owned  institutions,  have  been 
subject  to  both  the  audit  and  budget  provisions  of  the  Corporation 
Control  Act. 

.  Under  the  Board’s  view,  as  soon  as  the  production  credit  associa¬ 
tions  make  their  initial  investment  in  the  credit  banks — and  I  was 
just  at  that  point  in  my  testimony  here  as  to  how  they  would  do  it— 
then  immediately  the  credit  banks  would  become  mixed  ownership  in¬ 
stitutions  and  they  would  no  longer  be  subject  to  the  budget  provisions 
of  the  Corporation  Control  Act.  They  would,  however,  continue  to 
be  subject  to  the  audit  provisions  so  long  as  there  was  any  Govern¬ 
ment  capital  involved. 

Now  the  position  of  the  Bureau  of  the  Budget  is  that  until  the  last 
dollar  of  Government  capital  is  retired  the  credit  banks  should  be 
subject  to  the  budget  provisions  as  well  as  the  audit  provisions  of  the 
Corporation  Control  Act.  Each  year  the  district  boards  of  directors 
and  the  officers  of  the  credit  banks  would  draw  up  budgets  and  submit 
them  to  our  office.  We  would  combine  the  budgets  of  all  12  districts 
and  perhaps  suggest  changes  here  and  there  but  probably  not. 
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Then,  as  now,  we  would  have  to  go  over  to  the  Bureau  of  the  Budget 
and  get  their  approval,  and  then  we  would  have  to  go  before  appro¬ 
priations  subcommittees  of  both  Houses  of  Congress  in  order  to  get 
their  permission  for  the  administrative  budget  for  this  new  institution. 

It  is  the  belief  of  our  Board  that  this  should  not  have  to  apply  to  a 
mixed-ownership  institution;  that  the  act  should  be  specifically 
amended  to  exempt  the  credit  banks  from  the  budget  provisions  of 
the  Corporation  Control  Act.  We  believe  that  is  in  keeping  with  the 
spirit  of  the  act  of  1953  in  this  matter  of  more  control  along  with 
greater  farmer  ownership  of  these  institutions. 

You  see,  no  Federal  appropriation  is  involved.  It  is  simply  an 
authorization  for  these  institutions  to  use  their  own  funds  for  admin¬ 
istrative  purposes.  That  is  what  is  involved  in  their  so-called  budgets. 
And  I  would  like  to  get  into  the  record  a  further  statement  concern¬ 
ing  the  budget  of  the  Washington  office,  our  supervisory  agency  here. 
A  while  ago" I  stated  thaUts  budget  is  $2,230,000.  This  is  not  money 
which  Congress  appropriates  from  tax  funds.  It  is  simply  an  au¬ 
thorization  the  Congress  gives  us  to  spend  money  which  we  assess 
against  the  district  institutions  to  pay  our  cost  of  operation.  _ 

I  believe  not  since  the  early  forties,  lias  the  Farm  Credit  Adminis¬ 
tration  gotten  an  appropriation  of  tax  moneys  from  the  Congress, 
except  for  the  co-op  research  and  service  division  that  remained  m 
Agriculture  in  1953  when  Farm  Credit  became  an  independent  agency 

again.  .  ,  . 

Senator  Mundt.  What  is  the  total  amount  of  obligation  that  this 
bank  has  to  the  Government  which  is  ultimately  to  be  repaid  ? 

Mr.  Tootell.  About  $86  million  would  be  the  total  of  the  capital 
from  both  the  credit  bank  and  the  corporation. 

Senator  Mundt.  And  about  how  long  a  time  in  years  do  you  expect 
before  that  is  repaid? 

Mr.  Tootell.  That  will  vary,  Senator,  as  between  the  several  dis¬ 
tricts.  We  believe  that  under  reasonably  satisfactory  conditions  m 
agriculture,  there  are  perhaps  2  or  3  districts  that  might  pay  out  in  as 

short  a  time  as  10  years.  .  ,  ,. 

We  believe  that  20  years  would  be  rather  typical,  and  we  believe 
that  there  are  2  or  3  districts  in  which  the  volume  of  business  is  rather 
low  that  it  could  take  closer  to  40  years. 

Senator  Mtjndt.  Under  the  assumption  that  this  operation  should 
fall  into  the  hands  of  bad  management  5  years  or  10  years  hence,  if 
we  waived  this  second  objection  that  the  Bureau  of  the  Budget  makes, 
what  recourse  or  what  authority  would  Congress  have  to  correct  a 

bad  situation?  ,  ,  ,  » 

Mr.  Tootell.  Well,  Senator  Mundt,  we  believe  that  we  have  defense 

in  depth  against  such  a  situation. 

In  the  first  place,  the  immediate  responsibility  on  that  rests  with  the 
officers  of  this  merged  intermediate  credit  bank  in  each  district.  1  hey 
are  the  employees  of  the  district  board,  and  I  have  explained  the 
makeup  of  that  board.  We  would  expect  that  the  officers  and  the 
district  board  would  be  watching  pretty  closely  what  was  happening. 

Then  all  of  these  district  institutions,  whether  they  have  Govern¬ 
ment  capital  in  them  or  not,  are  subject  to  at  least  an  annual  examina¬ 
tion  by  our  office  as  the  supervising  agency.  As  a  matter  ot  tact, 
about  a  third  of  our  total  personnel  are  examiners,  and  they  are  con¬ 
stantly  examining  these  various  units  and  auditing  them. 
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Furthermore  the  members  of  the  Federal  Farm  Credit  Board  are  in 
touch  with  the  situation  in  their  respective  districts.  They  appraise 
the  management  job  currently,  and  if  anything  was  very  flagrant,  it 
would  probably  come  to  their  attention. 

Through  our  supervisory  and  examination  functions,  men  like  Mr. 
Miles  here,  who  heads  up  the  short-term  credit  service  and  who  is  in 
addition  a  deputy  governor,  would  be  conferring  perhaps  two  or  three 
times  a  year  with  the  officers  of  these  district  credit  banks.  Others 
from  his  staff  also  would  be  in  contact  with  them.  Under  these  cir¬ 
cumstances  we  just  do  not  believe  that  bad  management  can  go  on 
undetected.  As  evidence  we  would  cite  the  history  of  the  farm  credit 
institutions.  There  has  been  no  scandal  in  farm  credit  in  the  40  years 
of  its  existence — since  land  banks  were  first  created. 

We  think  in  large  part  that  the  effective  examination  program  and 
effective  supervision,  we  hope  without  dictation,  largely  accounts  for 
that  record. 

Senator  Mundt.  Let  me  ask  you  in  the  unhappy  event  that  your 
examiners  in  your  Washington  office  discovered  a  bid  fiscal  practice, 
do  you  have  all  the  authority  to  correct  it  that  would  now  exist  under 
the  procedure  whereby  the  Bureau  of  the  Budget  and  Congress  are 
both  in  the  picture? 

Mr.  Tootell.  Yes,  we  feel  we  do. 

Senator  Mundt.  You  think  you  do? 

Do  you  want,  while  we  are  on  this  matter  of  objections  of  the  Bureau 
of  the  Budget,  to  cover  the  third  point? 

Senator  Holland.  I  think  that  might  be  well. 

Mr.  Tootell.  That  has  to  do  with  the  matter  of  revolving  funds. 
At  the  present  time  the  revolving  fund  in  the  production  credit  system 
is  $90  million.  Last  year  at  the  time  the  Federal  Board  was  prepar¬ 
ing  short-term  legislation  for  the  Congress,  we  counseled  with  the 
officers  of  production  credit  corporations  in  the  districts  and  with  the 
district  boards  and  the  conclusion  was  reached  that  a  $60  million  re¬ 
volving  fund  would  be  adequate. 

We  were  asked  by  the  Bureau  of  the  Budget  at  that  time  to  state 
what  we  felt  was  a  reasonable  figure,  and  we  agreed  with  them  on  the 
$60  million. 

That  would  make  possible  a  $30  million  decrease  from  the  present 
production  credit  i-evolving  fund. 

Now,  in  the  intermediate  credit  bank  system  there  has  been  since 
1934  a  revolving  fund  of  $40  million.  The  capital  stock,  you  will  re¬ 
call.  is  $60  million.  The  Board's  proposal  is  that  as  the  $60  million 
of  Government  capital  is  retired  all  of  it  go  into  this  revolving  fund 
account  rather  than  into  the  general  funds  of  the  Treasury,  making 
for  the  intermediate  credit  banks  eventually  a  $100  million  revolving 
fund,  and  reducing  the  production  credit  revolving  fund  to  $60  million. 

Now,  item  No.  3  or  exception  No.  3  that  the  Bureau  of  the  Budget 
made  was  this:  They  felt  that  the  revolving  funds  of  the  new  merged 
institution  should  not  exceed  the  present  revolving  funds.  The  pres¬ 
ent  revolving  funds  are  $90  million  for  production  credit  and  $40 
million  for  intermediate  credit,  or  $130  million. 

So  they  ask  that  the  combined  revolving  funds  be  limited  to  $130 
million,  and  said  they  did  not  care  how  those  might  be  allocated  as 
between  the  two  institutions,  whether  it  be  $60  million  available  for 
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production  credit  associations  and  $70  million  to  the  credit  banks,  or 
some  other  way.  They  even  said  if  we  wanted  to  propose  legislation 
which  would  consolidate  the  2  revolving  funds  and  give  them  a  total 
of  $180  million,  that  would  be  all  right. 

The  Board  has  taken  the  position  that  all  of  the  $160  million  is 
presently  in  the  System,  so  it  was  not  asking  for  a  revolving  fund  that 
would  exceed  in  total  the  amount  of  Government  capital  presently  in 
the  System  or  involved  in  present  revolving  funds. 

Of  course,  a  revolving  fund,  even  though  it  is  a  contingent  liability 
of  the  Government  of  the  United  States,  does  not  sterilize  that  much 
money.  It  simply  is  an  earmarked  credit  or  a  demand  deposit,  if  you 
will. 

Of  course,  the  Bureau  of  the  Budget  understandably  is  undertaking 
to  reduce  contingent  liabilities  as  well  as  actual  outstanding  obliga¬ 
tions. 

Senator  Mttndt.  What  would  happen  to  that  other  $30  million  un¬ 
der  the  Bureau’s  recommendation? 

Would  that  go  into  the  general  Treasury  of  the  United  States? 

Mr.  Tootell.  Yes ;  it  would.  Under  the  present  wording  of  Senate 
bill  3550  the  first  money  retired — the  first  of  the  present  credit  bank 
capital  that  would  be  retired— would  go  into  the  Treasury. 

Is  that  not  right?  Yes;  and  it  all  goes  there  and  stays  there,  plus 
another  $30  million  revolving  fund  that  would  be  canceled. 

I  am  talking  about  the  $60  million  credit  bank  capital. 

The  Budget  Bureau’s  proposal  would  be  that  the  first  $30  million 
of  that  go  to  the  Treasury  and  the  last  $30  million  to  the  revolving 
fund. 

Mr.  Bagwell.  That  is  right. 

Mr.  Tootell.  So  it  would  be  a  good  many  years  hence  before  there 
would  be  an  opportunity  to  increase  the  credit  bank  revolving  fund 
above  its  present  $40  million.  The  Board  has  taken  the  position  that 
it  cannot  foresee  what  the  demands  are  going  to  be  upon  the  credit 
banks,  and  it  was  not  asking  for  an  amount  that  was  beyond  funds 
already  obligated  in  the  farm  credit  system. 

Those  are  the  three  exceptions  which  the  Bureau  of  the  Budget 
took  to  the  Board’s  proposal. 

Senator  Holland.  Well,  I  can  see  a  real  case  for  insisting  that  the 
reserves  and  surpluses  shall  belong  to  those  who  have  used  the  facilities, 
but  I  do  not  see  that  strong  a  case  as  to  this  fund  that  you  have  been 
talking  about,  the  revolving  fund  that  has  always  belonged  to  the 
Federal  Government. 

Mr.  Tootell.  And  would  continue  to,  sir.  All  the  Board  is  pro¬ 
posing  is  that  this  demand  deposit  which  the  I  arm  Credit  Admin¬ 
istration  could  call  upon  in  case  of  need  in  the  credit  banks  or  the 
production  credit  associations  would  remain  so,  and  the  Budget  Bu¬ 
reau  has  no  objection  at  all  to  there  being  these  2  revolving  funds, 
but  simply  believes  that  the  ceiling  on  them  should  be  $130  million 
instead  of  $160  million  as  proposed  by  the  Board. 

Senator  Holland.  And  it  should  always  be  regarded  as  T  ederal 

money?  . 

Mr.  Tootell.  Oh,  yes,  it  would  be ;  that  is  right. 

Now  let  me  just  say  a  further  word  about  thse  revolving  funds. 
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This  $60  million  which  under  the  Board’s  program  would  be  avail¬ 
able  to  the  production  credit  associations  would  be  used  to  recapitalize 
associations  that  found  themselves  in  1  of  2  situations.  One,  a  rapid 
increase  in  their  volume  of  business,  and  a  need  for  more  capital  for 
ratio  purposes ;  second,  a  tight  financial  condition  which  might  come 
about  through  prolonged  drought  or  prolonged  economic  emergency 
that  would  weaken  their  financial  structure. 

And  we  have  had  each  of  those  2  situations  with  3  associations  in 
thet  last  2  years.  Three  associations  in  the  State  of  Maine,  due  to  low 
potato  prices  the  year  before  last,  asked  to  have  a  resubscription  of 
capital.  Those  were  associations  that  had  paid  off  all  of  their  Gov¬ 
ernment  capital,  and  we  did  resubscribe  to  some  capital  in  them. 

Then  there  were  3  production  credit  associations  in  the  State  of 
Texas  that  were  in  tough  straits  primarily  as  a  result  of  prolonged 
drought  that  2  years  ago  had  capital  added  to  them. 

Senator  Mundt.  What  rate  of  interest  does  the  bank  pay  on  that 
$130  million? 

Mr.  Tootell.  Not  a  thing. 

Senator  Mundt.  No  interest? 

Mr.  Tootell.  No,  sir. 

Senator  Mundt.  That  is  just  a  contribution  by  the  Federal  Gov¬ 
ernment  ? 

Mr.  Tootell.  That  is  right.  You  see,  we  would  hope  that  after  the 
Government  capital  was  retired  from  the  system  there  would  not  ever 
have  to  be  a  dollar  of  that  $130  million  brought  back  in  and  used. 

It  would  only  be  in  the  case  of  adversity  or  in  case  of  a  rapid  buildup 
of  business  on  the  part  of  an  association  or  of  a  credit  bank  that  there 
would  be  need  to  draw  on  that  revolving  fund. 

Senator  Mundt.  Would  it  be  good  economics,  would  it  be  feasible, 
to  make  those  advancements  such  as  to  the  potato  raisers  of  Maine 
and  the  cattlemen  of  Texas  out  of  your  surplus? 

Senator  Holland.  It  is  the  opposite  of  surplus.  It  is  additional 
investment  by  the  Government;  not  surplus  that  has  been  earned  by 
the  operation,  but  it  is  an  addition  to  the  capital  structure. 

Senator  Mundt.  I  was  raising  the  question  whether  they  could  make 
those  advancements  to  the  local  groups  out  of  the  surplus  they  have 
accumulated  rather  than  drawing  on  the  demand  account  of  the 
Government. 

Senator  Holland.  I  notice  it  is  12 :  30  now.  How  much  longer  do 
you  think  it  will  take  you  to  complete? 

Air.  Tootell.  That  will  depend  on  the  number  of  questions,  Senator 
Holland.  I  would  try  very  hard  to  finish  in  30  to  40  minutes. 

Senator  Holland.  What  I  suggest  is  now  that  we  recess,  if  it  is 
agreeable  to  you,  Senator  Mundt,  until  2  o’clock.  That  will  give  us 
a  chance  to  go  to  the  floor,  and  also  have  our  lunch. 

Will  that  be  all  right? 

Senator  Mundt.  I  would  like  an  answer  to  the  pending  question. 

Senator  Holland.  Oh,  surely;  go  ahead. 

Mr.  Tootell.  Well,  you  asked  about  the  feasibility  of  using  the 
surplus  of  this  merged  institution,  the  intermediate  credit  bank,  to 
subscribe  to  the  capital  of  PCA’s  that  might  be  in  need  of  additional 
capital. 

Senator  Holland.  Under  the  circumstances  you  listed,  those  two 
examples  ? 
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Mr  Tootell.  Well,  if  that  were  clone,  of  course,  the  law  would  have 
to  be  changed  to  permit  it.  It  might  very  conceivably  reduce  the 
capital  structure  of  the  intermediate  credit  banks  to  a  point  where  they 
could  not  adequately  margin  their  loans,  and  it  might  impair  their 

ability  to  lend  to  other  associations.  .  ,  . 

It  would  have,  in  addition,  this  effect :  It  would  reduce  their  earn¬ 
ing  power  because  they  have  this  surplus  presently  invested,  probably 
in  Government  bonds,  and  it  would  mean  that  they  would  have  to 
increase  the  discount  rate  that  they  charged  all  their  borrowers  m 
order  to  have  those  surplus  funds  to  invest  m  a  few  selected  associa¬ 
tions.  And  so,  I  would  think,  Senator  Mundt,  that  would  not  be  a 

feasible  method.  .  ,  ,  , 

Now,  related  to  this  and  the  cost  of  money  you  asked  about. 

The  production  credit  associations  which  have  had  anywhere  from 
$90  million  down  to  the  present  $2.2  million  of  Government  capital 
invested  in  them  have  never  made  a  return  on  that  money  to  the 

The1  Intermediate  credit  banks,  which  have  had  $60  million  of  Gov¬ 
ernment  capital  and  at  times  in  the  past  some  substantial  amounts  of 
paid-in  surplus,  have,  however,  paid  a  franchise  tax,  and  the  sum 
total  of  the  franchise  tax  over  the  years  has  been  somewhere  between 
$9  million  and  $10  million.  That  amount  the  intermediate  credit 
banks  have  returned  to  the  Treasury  and  it  can  be  construed  as  a  return 

on  the  Government  money  invested  in  them. 

And,  by  the  way,  the  franchise  tax  would  continue  under  our  pro- 

P°SenatorSHoLLAND.  So  long  as  there  was  Federal  investment  there? 

Mr.  Tootell.  That  is  right.  1  . 

Senator  Mundt.  I  was  just  trying  to  determine  whether  you  envi¬ 
sioned  a  time  when  this  operation  became  strictly  a  farmer-owned 
and  farmer-operated  function  divorced  from  drawing  accounts  on  the 
Government  and  interest-free  money,  or  whether  it  was  just  a  farm  - 
owned  and  farmer-operated  institution  which  still  relies  upon  interest- 
free  money  and  Government  support,  because  it  seems  to  me  that  has 
a  bearing  on  whether  or  not  there  should  be  Government  audits  and 
Budget  Bureau  operations  and  congressional  review. 

Certainly  if  it  is  strictly  a  farmer-owned  and  farmer-operated  pi  ej¬ 
ect  the  Government  has  no  responsibility  and  need  exercise  no  author¬ 
ity  or  supervision  of  any  kind  because  it  has  no  responsibility. 

Mr.  Tootell.  Senator  Mundt,  I  will  cite  the  experience  with  the 
Federal  land  banks.  The  Federal  land  banks  had  a  sizable  revolving 
fund  and  certainly  in  the  1930’s  had  to  call  upon  that  to  a  great  degree 
to  permit  them  to  go  ahead  and  do  the  job  of  refinancing  they  did  m 

that  period  of  farm  distress.  ,  •,  i  •  i 

After  the  Federal  land  banks  got  all  the  Government  capital  paid 
out  and  in  the  meantime  built  up  substantial  reserves  and  surpluses, 
some  years  ago  they  requested  legislation  which  would  take  away  tl  e 

revolving  fund,  and  there  is  none  any  moi  e.  .  j 

We  would  hope  that  the  time  would  come,  you  see,  when  this  mm^ed 
institution  might  be  in  such  financial  condition  that  it  also  could  asl 

for  legislation  which  would  remove  the  revolving  fund. 

Of  course  these  institutions  will  continue  to  be  federally  chartered 
institutions  even  after  the  Government  capital  is  paid  out. 
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And  as  lias  been  construed  today,  they  always  will  be  somewhat 
vested  with  a  public  interest  and  will  be  subject  to  certain  supervision 
by  the  Farm  Credit  Administration,  which  is  the  agency  Congress  has 
provided  for  doing  that. 

Senator  Holland.  We  will  stand  in  recess  until  2  o’clock. 

(Whereupon,  at  12 :35  p.  m.,  the  committee  was  recessed,  to  recon¬ 
vene  at  2  p.  m.  of  the  same  day.) 

AFTERNOON  SESSION 

Senator  Holland.  The  subcommittee  will  come  to  order. 

Governor  Tootell,  you  will  resume  your  testimony,  please. 

Mr.  Tootell.  I  would  like  to  request,  if  you  would  be  willing,  that 
Mr.  Abner  Larson  be  given  a  spot  at  this  time.  He  has  a  plane  to 
make  and  I  believe  he  has  to  leave  here  at  2 :  30  to  make  his  plane  con¬ 
nection. 

Senator  Holland.  All  right,  Mr.  Larson. 

STATEMENT  0E  ABNER  B.  LARSON,  SECRETARY-TREASURER,  MAN- 

DAN  PRODUCTION  CREDIT  ASSOCIATION,  MANDAN,  N.  DAK. 

Mr.  Larson.  Mr.  Chairman  and  members  of  this  committee,  my 
name  is  Abner  B.  Larson.  I  am  secretary-treasurer  of  the  Mandan 
Production  Credit  Association,  Mandan,  N.  Dak.  I  represent  the 
North  Dakota  and  the  Minnesota  associations  for  production  credit. 

I  am  secretary-treasurer  of  the  Mandan  Production  Credit  Asso¬ 
ciation,  which  has  some  1,300  members.  We  did  a  volume  last  year  of 
some  $5,300,000.  We  have  $3,600,000  in  volume  outstanding  at  the 
present  time. 

We  have  about  1,000  members  using  our  services.  We  have  $290,000 
in  capital,  with  reserves  amounting  to  approximately  $400,000. 

You  will  perhaps  remember,  Senator  Holland,  that  I  appeared  here 
a  year  ago  in  opposition  to  section  201  of  the  Farm  Credit  Act  of  1955. 

Senator  Holland.  I  recall  that;  yes,  sir. 

Mr.  Larson.  We  felt  that  there  had  not  been  enough  study  given 
to  the  bill  at  that  time.  The  group  of  us  that  appeared  before  your 
committee  requested  that  the  legislation  again  be  brought  out  to  the 
country  and  that  the  farmers  be  given  an  opportunity  to  further  study 
this  plan.  And  we  then  agreed  that  we  would  try  and  come  back  here 
with  a  bill  that  would  meet  the  approval  of  most  of  the  farmers  of 
this  country. 

We  are  back  here  now,  after  having  2  of  those  meetings  in  the  St. 
Paul  district;  and  I  understand  2  meetings  were  held  in  all  of  the 
other  districts. 

I  want  to  say  that  I  believe  the  meetings  that  were  held  in  St.  Paul 
were  very  beneficial,  and  much  good  came  out  of  them. 

We  have  given  considerable  thought  to  the  proposed  legislation  and, 
in  general,  I  believe  we  should  go  along  with  it,  hoping  to  improve  it 
later  after  we  have  accomplished  the  first  step  in  this  merger. 

Although  I  personally  feel  that  this  bill  should  incorporate  feat¬ 
ures  which  are  not  now  incorporated  in  the  proposed  legislation, 
we  certainly  do  not  want  to  be  likened  to  the  beleaguering  general 
who  insists  on  storming  the  citadel  before  we  gain  the  outpost.  We 
feel  that  this  bill  is  capturing  the  main  outpost. 
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And  for  the  record,  at  least,  I  am  herewith  listing  features  that 

1  believe  should  be  eventually  enacted  into  law  for  the  good  of  the 

system.  . 

I  believe  separate  boards  eventually  are  a  necessity.  The  harm 
Credit  Act  of  1953  reads,  in  part,  as  follows : 

It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  to  facilitate 
increased  borrower  participation  in  the  management,  control,  and  ultimate 
ownership  of  the  permanent  system  of  agricultural  credit  made  available 
through  institutions  operating  under  the  supervision  of  the  Farm  Credit  Ad¬ 
ministration. 

To  the  extent  that  the  present  bill  fails  to  provide  increased  bor¬ 
rower  participation  in  progressive  control,  with  ownership  of  the 
institution  that  we  are  expected  to  purchase,  it  fails  to  carry  out  the 
declared  policy  of  the  Congress.  I  do  not  consider  that  the  present 

2  PCA  elected  members  on  the  district  farm  credit  board  of  7  men 
will  provide  the  production  credit  associations  with  adequate  means 
of  controlling  the  Federal  Intermediate  Credit  Bank  if  we  purchase 
it. 

The  argument  in  favor  of  the  present  setup  has  been  that  the  7 
men  on  the  district  board  are  equally  interested  in  all  3  branches. 
This  has  never  been  questioned,  but  we  do  question  that  they  are  close 
enough  to  each  institution  to  do  the  job  that  should  be  done. 

I  believe  that  separate  boards  will  stimulate  the  growth  of  the 
system  by  increase  in  volume  which  in  the  final  analysis  is  the  ulti¬ 
mate  goal  of  everyone. 

It  is  my  further  belief  that  the  advisory  committee  should  be  in¬ 
cluded  into  a  larger  board.  The  reason  that  it  has  no  authority  of  any 
kind  at  present  and  the  only  way  to  strengthen  this  committee  is 
to  give  some  authority  and  set  out  in  the  last  such  duties  and  powers. 

Although  we  believe  the  foregoing  suggestions  should  be  enacted 
into  law  in  the  future,  that  is  not  going  to  stop  us  from  uniting  be¬ 
hind  this  bill  as  we  feel  it  is  a  big  step  in  the  right  direction. 

We  will  do  all  within  our  power  to  support  the  present  legislation 
and  hope  that  in  the  not  too  distant  future  legislation  incorporating 
the  above  ideas  will  also  be  enacted  into  law,  but  for  the  time  being 
let  us  do  first  things  first. 

Now,  I  would  like  to  refer  particularly  to  Senate  bill  3564,  and  this 
is  the  only  little  change,  Mr.  Chairman,  that  we  are  suggesting. 

And  I  am  referring  to  Senate  bill  3564,  and  I  quote  lines  8  through 
11  on  page  8 : 

After  all  class  A  stock  has  been  retired,  the  bank  may  retire  class  B  stock 
at  par  and  participation  certificates  at  face  amount  under  policies  established 
by  the  Farm  Credit  Bureau  Admnistration. 

Senator  Holland.  What  page  again? 

Mr.  Larson.  Page  8,  and  lines  8  through  11. 

Senator  Holland.  All  right. 

Mr.  Larson.  The  intent  of  this  clause,  I  am  sure,  is  to  give  the 
Administration  authority  to  make  adjustments  when  an  association 
owns  stock  out  of  proportion  and  I  think  this  authority  is  sound. 

However,  suppose  someone  in  authority  wanted  to  eliminate  all 
grassroots  ownership  in  this  source  of  agricultural  credit,  and  with 
this  authority  retired  all  class  B  stock  owned  by  all  associations,  he 
could  then  eliminate  our  ownership  after  we  had  paid  for  it  and  then 
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exercise  jurisdiction  over  the  bank  with  all  of  the  surplus  that  had 
been  accumulated.  This  could  be  corrected,  I  believe,  by  inserting  one 
sentence : 

In  no  case,  shall  all  of  the  class  B  stock  owned  by  an  association  or  all  of 
the  participation  certificates  owned  by  other  lending  agencies  be  retired  without 
consent  of  said  association  or  other  lending  agencies. 

Now.  I  would  like  to  say  something  in  opposition  to  Senate  bill  3550 
which  I  understand  is  also  before  your  committee  here  today.  \\  e 
strongly  oppose  Senate  bill  3550.  And  I  again  refer  to  page  12,  lines 
22  through  25  of  Senate  bill  3550.  It  provides  for  the  Government 
to  keep  continuing  interest  in  part  of  the  surplus,  even  after  all  Gov¬ 
ernment  capital  has  been  retired. 

This  is  contrary  to  principle  and  precedent.  The  banks  for  coorp- 
eratives  and  Federal  land  banks  have  been  permitted  to  keep  their 
surplus  without  governmental  interest  in  case  of  liquidation,  and  we 
see  no  reason  to  treat  us  differently. 

We  see  no  reason  to  keep  the  Federal  intermediate  credit  bank 
under  the  Corporation  Control  Act.  If  this  bill  is  passed  we  are  in 
effect  entering  into  a  contract  with  the  Government  to  buy  the  system 
and  we  do  not  think  it  is  necesary  for  the  Budget  Bureau  to  tell  us 
how  to  run  it. 

We  also  oppose  the  reduction  of  $30  million  in  the  involving  fund 
as  set  up  in  this  bill. 

I  understand  there  will  be  other  witnesses  that  will  cover  some  of 
the  matters  that  I  am  briefly  going  to  oppose  and  I  am  not  going  to 
take  very  much  time.  But  I  want  this  to  go  into  the  record. 

We  oppose  the  American  Bankers  Associations’  stand  in  opposition 
to  the  associations’  retaining  the  surplus  in  both  the  bank  and  the 
corporation. 

I  think  that  will  be  covered  in  other  testimony,  and  in  testimony  that 
I  gave  a  year  ago,  if  anyone  wants  to  refer  to  it.  It  will  denote  the 
stand  that  we  took  at  that  time.  So  I  will  not  go  into  that  and  take  up 
any  other  witness’  time  now. 

I  want  to  say  just  a  few  words  in  connection  with  the  OFI.  As  a 
secretary  of  a  production  credit  association  I  feel  that  under  this  bill 
the  OFI  is  receiving  very  fair  treatment.  And  I  feel  that  if  they 
should  become  partners  with  the  production  credit  system  they  should 
also  come  under  the  same  rules  and  regulations  that  production  credit 
associations  operate. 

We  feel  that  the  provision  in  this  law  that  permits  direct  borrowing 
for  the  OFI’s  is  quite  a  step  forward  for  OFI’s,  and  the  other  provi¬ 
sions  of  the  act.  Again  I  want  to  reiterate  that  I  believe  they  are 
receiving  very  fair  treatment. 

I  want  to  make  it  perfectly  clear  this  time  that  the  group  as  far  as 
I  can  find  out  that  opposed  the  bill  a  year  ago,  are  just  as  strongly  in 
favor  of  this  bill  as  we  were  violently  opposed  to  the  measure  a  year 
ago. 

And  we  hope  that  your  committee  will  act  favorably  and  act  as  soon 
as  possible. 

There  was  one  other  thing  that  will  probably  come  up  also  after 
I  have  gone  and  it  did  in  the  House,  and  that  is,  regarding  whether 
or  not  a  secretary-treasurer  of  a  production  credit  association  should 
serve  on  district  boards.  This  law  does  not  provide  for  a  production 
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credit  association  secretary-treasurer  to  serve  on  the  board  of  directors 
of  a  district. 

And  I  think  that  is  very  wise.  I  do  not  believe  that  the  manage¬ 
ment  should  sit  on  the  board  of  a  production  credit  association  or  be 
a  director  on  the  district  level.  This  institution  and  the  intent  of  this 
law  is  to  put  the  control  and  ownership  in  the  hands  of  the  farmer- 
owners  and  for  that  reason  I  think  that  the  control  and  ownership 
being  in  the  hands  of  the  farmer-owners  that  the  directorships  and 
the  policymaking  should  be  in  the  hands  of  the  directors,  not  the 
secretaries. 

I  want  to  take  this  opportunity  of  thanking  this  committee  most 
kindly  for  giving  me  this  opportunity  to  appear  here  today. 

Senator  Holland.  We  are  glad  to  have  you,  Mr.  Larson,  and  glad 
to  have  your  testimony. 

Mr.  Larson.  Thank  you. 

Senator  Holland.  Now,  I  have  one  other  name  that  has  been  fur¬ 
nished  as  the  name  of  a  gentleman  who  wants  to  get  away,  and  must 
get  away,  Mr.  Glen  Harris.  . 

Mr.  Glen  Harris.  I  would  like  to  complete  my  testimony,  Mr. 
Chairman,  a  little  before  4  o’clock.  I  have  sufficient  time,  if  you 
wish  to  complete  the  Governor’s  testimony  before  me,  I  think,  to  fol¬ 
low  him,  if  you  wish  to  do  it  that  way. 

Senator  Holland.  All  right. 

Mr.  Tootell,  we  will  hear  you  again,  sir. 

STATEMENT  OF  HON.  R.  B.  TOOTELL,  GOVERNOR,  FARM  CREDIT 
ADMINISTRATION— Resumed 


Mr.  Tootell.  Mr.  Chairman,  I  should  like  next  to  discuss  the  mat¬ 
ter  of  the  ownership  interests  under  the  Federal  Farm  Credit  Board 
proposal,  which  are  incorporated  in  S.  3564.  Under  section  102  of  this 
bill  there  would  be  a  provision  for  two  classes  of  stock,  class  A  stock 
which  would  be  issued  in  denominations  of  $100,  and  class  B  stock  in 
denominations  of  $5. 

The  class  A  stock  would  evidence  the  interest  of  the  Government 
so  long  as  capital  remains  in  the  system,  and  the  B  stock,  the  interests 
of  the  production  credit  assocations. 

Senator  Holland.  Which  section  are  you  addressing  yourself  to 


now  ? 

Mr.  Tootell.  Frankly,  sir,  I  had  not  been  following  the  bill— sec¬ 
tion  102,  page  4.  j-i. 

On  the  effective  date  of  this  legislation,  the  capital  of  the  credit 
banks  of  $60  million  would  be  transferred  to  the  Governor  of  the  Farm 
Credit  Administration,  and  he  would  be  authorized  to  reallocate  that 
capital  between  the  12  Farm  Credit  Districts. 

I  mentioned  this  morning  the  $5  million  of  capital  that  was  given 
to  each  of  the  12  banks  at  the  time  they  were  set  up. 

Well,  now,  experience  has  shown  that  their  volume  of  business 
varies  considerably.  Each  of  these  merged  institutions  would  have 
in  it  all  of  the  capital  transferred  from  the  Production  Credit  Cor¬ 
poration.  As  of  the  effective  date  of  the  Act,  each  would  have  all 
of  the  capital  of  the  Production  Credit  Corporation,  all  of  the  sur- 
plus  of  the  Production  Credit  Corporation,  all  of  the  surplus  of 
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the  credit  bank,  and  then  such  capital  of  the  credit  bank  as  was  neces¬ 
sary  to  give  that  district  intermediate  credit  bank  a  net  worth  which 
would  support  its  anticipated  loan  volume  in  a  ratio  of  6  to  1. 

In  other  words,  on  the  effective  date  of  this  act  each  of  these  dis¬ 
trict  institutions  would  be  started  off  even  in  the  matter  of  net  worth 
to  its  peak  indebtedness  during  the  last  5  years,  which  is  as  close  an 
approximation  as  we  can  make  now  to  what  the  loan  volume  will  be 
in  the  next  year  or  two. 

The  production  credit  associations  immediately  would  be  required 
to  subscribe  in  the  aggregate  for  the  United  States  to  an  amount  of 
capital  in  the  new  credit  bank  equal  to  15  percent  of  the  Government’s 
capital  in  the  merged  institution.  That  is,  a  combination  of  those  2 
is  about  $86  million.  The  subscription,  therefore,  would  be  about 
$13  million. 

This  subscription  would  be  allocated  to  each  district  and  to  each 
association  within  the  district  in  proportion  to  the  volume  of  busi¬ 
ness  which  it  had  done  with  the  credit  bank  on  an  average  during  the 
last  5  years.  It  would  be  something  just  a  little  bit  more  than  2  percent 
of  the  average  outstanding  volume  of  business  that  these  production 
credit  associations  have  had  with  the  credit  banks  during  the  last  5 
years. 

Within  60  days  each  production  credit  association  would  make  a 
downpayment  on  that  amounting  to  one-third  of  this  subscription. 
Then  within  another  year  it  would  make  a  second  one-third  payment, 
and  within  another  year  the  third  one-third  payment. 

So  that  in  just  a  little  more  than  2  years  after  the  effective  date  of 
the  act  this  subscription  to  class  B  stock  on  the  part  of  the  production 
credit  association  would  be  completed. 

The  class  B  stock  subscription  of  an  association  that  had  about 
$1  million  in  discounts  with  the  intermediate  credit  bank  for  that 
year  would  be  about  $20,000.  It  would  subscribe  to  $20,000  worth 
of  stock.  And  a  third  of  that,  or  $6,700,  would  be  payable  within  60 
days,  then  another  $6,700  within  a  year,  and  the  final  $6,700  within 
2  years. 

The  production  credit  association  having  about  $1  million  worth  of 
loans  and  discounts  with  the  credit  bank  would  have  probably  a  net 
worth  somewhere  between  $275,000  and  $300,000.  So  that  would 
mean  that  its  total  subscription  to  B  stock  would  be  equal  to  about 
7  percent  of  its  total  net  worth,  which  is  not  a  very  large  part  of  it. 
And  it  would  simply  be  changing  assets. 

The  production  credit  association  would  have  precisely  the  same 
net  worth  after  it  made  this  subscription  and  bought  this  stock  in  the 
credit  bank  as  it  had  before.  It  might  make  that  subscription  either 
out  of  cash  that  it  might  have  on  hand  or  it  might  sell  Government 
securities  in  order  to  get.  the  money  to  do  it,  but  in  any  event  it  would 
be  acquiring  an  asset  in  the  form  of  credit  bank  capital  to  replace  a 
cash  or  bond  asset  which  it  presently  has. 

The  bill  provides  that  the  retirement  of  Government  capital  after 
this  initial  subscription  by  the  production  credit  associations  would 
some  entirely  out  of  the  earnings  if  and  when - 

Senator  Holland.  It  would  not  come  out  of  surplus? 

Mr.  Tootell.  It  would  not.  They  would  have  net  earninjrs  only 
if  and  when  the  management  charged  a  discount  rate  that  had  in  it  a 
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spread  over  and  above  the  debenture  cost  and  other  costs  of  doing 

business  •  j 

In  a  time  like  this  when  agricultural  income  is  not  satisfactory  and 

particularly  along  with  that,  when  money  costs  are  very  high,  the 
plan  would  be  to  operate  these  credit  banks  at  ]ust  as  near  the  bi  el¬ 
even  point  as  it  would  be  possible  to  operate  and  to  keep  down  the 
interest  costs  to  the  farmers,  and  to  consciously  avoid  the  payment 

or  retirement  of  any  Government  capital. 

Then  in  times  when  interest  rates  were  more  favorable  and  the 
agricultural  income  situation  was  more  favorable,  the  credit  banks 
would  charge  a  higher  discount  rate,  and  accrue  net  earnings  from 

which  Government  capital  would  be  retired. 

And  this  bill  provides  that  each  year  after  the  setting  aside  of 
stipulated  reserves  and  the  payment  of  a  franchise  tax  at.  the  same 
rate,  25  percent,  as  at  present,  the  remaining  net  earnings  of  the 
credit  bank  would  be  allocated  to  the  users  in  proportion  to  the  use 

they  made  of  the  credit  bank.  »  t>  , 

The  allocation  to  the  PCA’s  would  be  m  the  form  of  B  stock,  the 
allocations  to  the  OFI’s  would  be  in  the  form  of  participation 

06  Government  capital  would  be— or  A  stock  would  be  retired  each 
year  in  an  amount  at  least  equal  to  the  sum  total  of  the  B  stock  and 
participation  certificates  issued  that  year  so  long  as  this  l-to-6  ratio 
of  assets  to  total  obligations  was  maintained.  . 

In  a  year  in  which  the  ratio  was  broader  than  that,  a  district  board 
might,  at  its  discretion,  use  some  of  the  net  earnings  to  further  bi 
reserves  rather  than  to  retire  Government  capital. 

We  believe  that  in  this  provision  for  retirement  of  Government 
canital  out  of  earnings,  we  have  one  of  the  very  strongest  features 
o/this  bill.  Our  board,  as  a  matter  of  fact,  would  be  quite  hesitant 
at  this  time  of  unsatisfactory  income  in  agriculture  to  propose  legis¬ 
lation  which would  involve  *a  fixed  rigid  schedule  of  payments  upon 

thButumder  this  plan,  aside  from  a  modest  down  payment,  the  PC  As 
would  retire  Government  capital  if,  as  and  when  conditions  wan  ante 
the  credit  banks  operating  in  a  manner  to  have  net  earnings. 

Over  the  last  10  years  the  average  discount  rate  of  the  credit  bains 
has  been  a  little  under  0.4  percent.  Our  estimates  of  the  rapidity 
with  which  the  district  banks  would  pay  out  are  predicated  on  the 
assumptioin  that  over  a  period  of  years  the  average  discount  rate 
would-be  about  0.5  percent  more  than  the  debejture  cost.  ^  °t 
words,  that  the  credit  banks  would  have  a  spread  of  half  of  1  percent 
as  against  the  average  of  0.37  percent  they  have  had  in  the  past 

10 Another  wav  of  getting  at  this,  even  if  we  assume  no  savings  m  the 
cost  of  operating  this  combined  institution,  m  comparison  with  the 
present  combined  budgets  of  the  credit  banks  and  the  corporations 
and  we  are  sure  that  the  district  institutions  can  shade  those  costs 
by  quite  a  little,  even  on  that  basis,  it  would  take  on  an  average  for 
the ^12  district  institutions  only  0.1  percent  interest  over  and  above 
the  investment  income  of  these  combined  institutions,  to  pay  their 

° 1 1  'do 1  noV'kno w  whether  I  make  that  point  clear.  So  we  might  take 
a  try  at  it  another  way . 
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This  merged  institution  will  have  its  surplus  and  certain  of  its 
capital  invested  in  Government  bonds.  With  the  earnings  from  that 
source  it  will  require  an  interest  spread  of  0.1  percent  on  loans  and 
discounts  to  pay  all  of  the  administrative  expenses  of  this  merged 
institution,  even  assuming  that  there  are  no  economies  made  as  a 
result  of  the  merger. 

We  are  satisfied  that,  on  the  basis  of  our  own  observations  and  on  the 
basis  of  the  recommendations  of  the  Arthur  Andersen  firm  that  I  re¬ 
ferred  to  this  morning,  savings  will  be  effected  which  will  make  it  pos¬ 
sible  on  an  average  for  the  12  district  institutions  to  break  even  without 
any  additional  interest  cost. 

\  ou  see,  with  an  additional  $39  million  of  capital  which  the  credit 
banks  will  get  from  the  corporations,  it  will  not  be  necessary  any  more 
at  least  for  some  years,  to  be  building  up  capital  structure  out  of  eara- 
mgs.  It  will  be  possible,  at  least  until  the  volume  of  business  of  the 
credit  banks  might  get  very  substantially  larger,  simply  to  have  a  dis¬ 
count  rate  that  is  only  enough  higher  than  the  debenture  rate  to  pay 
these  operating  costs,  and  to  retire  whatever  Government  capital  it  is 
felt  tire  conditions  at  that  time  would  warrant.  So  our  Board  feels 
that  this  flexibility  feature  is  a  very  important  one  in  this  legislation 
Mr.  Chairman. 

As  long  as  there  is  any  class  A  stock  outstanding,  patronage  refunds 
would  be  paid  in  B  stock  to  the  PCA’s,  and  in  participation  certificates 
to  the  OFI’s. 

After  all  of  the  Government  capital  is  retired,  then  the  district  would 
have  the  option  of  whether  to  make  those  payments  in  evidences  of 
ownership  and  patronage  certificates,  or  whether  to  make  them  in  cash. 

Senator  Holt, and.  In  what  form  is  the  reserve  carried  now? 

Mr.  Tootell.  The  reserve  is  invested  in  Government  securities,  sir. 

Senator  Holland.  Is  that  required  by  the  existing  law  ? 

Mr.  Bagwell.  No. 

Senator  Holland.  Is  there  any  requirement  in  the  suggested  law, 
the  pending  measure,  as  to  how  the  reserves  shall  be  invested? 

Mr.  Tootell.  There  is  none. 

Senator  Holland.  Is  there  any  general  requirement  of  Federal  law 
similar  to  that  which  we  have  in  most  of  the  States  laying  down  the 
conditions  under  which  trust  funds  and  estate  funds  and  things  of 
that  kind  can  be  invested  ? 

Mr.  Bagwell.  No. 

Mr.  Tootell.  They  say,  “No.” 

Senator  Holland.  There  is,  of  course,  a  requirement. 

Mr.  Tootell.  Mr.  Bagwell  calls  my  attention  to  the  fact,  Senator, 
that  the  I  arm  Credit  Administration  does  approve  the  investments 
that  the  district  institutions  make. 

Senator  Holland.  You  know,  in  the  Federal  national  banking  law 
and  other  similar  laws  governing  institutions  that  have  moneys  for  in¬ 
vestment.  there  are  requirements  fixing  the  conditions  of  the  investment. 

For  instance,  when  your  national-bank  examiner  comes  to  check  on 
a  national  bank  he  checks  to  see  what  form  your  reserve  is  carried 
in  and  what  your  investments  are  and  so  forth  and  so  on. 

I  believe  that  the  same  thing  results  under  the  FDIC  system  in  the 
checking  of  banks,  whether  national  banks  or  otherwise. 

I  wonder  if  Mr.  Bagwell  would  make  a  check  of  this  matter  because, 
after  all,  we  are  planning  now  to  set  these  institutions  up  on  the  basis 
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where  they  will  eventually  be  entirely  free  from  Government  owner¬ 
ship  and  Government  control,  except  as  such  control  may  be  specified 

in  the  legislation.  .  .  ,  „  ...  ,, 

It  might  well  be  that  the  subcommittee  or  the  full  committee  or  the 
Senate  would  want  to  impose  some  restrictions  on  the  investment  of 
reserve  or  surplus  somewhat  comparable  to  that  which  prevails  in  the 
case  of  national  banks  and  other  institutions  of  that  kind.  . 

I  wonder  if  you  would  look  into  that  so  we  will  be  advised  of  it 
before  the  termination  of  the  hearing. 

Mr.  Bagwell.  All  right,  sir. 

(The  information  is  as  follows:) 

Farm  Credit  Administration, 
Washington,  D.  C.,  April  27, 1956. 


Hon.  Spessard  L.  Holland, 

Chairman ,  Subcommittee  on  Agricultural  Credit , 

Committee  on  Agriculture  and  Forestry ,  United  States  Senate. 

Dear  Chairman  Holland  :  During  the  hearings  on  S.  3564,  you  requested  infor¬ 
mation  concerning  limitations  and  restrictions  placed  upon  national  banks  with 
resnect  to  the  investment  of  their  reserve  funds,  and  also  inquired  whether  our 
proposed  legislation  should  include  similar  provisions  governing  the  investment 
of  reserves  of  the  Federal  intermediate  credit  banks.  .  . 

As  a  member  of  the  Federal  Reserve  System,  each  national  bank  is  required 
to  subscribe  to  the  capital  stock  of  the  Federal  Reserve  bank  of  the  district  in 
an  amount  equal  to  6  percent  of  its  capital  and  surplus,  but  oxily  half  of  this 
amount  must  be  paid  in,  the  other  half  being  subject  to  call  (12  U.  S.  C.  282). 
While  this  requirement  applies  to  all  national  banks  and  to  State  banks  t  at 
become  members  of  the  Federal  Reserve  System,  it  is  not  actually  a  required 
investment  of  reserves,  capital,  or  surplus,  as  such,  and  there  is  no  comparable 
requirement  applicable  to  the  Federal  intermediate  credit  banks. 

Before  declaring  a  dividend  on  its  common  stock  a  national  bank  must,  semi¬ 
annually,  carry  not  less  than  one-tenth  part  of  its  net  profits  for  the  preceding 
half  year  to  what  is  called  a  surplus  fund  until  such  fund  equals  the  amount 
of  its  common  stock  (12  U.  S.  C.  60),  but  there  is  no  specific  provision  as  to 
how  such  fund  is  to  be  invested.  In  a  general  way,  for  the  present  inquiry  at 
least,  the  surplus  of  the  Federal  intermediate  credit  banks  (12  U.  S.  C.  10*2) 
would  seem  to  be  comparable  to  the  surplus  funds  of  national  banks. 

Every  national  bank  and  every  other  member  of  the  Federal  Reserve  System 
is  required  to  maintain  on  deposit  with  the  Federal  Reserve  bank  of  its  dis¬ 
trict  a  reserve  against  its  time  and  demand  deposits  (12  U.  S.  C.  462,  4b2D). 
The  current  requirements  are  5  percent  of  time  deposits  and,  depending  on  wlie 
the  bank  is  located,  12  or  18  or  20  percent  of  its  net  demand  deposits  (12  C.  F.  K., 
Sudd.  204.5).  Since  the  Federal  intermediate  credit  banks  are  not  banks  or 
deposit  they  have  no  need  for  reserves  which  would  be  comparable  to  the  reseive 
balances  which  national  banks  and  other  member  banks  maintain  with  the 

F  There  hfifo^atutory  provision  as  to  how  other  reserves  of  national  banks 
such  as  reserves  for  contingencies  or  for  bad  debts,  are  to  be  held,  and  they 
may  be  used  as  are  any  other  funds  of  the  banks.  Similar  reserves  are  a  so 
maintained  by  the  Federal  intermediate  credit  banks,  and  it  is  thought  that 
such  reserves  of  the  credit  banks  should  also  be  available  for  use  as  are  any 

other  funds  of  the  credit  banks.  „  ,  ,  .  , . _ 

Aside  from  using  its  funds  to  carry  on  the  business  of  banking,  a  nationa 
bank  may  purchase  for  its  own  account  investment  securities  as  authorized 
under  regulations  prescribed  by  the  Comptroller  of  the  Currency  (12  C.  F  R., 
Pt  1).  With  some  exceptions  specified  in  the  law,  including  United  States 
Government  obligations,  consolidated  Federal  farm  loan  bonds,  and  consoli¬ 
dated  Federal  intermediate  credit  bank  debentures,  a  national  bank  may  n  t 
hold,  for  its  own  account,  investment  securities  of  any  1  obligor  or  maker  in 
excess  of  10  percent  of  the  paid-in  capital  stock  and  unimpaired  surplus  fund  o 
the  bank  (12  U.  S.  C.  24,  7th).  The  Farm  Credit  Administration  by  administra¬ 
tive  action  has  consistently  required  that  credit  bank  investments  in  securities 
be  limited  to  United  States  Government  bonds  and  Federal  Faim  Mort,.aBe  Co 
poration  bonds. 
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Within  the  Federal  farm  credit  system,  the  legal  reserves  of  the  Federal  land 
banks  are  required  to  be  invested  in  accordance  with  rules  and  regulations  pre¬ 
scribed  by  the  Farm  Credit  Administration  (sec.  306  (a),  69  Stat.  665)  and, 
under  present  law,  the  surplus  of  the  production  credit  corporations  is  required 
to  be  invested  as  the  Governor  of  the  Farm  Credit  Administration  shall  pre¬ 
scribe  in  direct  obligations  of  the  United  States  or  in  class  A  stock  of  produc¬ 
tion  credit  associations,  or  both  (12  U.  S.  C.  1131c  (c)).  There  is  no  specific 
statutory  provision  as  to  the  investment  of  the  surplus  account  or  contingency 
reserves  maintained  by  the  banks  for  cooperatives  (sec.  103  (a),  69  Stat.  658),  or 
the  surplus  account  or  contingency  reserves  of  the  Federal  intermediate  credit 
banks  (,12  U.  S.  C.  1072).  As  already  noted,  however,  intermediate  credit  bank 
investments  in  securities  have  been  limited  by  administrative  action  to  United 
States  Government  bonds  and  Federal  Farm  Mortgage  Corporation  bonds  which 
under  the  law  may  be  used  as  collateral  for  the  debentures  issued  by  the  credit 
banks. 

It  is  our  view  that  the  legislation  now  under  consideration  need  not  include 
any  specific  requirement  that  the  reserves  of  the  Federal  intermediate  credit 
banks  be  invested  in  securities  different  from  those  in  which  their  other  funds 
may  be  invested.  We  think  it  should  be  permissible  for  the  credit  banks  to 
use  such  reserves  in  their  discounting  and  lending  operations  to  such  extent  as 
may  be  deemed  advisable,  or  to  hold  them  in  cash  or  Government  obligations, 
without  any  separate  statutory  provision  as  to  how  much  of  such  reserves  shall 
be  invested  or  in  what  securities. 

At  the  hearings  there  may  have  been  some  thought  that  there  should  be  a 
limitation  on  the  authority  of  a  Federal  intermediate  credit  bank  to  lend  any 
temporarily  idle  funds  to  other  intermediate  credit  banks,  to  the  Federal  land 
banks,  or  to  the  banks  for  cooperatives.  However,  any  loans  to  such  other 
banks  would,  under  the  pending  bill  (sec.  104  (b) ),  be  “upon  terms  and  at  rates 
of  interest  or  discount  approved  by  the  Farm  Credit  Administration.”  Further, 
since  all  these  banks  have  access  to  the  money  markets,  it  is  anticipated  that 
borrowing  from  the  credit  banks  by  the  land  banks  and  banks  for  cooperatives 
will  be  resorted  to  only  for  brief  periods  when  the  credit  banks  have  funds  on 
hand  in  excess  of  their  immediate  needs,  and  such  funds  can  be  employed  by 
another  bank  to  the  mutual  advantage  of  the  borrowing  and  lending  banks.  It 
is  our  thought  that  authority  in  the  credit  banks  to  make  temporary  loans  of 
their  idle  funds  to  the  other  banks  of  the  farm  credit  system  would  make  for  a 
desired  flexibility  and  efficiency  of  operation.  Certainly,  no  bank  desiring  to 
borrow  would  be  able  to  compel  another  bank  of  the  system  to  make  any 
such  loan. 

Very  truly  yours, 


R.  B.  TootfXi,,  Governor. 

Senator  Holland.  All  right,  proceed,  sir. 

Mr.  Tootell.  Another  provision  to  which  I  would  like  to  call  your 
attention  as  we  go  along  is  one  which  would,  together  with  the  present 
legal  authority,  make  it  possible  for  a  complete  system  of  interbank 
borrowings  between  the  land  banks,  the  intermediate  credit  banks, 
and  the  banks  for  cooperatives.  There  are  periods  of  time  from  a 
week,  ordinarily,  to  a  month  in  which  one  of  these  institutions  may 
have  surplus  funds  and  another  one  be  short.  By  being  able  to  bor¬ 
row  from  each  other  on  a  negotiated  loan  basis,  ordinarily  the  terms 
are  more  favorable  at  which  they  can  borrow,  and  it  is  an  aid  to  the 
institution  that  lends  the  money  to  have  that  short-term  investment 
outlet. 

Senator  Holland.  The  same  remarks,  I  have  just  made  would  ap¬ 
ply  to  that,  also,  the  question  of  interbank  borrowings. 

All  right,  go  ahead. 

Mr.  Tootell.  Yes.  Mr.  Chairman,  I  would  next  like  to  go  into  this1 
matter  of  the  OFI’s  or  the  other  institutions  with  which  the  inter¬ 
mediate  credit  banks  do  business.  I  mentioned  this  morning  that  in 
total  last  year  the  OFI’s  accounted  for  about  9  percent  of  the  business 
done  by  the  intermediate  credit  banks.  And  that  varied  from  iy2 
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percent  in  your  district,  Mr.  Scott,  to  25  percent  in  the  Berkeley  Farm 

Credit  District.  j  ^  ^  , 

The  next  highest  to  Berkeley  would  be  the  Houston  District  where 
the  OFI’s  normally  account  for  something  more  than  20  percent  of  the 

business  done  by  the  credit  bank.  , 

Some  of  the  OFI’s  have  expressed  an  objection  to  this  proposed 
legislation  on  the  grounds  that  they  would  not  be  permitted  to  acquire 
ownership  in  the  credit  banks  in  the  same  manner  that  the  1  C A  s  aie. 
Of  course,  they  have  no  ownership  rights  at  the  present  time,  any 

more  than  the  PCA’s  do.  ~_T,  *  j-i 

We  feel  that  it  would  be  a  mistake  to  give  the  OFI  s,  any  of  them, 
the  opportunity  to  acquire  ownership  interests  in  the  intermediate 
credit  banks.  We  feel  that  the  PCA’s  which  are  cooperative  in  nature 
and  which  form  a  federally  chartered  system  that  blankets  the  United 
States  and  which  is  under  the  supervision  of  a  Government  agency, 
the  Farm  Credit  Administration,  can  very  logically  be  given  the  op- 
portunity  to  purchase  the  banks  of  discount.  Also  that  these  banks 
of  discount  may  very  properly  continue  to  provide  discount  privileges 
to  the  OFI’s,  distinctly  a  minority  group,  m  the  same  manner  that 
farmer  cooperative  associations  do  a  certain  amount  of  business  with 

non-members.  _  . 

That  is  an  established  principle.  The  non-members  in  some  in¬ 
stances,  even  get  patronage  refunds,  but  they  still  remain  non-mem¬ 
bers  and  do  not  have  voting  rights,  unless  they  do  those  things  which 

are  necessary  to  acquire  membership. 

The  OFI’s  are  chartered  ordinarily  under  State  laws,  except  the 
national  banks  and  Federal  credit  unions.  They  have  no  responsi¬ 
bility  whatsoever  so  far  as  supervisory  responsibility  is  concerned  to 
the  farm  credit  system.  They  do  not  have  the  same  restrictions  as  to 
territory  that  the  PCA’s  have.  They  may  get  their  lending  funds 
wherever  they  choose,  while  the  PCA’s  may  get  them  only  from  the 

intermediate  credit  banks.  ,  ,  -,i  „ 

Our  PCA’s,  we  emphasize  right  along,  are  charged  with  a  public 

responsibility.  Congress  set  them  up  as  part  of  this  system  and  said, 
“We  want  the  services  of  the  credit  banks  to  be  made  available  to 
everv  farmer  who  has  a  reasonable  basis  for  credit. 

And  vet,  the  OFI’s,  which  come  into  being  m  an  entirely  di  lie  rent 
way,  which  are  privately  capitalized  and  financed  and  ordinary  y  are 
operated  for  profit,  although  there  are  a  few  coop  OFI  s,  do  not  have 

the  same  public  responsibility  at  all.  , 

A  few  of  them  do  make  loans  to  small  operators,  m  about  the  same 
manner  that  a  PC  A  would.  The  majority  of  them  are  not  restricted 
as  to  territory  the  same  as  PCA’s.  Often  they  can  operate  witlim  an 
entire  State.  And  they  are  in  a  position  where  they  may  skim  oil  the 
cream  of  the  business,  taking  large  loans  that  are  profitable  loans, 
making  differentials  in  their  interest  rate  m  order  to  get  large  and  very 

satisfactory  and  profitable  loans.  , 

A  PCA  is  restricted  to  one  rate  of  interest  to  all  of  its  members, 
it  is  restricted  to  a  cerain  territory,  being  charged  with  a  public  in¬ 
terest  and  supervised  by  a  Government  agency— it  has  an  obligation 
to  make  loans  which  it  feels  can  be  repaid  but  which  may  not  be 

P^y^believe,  Mr.  Chairman  and  members  of  the  committee,  that  it 
would  be  entirely  inconsistent  to  bring  into  participation  in  tha  owner- 
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ship  of  a  very  important  unit  of  this  cooperative  credit  system  a  group 
of  users  who  are  chartered  under  State  law,  who  by  and  large  operate 
for  profit,  and  who  are  not  subject  to  the  jurisdiction  of  the  Farm 
Credit  Administration  as  are  the  PCA’s.  We  believe  that  it  would  be 
a  very  unsatisfactory  arrangement,  and  the  Farm  Credit  Administra¬ 
tion  urges  against  any  such  arrangement. 

We  have  given  a  great  deal  of  thought  and  consideration  to  the 
operations  of  the  OFI’s  and  to  making  the  services  of  the  credit  banks 
forever  available  to  them,  and  on  a  very  equitable  basis. 

Senator  Holland.  Let  me  ask  you  this  question :  Is  there  any  indi¬ 
cation  that  the  OFFs  want  to  become  stockholders  ? 

Mr.  Tootell.  Well,  Senator  Holland,  some  of  them  do.  There  is 
no  unanimity  at  all.  Some  of  the  OFI’s  do  want  to  become  stock¬ 
holders.  Others  do  not.  Their  views  as  to  opposing,  I  think,  are 
somewhat  different,  and  perhaps  later  on  in  testimony  before  this  com¬ 
mittee  that  wTill  become  evident. 

Our  board  had  Mr.  P.  O.  Wilson,  who  is  spokesman  for  a  number 
of  the  OFI’s,  meet  with  it  on  two  occasions,  at  which  the  interests 
of  the  OFI’s  were  discussed  in  some  detail.  After  giving  it  a  great 
deal  of  thought  the  board  included  in  the  draft  of  this  bill  a  number 
of  provisions  which  in  its  judgment  will  safeguard  the  interests  of 
the  OFI’s. 

First,  in  the  declaration  of  policy  itself,  is  a  statement  that  the 
OFI’s  shall  continue  to  be  given  access  to  the  services  of  the  credit 
bank  on  terms  equitable  with  those  of  the  PCA’s. 

Then  in  the  body  of  the  bill  itself,  there  are  specific  provisions. 

Then,  secondly,  each  district  board  of  7  has  on  it  only  2  PCA-elected 
representatives.  We  feel,  and  we  were  confident  that  the  district  boards 
will  all  feel  an  obligation  to  seeing  to  it  that  the  OFI’s  are  given  fair 
treatment  by  the  credit  bank. 

And  then  our  own  board  and  our  own  Farm  Credit  Administration 
would  be  falling  down  in  their  duty,  in  fact,  not  complying  with  the 
law  unless  they  also  saw  to  that. 

So  we  feel  there  is  no  justification  for  a  fear,  even  after  the  Govern¬ 
ment  capital  is  all  retired  from  the  intermediate  credit  banks,  that 
there  will  be  discrimination  against  the  OFI’s  and  we  pledge  our¬ 
selves  to  see  that  that  would  not  happen. 

Senator  Holland.  What  are  the  provisions  in  the  bill — you  say 
there  are  several — that  make  it  certain  that  the  OFI’s  will  have  the 
same  facilities  continuing? 

Mr.  Tootell.  Yes;  it  is  specifically  provided  in  the  legislation. 

Senator  Holland.  What  section  ? 

Mr.  Tootell.  Well,  in  the  preamble  there  is - 

Senator  Holland.  I  saw  that  in  the  preamble. 

Mr.  Tootell.  And  I  am  going  to  call  upon  Mr.  Bagwell  to  indicate 
the  specific  pages  on  which  others  are  listed. 

Mr.  Bagavell.  In  section  104,  on  page  13,  I  believe  it  is — I  do  not 
have  Senate  bill  3564 — do  you  have  a  copy  of  that  ? 

Mr.  Tootell.  Here  it  is. 

Senator  Holland.  On  page  13? 

Mr.  Bagavell.  It  is  on  page  13,  section  104  (a) — it  is  an  amendment 
to  section  202  (a)  of  the  Federal  Farm  Loan  Act. 

And  then  later,  on  page  15,  which  is  in  the  same  section  of  the  bill, 
section  104  (d) .  It  is  an  amendment  to  section  204  (a)  of  the  Federal 
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Farm  Loan  Act  which  provides  that  the  interest  rates  charged  the 
OFI’s  shall  be  the  same  as  the  rates  charged  the  PCA’s. 

In  other  words,  the  early  part  of  that  section  provides  for  the  facili¬ 
ties  of  the  intermediate  credit  bank  being  available  to  them  and  a  later 
section  provides  that  they  shall  be  charged  the  same  rates  of  interest. 

Those  two  provisions,  coupled  with  the  declaration  of  policy  which 
has  a  requirement  that  the  entire  law  shall  be  interpreted  consistent 
with  that  declaration,  we  think  adequately  protects  them. 

Senator  Holland.  What  are  the  provisions  in  existing  law  by  which 
these  independent  outside  borrowers  are  served? 

Mr.  Bagwell.  There  is  only  one  provision. 

Senator  Holland.  In  the  existing  law  ? 

Mr.  Bagwell.  It  says  that  the  intermediate  credit  banks  shall  have 
the  power  to  discount  paper  for  these  agricultural  credit  corporations 
and  similar  institutions.  There  is  nothing  in  the  law  about  what  dis¬ 
count  rate  or  rate  of  interest  they  shall  be  charged,  and  neither  is 
there  any  provision  in  the  present  law  which,  you  might  say,  gives  them 
a  statutory  right  to  discount  with  the  Federal  intermediate  credit 
blinks 

And  then  another  important  section  is  on  page  11,  relating  to  the 
distribution  of  earnings,  which  provides  specifically  that  the  OFI’s 
shall  participate  in  the  net  earnings  of  the  credit  banks  on  the  same 
basis  as  PCA’s,  that  is,  on  the  basis  of  their  patronage.  _  . 

That  actually  starts  on  page  9.  It  is  section  103  of  the  bill,  relating 
to  the  application  of  earnings,  and  runs  over  into  page  12. 

There  is  another  section  of  the  bill  which  provides  that  if  dividends 
are  paid  on  class  B  stock,  a  like  dividend  must  be  paid  on  participa¬ 
tion  certificates.  You  will  find  that  in  section  102,  actually  it  is  at  the 
bottom  of  page  6,  line  16 : 

Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay  like  dividends 
on  Class  B  stock  and  participation  certificates  in  an  amount  not  to  exceed  5 
percent  in  any  year  as  declared  by  the  board  of  directors. 

In  other  words,  they  are  to  be  treated  the  same  in  the  payment  of 

dividends.  .  . 

Senator  Holland.  What  is  the  provision  with  reference  to  the  re¬ 
serve  and  surplus,  set  up  from  J anuary  1, 1957 ,  on  ? 

Mr.  Bagwell.  That  you  will  find  at  the  bottom  of  page  12,  and  it 
provides  that  in  the  event  of  dissolution  or  liquidation,  after  payment 
of  all  debts,  the  surplus  on  hand  on  the  effective  date  of  the  legislation 
shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata. 

The  holder  of  class  A,  you  will  recall,  is  the  Government.  And  the 
holders  of  class  B  would  be  the  PCA’s.  .  . 

Senator  Holland.  What  I  was  asking  for,  I  think  is  found  in  lines 
21,  the  bottom  of  page  12,  through  line  2  to  the  top  of  page  13 : 

and  any  surpluses  established  pursuant  to  subsection  A  of  this  section  shall  be 
paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata  and  any  remaining  as¬ 
sets  will  be  distributed  to  the  holders  of  class  B  stock  and  holders  of  participa¬ 
tion  certificates. 

Mr.  Bagwell.  That  is  right.  ,  ,  , .  . .  .  , . 

Senator  Holland.  Our  OFI  borrowers  would  hold  participation 

certificates  ? 

Mr.  Bagwell.  That  is  correct.  ....  , 

Senator  Holland.  So  that  if  there  were  any  distribution  of  a  sur¬ 
plus  created  after  January  1,  1957,  they  would  be  recognized  ratably . 
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Mr.  Bagwell.  With  the  class  15  stockholder,  the  PC  As. 

Senator  Holland.  Well,  I  think  that  is  perfectly  clear,  but  the 
thing  that  I  asked  about  this  morning  still  is  not  clear  to  me. 

By  what  theory  do  you  preclude  OKI  borrowers  prior  to  January  1, 
1957,  from  participating  in  any  surplus  existing  at  that  time? 

Mr.  Bagwell.  Do  you  want  me  to  answer  that? 

Senator  Holland.  Yes. 

In  other  words,  you  give  the  OFI  borrowers,  after  the  new  organiza¬ 
tion  is  functioning,  complete  participation  ratably  in  any  surplus 
setup  after  that  date,  but  you  do  not  seem  to  do  that  with  reference  to 
OFI  borrowers  prior  to  that  date,  in  any  surplus  that  exists  at  the 
time  of  the  merger,  January  1, 1957. 

Mr.  Bagwell.  Our  feeling  is,  Senator,  that  this  fund  was  built  up 
largely  by  the  PCA’s.  Of  course,  it  was  contributed  too,  to  some  extent, 
by  the - 

Senator  Holland.  This  morning  the  testimony  was  that  about  80 
percent  was  built  up  by  PCA  borrowers  and  about  20  percent  by  OFI 
borrowers. 

Mr.  Bagwell.  That  is  right. 

Senator  Holland.  Coming  down  to  the  meat  in  the  coconut,  how 
do  you  come  to  give  different  treatment  to  the  OFI  borrowers  after 
January  1,  1957,  relative  to  surplus,  than  you  do  to  OFI  borrowers 
prior  to  January  1,  1957? 

Mr.  Bagwell.  We  know  of  no  practical  way  that  you  could  give 
them  that  sort  of  an  interest  because  of  the  many  OFI’s  who  did  busi¬ 
ness  with  the  credit  banks  when  this  surplus  was  built  up  that  are 
not  operating  today.  I  believe  some — only  18  out  of  the  94 — who  are 
now  doing  business  did  business  with  the  credit  banks  during  the  10 
years  before  the  PCA’s  were  established. 

Senator  Holland.  Had  you  thought  about  this  device:  Allowing 
the  position  of  the  Budget  Bureau  to  obtain  as  to  that  20  percent  of 
surplus  created  out  of  the  OFI  operations  and  recognizing  the  pre¬ 
ferred  right  of  borrowers  who  are  in  the  PCA  organizations  to  have 
the  right  to  the  80  percent  of  the  surplus  otherwise  created? 

Mr.  Bagwell.  We  had  considered  that  but  had  not  thought  it  would 
satisfy  the  OFI’s. 

Senator  Holland.  The  OFI  has  been  operating  under  a  Federal 
umbrella,  has  it  not? 

Mi\  Bagwell.  Yes. 

Senator  Holland.  They  are  asking  the  right  to  continue  to  operate 
under  a  Federal  umbrella ;  are  they  not? 

Mr.  Bagwell.  Yes. 

Senator  Holland.  They  are  asking  the  right  to  do  that  without 
incurring  any  obligations  for  the  management  or  anything  of  the 
kind ;  are  they  not  ? 

Mr.  Bagwell.  Without  being  supervised  in  any  way  like  the  PCA’s 
are. 

Senator  Holland.  Not  only  without  supervision  as  to  their  own 
business,  but  without  incurring  any  of  the  problems  of  management 
of  the  business  from  which  they  will  borrow  ? 

Mr.  Bagwell.  Yes. 

Senator  Holland.  The  point  that  bothers  me  is  this:  I  think  it  is 
very  difficult  to  say  that  as  to  other  OFI’s,  the  people  who  are  served  by 
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them  after  the  merger,  you  are  going  to  recognize  their  vested  rights 
ratably  in  any  surplus  created  after  the  date  of  that  merger,  but  you 
are  not  going  to  give  similar  recognition  to  those  OFI's  which  dealt 
with  the  organizations  now  being  merged,  prior  to  the  date  of  the 
merger. 

I  do  not  know  how  you  justify  that. 

Mr.  Bagwell.  Over  the  period  of  30  years  or  more  that  the  OFI’s 
have  been  doing  business  with  the  intermediate  credit  banks  they 
have  also  discounted  with  some  institutions  in  which  they  have  not 
participated  in  the  surplus  or  earnings  of  such  institutions. 

Senator  Holland.  Let  me  get  this  suggestion  to  you.  I  think  it 
would  be  easier  for  you  to  justify  discriminating  against  their  inter¬ 
ests  in  surpluses  after  the  date  of  the  merger  than  it  would  be  before, 
because  if  they  dealt  with  you  with  their  eyes  open  after  the  date  of 
the  merger,  then,  indeed,  they  would  know  they  were  not  participating 
in  any  surplus  that  might  be  created.  They  would  know  that  they 
were  operating  under  the  conditions  that  they  were  to  be  treated  like 
members  with  reference  to  refunds  in  any  year  in  the  way  of  patron¬ 
age  dividends  and  the  like,  but  as  to  surplus  created  out  of  their 
pockets  and  the  pockets  of  the  members  they  were  foregoing  any 
chance  to  participate  in  that. 

I  say  it  would  be  easier  to  have  that  kind  of  an  operation  and  have 
it  stick  after  the  date  of  the  merger  than  it  would  be  before.  That  is 
just  an  offhand  opinion. 

Mr.  Tootell.  I  would  like  to  throw  in  this  angle:  The  PCA’s  would 
be  making  an  investment  of  $13  million  in  this  institution,  and  would 
be  giving  up  income  from  that  $13  million  in  order  to  effectuate  ths 
purchase.  The  OFI’s  would  not  be  making  a  similar  investment  or, 
in  fact,  any  investment  in  the  capital  structure  of  the  merged  insti¬ 
tution. 

Senator  Holland.  That  is  exactly  one  of  the  reasons  why  I  say  it 
would  be  very  much  easier  to  justify  the  discrimination  against  them 
after  the  merger.  Before  the  merger,  they  have  been  served  under  a 
law  that,  so  far  as  I  have  yet  heard,  did  not  ban  them  from  participa¬ 
tion  in  any  surplus. 

Mr.  Bagwell.  I  wonder  if  we  all  are  clear  we  are  talking  here 
about  an  interest  only  in  the  event  of  liquidation  of  these  credit  banks. 

Senator  Holland.  I  understand  that  fully. 

Mr.  Bagwell.  We  feel  that  it  is  somewhat  academic,  because  we 
don’t  have  any  idea  that  the  credit  banks  would  be  liquidated  and  it 
would  take  an  act  of  Congress  to  do  so. 

There  is  no  way  under  the  present  law  that  they  could  be  liquidated 
unless  insolvent  and  if  they  were  insolvent,  there  would  be  no  surplus 
to  distribute  to  anyone.  So  it  is  an  academic  question,  we  think. 

Senator  Holland.  I  can  see  that  perfectly  but  at  the  same  time 
I  do  not  know  what  the  attitude  of  these  OFI ’s  is  going  to  be  as  to 
whether  they  are  going  to  acquiesce  to  a  merger  and  all  of  the  condi¬ 
tions  of  it  or  whether  they  will  insist  or  put  the  matter  in  the  lap  of 
some  court.  I  think  you  need  to  give  consideration  to  that  feature 
of  the  matter. 

Mr.  Bagwell.  We  have  already  heard  the  testimony  over  on  the 
House  side,  so  we  have  an  idea - 
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Senator  Holland.  Was  this  question  brought  up  there? 

Mr.  Bagwell.  Yes ;  you  will  hear  it  before  the  end  of  the  hearing, 
I  am  sure. 

Senator  Holland.  Well,  perhaps  I  am  anticipating  something  that 
would  be  fully  dealt  with  later.  But  right  now  for  me  that  is  a  troub¬ 
ling  question. 

Mr.  Bagwell.  It  is  a  question  they  have  raised  about  this  legisla¬ 
tion. 

Mr.  Tootell.  You  were  saying  because  of  the  investment  which  the 
PCA  would  be  making  in  the  intermediate  credit  banks,  and  the 
assurances  that  this  legislation  would  give  the  OFI’s  for  equitable 
treatment,  in  fact,  more  favored  treatment  than  the  PCA’s  in  terms 
of  what  they  have  in  it,  that  they  would  have  less  claim  in  your  judg¬ 
ment  or  less  right  to  expect  patronage  participations  after  the  effective 
date  of  this  act  than  they  actually  have  in  the  present  accumulated 
surplus. 

Senator  Holland.  Yes,  as  a  matter  of  equity,  and  none  if  they  went 
ahead  with  their  eyes  open  and  continued  to  do  business  with  you 
under  those  conditions  stated  right  plainly  in  the  face  of  the  law. 

I  say  they  would  have  no  leg  to  stand  on.  I  am  not  saying  that 
they  have  one  under  this  situation,  but  it  seems  to  me  that  we  have  got 
the  things  really  reversed.  It  would  be  much  easier  to  sustain,  in  fact 
quite  easy  to  sustain  banning  them  from  participation  in  later  created 
surpluses  and  not  so  easy  to  ban  them  from  participating  in  earlier 
accumulations. 

Mr.  Tootell.  We  tried  to  think  in  terms  of  ways  and  means  that 
might  be  equitable  of  giving  them  some  direct  benefit  out  of  the  sur¬ 
pluses  accumulated  to  date  but  as  Mr.  Bagwell  pointed  out  here,  there 
are  94  currently  that  use  the  facilities  of  the  credit  banks,  but  1,200 
of  them  over  the  years  have  contributed.  Also  a  good  many  farmer 
co-ops  have  contributed  to  this  20  percent  of  the  present  accumulated 
surplus  not  accounted  for  by  PCA  business. 

Senator  Holland.  You  would  have  a  practical  question  there,  but 
the  courts  have  upheld  many,  many  of  the  laws  like  this.  For  instance, 
that  deposits  in  a  commercial  institution,  of  actual  money,  can  be 
forfeited  to  the  sovereign  if  the  depositor  or  his  legal  representative 
cannot  be  located  for  a  certain  period  of  time.  There  has  not  been 
any  great  difficulty  in  justifying  that  kind  of  legislation. 

Mr.  Tootell.  You  mean  justifying  the  94  getting  the  benefit  of 
what  all  of  the  others  have  contributed? 

Senator  Holland.  The  94  getting  the  benefit  of  what  they  helped 
to  create  and  the  Federal  Government  getting  the  benefit  of  the  rest. 
This  would  be  comparable  to  what  happens  in  the  case  of  abandoned 
bank  deposits.  That  cannot  be  too  different  from  this  situation. 

Senator  Metndt.  You  heard  the  testimony  in  the  House.  Was  that 
along  the  same  general  lines  that  the  chairman  was  discussing  ? 

Mr.  Bagwell,  They  raised  the  same  general  question. 

Senator  Holland.  I  had  not  heard  it. 

Mr.  Bagwell.  You  anticipated  it  very  well. 

Our  thought  on  this  matter  of  having  the  OFI’s  participate  in  earn¬ 
ings  after  the  effective  date  of  the  legislation  is  simply  this - 

Senator  Holland.  Understand,  I  am  not  arguing  that  you  should 
change  what  you  have  done  here.  You  certainly  make  them  fight 
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:against  your  merger  much  more  vigorously  if  they  have  no  interest 
in  the  surpluses  from  that  time  forward.  . 

But  what  I  am  saying  is  that  it  would  be  so  easy  to  make  that  kind 
of  a  position  stick  legallv.  I  do  not  know  whether  it  is  easy  to  make 
this  other  thing  stick  legally.  It  is  putting  it  somewhat  in  reverse 
form  to  say  that  you  are  going  to  let  them  participate  in  surpluses 
-after  January  1,  but  since  you  had  not  said  anything  about  it  before 
that  time  you  will  not  let  them  participate  in  surpluses  prior  thereto. 

I  would  find  it  rather  hard  to  justify  that  approach. 

Mr.  Bagwell.  I  would  like  to  make  two  comments  on  that. 

First  of  all,  as  to  them  participating  after  the  effective  date  of  the 
new  legislation :  Our  plan  under  this  bill  would  be  to  convert  the 
hanks  to  truly  cooperative  enterprises.  ,  . 

As  you  know,  it  is  rather  common  for  cooperatives  to  do  business 
with  nonmembers.  "We  would  have  the  banks  here  do  business  with 
the  OFI’s  and  have  them  participate  on  a  patronage  basis  similar  to 
the  way  in  which  the  co-ops  operate  normally. 

Senator  Holland.  Have  you  any  provision  on  the  subject  of  tax 

exemption  in  this  ?  .  ^  . 

Mr.  Bagwell.  Yes ;  we  have  a  provision  m  here  that  recipients  of 
these  patronage  certificates,  the  B  stock  certificates  issued  to  the  PC  As 
and  the  participation  certificates  issued  to  the  OFI’s,  would  not  be 
subject  to  income  taxes  as  long  as  there  is  Government  capital  m  the 

credit  banks.  ,  , 

Senator  Holland.  Of  course,  the  matter  that  you  referred  to  a 
while  ao-o,  the  practice  of  co-ops  to  give  the  same  treatment  to  non¬ 
members  as  to  members,  comes  about,  as  I  recall,  very  largely  because 
•of  the  desire  to  be  tax  exempt. 

Mr.  Bagwell.  That  is  correct.  It  is  a  rather  common  practice. 

On  your  first  point  about  whether  they  would  have  a  legal  claim 
under  the  present  law,  actually  neither  the  OFI’s  nor  the  PCA  s  have 
any  legal  claim  to  the  surplus.  .  _  , 

Senator  Holland.  You  are  not  agreeing  with  the  Bureau  of  the 
Budget  on  this  matter,  are  you  ?  . 

Mr.  Bagwell.  No,  sir,  I  do  not  think  so.  I  am  agreeing  to  the  extent 
that  there  is  a  provision  in  the  law  now  with  reference  to  the  disposi¬ 
tion  of  the  surplus.  o 

Senator  Holland.  After  the  liquidation? 

Mr.  Bagwell.  That  is  correct,  after  liquidation.  I  was  just  stating 

a  fact.  . 

Senator  Holland.  Not  making  any  concession ! 

Mr.  Bagwell.  No,  sir.  ...  . 

Senator  Holland.  Well,  I  think  here  is  a  nice  point  that  we  have 
got  to  work  out  something  on.  However,  that  is  just  my  offhand  opm- 
ion.  Do  either  one  of  you  gentlemen  want  to  comment  on  it? 

Senator  Scott.  No. 

Senator  Mttndt.  No. 

Senator  Holland.  Go  ahead. 

Mr.  Tootell.  I  raise  this  one  further  question  of  this  matter  of 
the  relationship  of  the  OFI.  Assume  that  it  was  felt  that  they  should 
be  entitled  to  participate  in  the  surplus,  how  could  you  do  it  without 
recognizing  an  interest  in — an  ownership  interest  m  the  credit  ban  vs  . 

And  if  you  admit  that  and  permit  that,  then  it  raises  a  whole  gamut 
of  other  questions  as  to  representation  on  district  boards,  et  cetera. 
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You  have  some  districts  in  which  only  as  little  as  l1/^  percent  of  the 
borrowing  from  the  credit  bank  is  done  by  OFI’s. 

You  raise  the  question  as  to  certain  privileges  they  enjoy  in  the  mat¬ 
ter,  for  instance,  of  unrestricted  territory  and  of  not  being  subject  to 
supervision.  We  feel  that  it  would  be  a  very  complicated  situation. 

The  OFI’s  would  be  having  nothing  taken  away  from  them  that  they 
presently  have.  They  would  have  some  things  added  which  Mr.  Bag- 
well  pointed  out.  And  they  would  continue  to  be  guaranteed  a  home 
where  they  can  discount  their  paper  on  terms  just  as  favorable  as 
those  of  the  PCA  owners. 

Our  board  feels  that  is  entirely  equitable. 

Senator  Holland.  I  do,  too. 

Mr.  Tootell.  We  feel  that  this  legislation  is  in  the  interests  of 
farmers  and  ranchers  of  this  country;  that  it  will  enable  the  farm- 
credit  institutions  involved  to  do  a  better  job  of  serving  them.  It 
would  increase  the  financial  structure  of  the  intermediate  credit  banks 
by  $39  million  and  strengthen  them  at  a  time  when  they  are  being 
called  upon  to  discount  more  paper  and  give  greater  service  than  they 
ever  have  had  before. 

Our  Board  hopes  this  committee  will  see  its  way  clear  to  recommend 
approval  of  this  legislation. 

I  thank  you  very  much. 

Senator  Holland.  Thank  you  very  much.  You  made  a  very  fine 
presentation. 

Senator  Mundt.  Let  me  ask  you  one  overall  question. 

Would  you  prefer  no  legislation  of  this  type  whatsoever  as  against 
legislation  which  would  accept  the  Budget  Bureau’s  recommendations 
and  otherwise  go  along  with  your  proposal  ? 

Mr.  Tootell,  I  am  not  at  all  sure  that  you  will  face  that. 

Mr.  Tootell.  I  can  state  and  will  state  for  the  Board  as  to  this 
point : 

As  to  2  of  the  3  provisions  which  the  Budget  Bureau  would  require, 
the  Board  and  the  production  credit  associations  that  would  be  called 
upon  under  this  legislation  to  buy  the  credit  banks  would  say,  “Yes, 
they  would  prefer  no  legislation.” 

The  legislation  which  would  continue  the  ownership  of  the  Govern¬ 
ment  in  the  credit  banks  after  all  of  the  Government  capital  is  retired, 
or,  a  provision  which  would  require  the  credit  banks  to  continue  to 
be  under  the  budget  provisions  of  the  Corporation  Control  Act  until 
the  last  dollar  of  Government  capital  is  removed — they  have  no  objec¬ 
tion  to  remaining  under  the  audit  provisions  until  the  last  of  the  Gov¬ 
ernment  capital  is  removed. 

Senator  Mundt.  That  would  be  items  1  and  2? 

Mr.  Tootell.  That  is  right. 

Senator  Mundt.  You  do  not  raise  such  serious  objections  to  item 
No.  3? 

Mr.  Tootell.  No;  not  nearly  so  serious.  As  I  stated  this  morn¬ 
ing,  it  was  the  judgment  of  the  Board,  it  being  unable  to  foresee  what 
is  ahead  in  the  next  few  years  and  the  fact  that  that  amount  of  capital 
already  is  in  the  system,  that  it  was  reasonable  to  ask  for  the  larger 
revolving  fund. 

Senator  Mundt.  I  understand. 

Senator  Holland.  All  right,  sir;  thank  you,  sir. 
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Mr.  Tootell.  Thank  you  very  much. 

Senator  Holland.  Mr.  Harris. 

STATEMENT  OF  GLEN  R.  HARRIS,  CHAIRMAN,  NATIONAL  ADVISORY 
COMMITTEE  OF  PRODUCTION  CREDIT  ASSOCIATIONS,  RICHVALE, 
CALIF. 

Mr.  Harris.  My  name  is  Glen  R.  Harris,  and  I  am  a  resident  of 
Richvale,  Calif.  I  am  a  member  of  the  national  advisory  committee 
of  production  credit  associations  representing  the  11th  Farm  Credit 
District,  and  am  currently  serving  as  chairman  of  that  committee. 
The  full  membership  of  tlie  committee,  one  member  being  selected  by 
the  production  credit  associations  of  each  farm-credit  district,  is  as 
follows : 

District  1 — William  Wadsworth,  Farmington,  Conu. 

District  2 — H.  G.  Blalock,  Baskerville,  Va. 

District  3 — W.  F.  Woodruff,  Nashville,  N.  C. 

District  4 — W.  E.  Lacy,  Hopkinsville,  Ky. 

District  5 — P.  F.  Williams,  Clarksdale,  Miss. 

District  6 — R.  H.  Lanterman,  Chatham,  Ill. 

District  7 — Walter  H.  Dunn,  Ellendale,  Minn. 

District  8 — William  Yungelas,  Webster  City,  Iowa. 

District  9 — King  L.  Banks,  Delta,  Colo. 

District  10 — Grover  C.  Impson,  Beeville,  Tex. 

District  11 — Glen  R.  Harris,  Richvale,  Calif. 

District  12 — Jack  Arnold,  Birney,  Mont. 

I  would  like  to  introduce  them  to  you :  Mr.  W.  E.  Lacy,  of  Kentucky, 
the  vice  chairman  of  the  committee ;  Mr.  Yungelas,  of  Iowa,  the  secre¬ 
tary  of  the  committee;  Mr.  Blalock,  of  Virginia,  and  Mr.  Banks,  of 
Colorado,  the  other  two  members  of  the  executive  group. 

Senator  Holland.  We  are  glad  to  have  you. 

Mr.  Harris.  I  would  like  to  add  to  my  statement  that  all  of  these 
gentlemen  are  farmers  or  ranchers,  all  of  them  directors,  and  in  most 
cases  president  of  their  own  production  credit  associations  in  their 
home  localities  as  well  as  serving  on  this  national  advisory  committee. 

Our  testimony,  Mr.  Chairman,  was  prepared  to  present  over  in  the 
House  of  Representatives  and  we  have  in  some  cases  referred  to  H.  R. 
10285,  and  the  identical  bill  which  we  understand  is  Senate  bill  3564, 
is  identical,  and  I  have  corrected  the  testimony  in  pen  and  ink  here. 

I  think  I  might  have  missed  some,  so  if  you  will  understand  where  it 
says  H.  R.  10285  we  are  intending  to  say  S.  3564  in  this  testimony. 
Senator  Holland.  Very  well. 

Mr.  Harris.  The  committee  met  in  Washington,  D.  C.,  on  April  18, 
with  all  members  present,  and  voted  unanimous  support  of  S.  3564 
and  the  other  identical  bills  introduced  in  the  House  and  Senate. 

We  prefer  the  provisions  of  these  bills  over  the  slightly  different 
version  contained  in  S.  3549  because  of  the  greater  administrative 
control  left  with  the  district  farm-credit  boards,  which  we  believe  is 
very  desirable. 

We  are  opposed  to  S.  3550  to  the  extent  that  it  differs  from  the  other 
bills  in  treatment  of  the  reserves,  revolving  funds,  and  continued  Gov¬ 
ernment  control  over  the  new  combined  corporations.  IV e  would 
prefer  no  legislation  be  enacted  rather  than  have  these  provisions 
bocoiriG  law. 

This  committee  is  particularly  pleased  with  the  features  of  S.  3564 
providing  for  user  ownership  and  control  by  making  the  combined 
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banks  cooperative  institutions,  with  provision  for  participation  by  the 
users,  and  with  the  flexibility  provided  in  accomplishing  the  retire¬ 
ment  of  Government  capital  as  agricultural  conditions  and  progress 
of  our  production  credit  associations  permit. 

The  committee  last  year  supported  the  Farm  Credit  Act  of  1955, 
including  section  201,  which  was  deleted  by  the  Congress.  However, 
at  that  time  we  recognized  that  section  201  was  not  a  complete  answer 
and  now  recognize  the  wisdom  of  the  Congress  in  not  adopting  section 
201,  but  rather  waiting  until  a  complete  plan  including  both  the  pro¬ 
duction  credit  corporations  and  the  intermediate  credit  banks  could 
be  developed. 

We  believe  S.  3564  does  provide  such  a  plan,  and  that  under  its  terms 
complete  farmer  ownership  can  be  attained  without  any  significant 
increase  in  costs  to  production  credit  associations  or  other  financing 
institutions,  through  the  opportunities  it  provides  for  economies 
resulting  from  consolidation  and  streamlining  the  organization,  the 
flexibility  provided  in  accomplishing  retirement  of  the  Government 
capital,  and  through  the  possibility  of  making  better  use  of  the  capi¬ 
tal  now  in  the  system. 

We  are  gratified  that  the  Congress  last  year  enacted  the  balance 
of  the  act  of  1955  which  provided  the  plan  by  which  our  sister  insti¬ 
tutions  in  Farm  Credit,  the  banks  for  cooperatives,  can  accomplish 
user  ownership,  and  also  the  provisions  improving  the  position  of 
the  land-bank  part  of  the  system. 

We  wish  to  particularly  endorse  the  provision  of  the  act  of  1955- 
prohibiting  secretary-treasurers  of  national  farm-loan  associations 
from  simultaneously  serving  as  members  of  district  farm-credit 
boards.  It  has  not  been  possible  for  secretary-treasurers  of  our  pro¬ 
duction  credit  associations  to  do  so  and  we  do  not  believe  it  is  good 
administration  or  should  be  permitted  in  either  case. 

We  understand  that  there  is  some  opposition  from  various  of  the 
other  financing  institutions  to  S.  3564.  We  therefore  wish  to  com¬ 
ment  that  we  believe  that  S.  3564  provides  fair  and  equitable  treat¬ 
ment  of  OFI’s. 

It  provides  that  they  shall  continue  to  have  the  services  of  the 
credit  banks  available  on  the  same  terms  and  conditions  as  they  will 
be  available  to  production  credit  associations,  that  OFI’s  will  par¬ 
ticipate  to  the  same  extent  as  production  credit  associations  in  any 
equities  built  up  or  distributed,  according  to  their  volume  of  busi¬ 
ness,  and  they  are  not  being  required  to  make  the  intial  payments 
which  are  required  of  production  credit  associations. 

We  wish  to  make  clear  that  no  production  credit  association  de¬ 
sires  to  deny  the  OFI’s  the  services  of  the  credit  banks,  but  that 
on  the  other  hand,  it  is  in  our  interest  that  we  encourage  their  use 
of  these  facilities,  thereby  building  greater  volume  of  business  and 
greater  efficiency  of  operation. 

Of  the  498  production  credit  associations  which  this  committee 
represents,  only  50  to  60  associations  have  expressed  any  opposition. 
In  6  of  the  12  Farm  Credit  districts  there  has  been  no  opposition 
voiced.  In  the  other  6  districts  there  is  scattered  opposition. 

Some  of  those  opposing  simply  request  delay  because  they  feel 
they  are  not  now  ready  to  make  the  initial  payment.  Others  have 
various  objections,  such  as  desiring  a  different  name  for  the  combined 
bank  or  a  greater  voice  in  management. 
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A  number  of  those  opposing,  however,  say  if  there  is  to  be  any 
change  from  their  present  status,  they  believe  that  the  provision  of 
S.  3564  provide  an  acceptable  plan. 

We,  therefore,  report  that  the  great  majority  of  the  production 
credit  associations  are  in  favor  of  S.  3564  and  urge  your  committee  to 
approve  the  bill  and  the  Congress  to  enact  it  into  law,  that  we  may 
move  forward  toward  the  objective  of  a  completely  cooperative  and 
user-owned  credit  system  for  agriculture. 

Now,  Mr.  Chairman,  I  should  like  to  make  a  few  additional  com¬ 
ments  with  regard  to  the  proposals  of  the  Bureau  of  the  Budget,  in 
the  maintenance  of  an  interest  in  the  reserves  and  the  continued  gov¬ 
ernmental  control  over  the  new  corporations. 

It  is  our  feeling  that  the  matter  as  the  Governor  has  already  said  to 
you,  who  owns  the  reserves  is  possibly  only  of  academic  importance 
so  long  as  the  intermediate  credit  banks  remain  in  existence.  But  we 
are  immensely  concerned  that  that  expression  of  the  continued  govern¬ 
mental  interest  in  them  will  be  the  reason  for  continued  governmental 
control  and,  particularly,  with  regard  to  the  budget  provisions  of 
the  Government  Corporation  Control  Act,  which  will  subject  the  in¬ 
stitutions,  and  consequently,  our  associations  to  greater  costs  and 
greater  delays  and  greater  administrative  difficulties  over  the  years, 
simply  to  comply  with  those  rules,  to  get  permission  to  spend  our  own 
funds,  which  is  essentially  what  it  would  be. 

And  it  is  the  matter  of  budget  control  features  that  we  are  particu¬ 
larly  concerned  about  in  the  Bureau  of  the  Budget’s  proposal. 

However,  we  also  feel  that  we  have  been  responsible  for  the  establish¬ 
ment  of  a  great  part  of  those  reserves,  and  we  have  an  equitable  claim 
to  them,  so  far  as  that  is  concerned. 

We  believe  they  should  be  left  in  there  with  full  ownership  to  come 
to  the  associations  and  the  OFI’s  at  such  time  as  the  Government 
capital  is  repaid. 

Another  point  in  my  testimony,  I  have  mentioned  that,  we  think  that 
farmer  ownership  can  be  attained  without  any  significant  increase  in 
interest  costs  to  our  associations.  I  would  want  to  make  clear  there 
that  we  are  talking  about  any  significant  increases  as  a  result  of  this 
legislation.  We  understand  that  there  are  some  increases  coming  be¬ 
cause  of  increased  costs  of  money.  And  some  have  already  come. 
Those  are  of  some  concern  to  our  associations.  We  hope  that  that 
trend  can  be  reversed  for  us  before  too  long. 

We  do  not  believe  that  this  legislation  would  have  any  significant 
part  in  any  increases,  and  that  actually  we  can  go  forward  with  it  with¬ 
out  it  being  a  factor  in  any  interest  increases. 

Thank  you,  Mr.  Chairman. 

Senator  Holland.  Thank  you  for  your  statement. 

To  come  back  to  the  question  of  reserves,  I  quite  well  understand 
why  you  do  not  want  the  Government  to  have  a  continuing  interest  in 
there  and  I  appreciate  that  point  of  view. 

The  thing  that  causes  me  concern  is  this:  You  are  claiming  the  re¬ 
serves  up  to  the  time  of  merger  on  the  theory  that  by  payment  of 
greater  interest  rates  than  was  necessary  to  carry  the  business,  you 
have  created  those  reserves,  even  though  Government  capital  was  what 
was  employed. 

I  think  that  is  a  perfectly  sound  position  to  take  as  to  that  part  of  the 
reserves  created  out  of  the  interest  paid  by  the  stockholders,  but  I  think 
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that  it  so  not  so  sound  when  you  come  to  the  other  part  of  the  reserve 
that  was  created  out  of  interest  paid  by  OFI’s. 

And  particularly  do  I  think  that  you  weaken  the  strength  of  your  po¬ 
sition,  both  equitably  and  legally,  when  you  turn  right  around  and  say, 
from  the  date  of  the  merger  it  shall  be  otherwise.  OFI’s  should  be 
represented  ratably  with  others,  with  the  owners,  in  the  apportionment 
of  any  surplus  created  from  the  date  of  merger. 

It  would  occur  to  me  that  you  are  on  sounder  ground  from  every 
standpoint  if  you  want  to  maintain  your  position  of  freedom,  com¬ 
pletely,  from  governmental  claims  against  this  reserve  after  your  Gov¬ 
ernment  stock  is  retired,  by  adopting  the  other  approach,  namely,  that 
that,  part  of  the  reserves  from  the  date  of  the  merger  which  is  created 
out  of  the  activities  of  the  owners,  both  present  and  past,  shall  belong 
to  the  corporation  and  shall  be  handled  in  the  event  of  liquidation  just 
like  any  other  surplus  would  be;  but  as  to  the  lesser  part  that  was 
created  by  the  interest  paid  by  the  OFI’s,  that  that,  in  the  event  of 
liquidation,  should  belong  to  those  who  created  it,  and  if  we  find  later 
who  can  not  claim  it,  it  will  be  easy  to  pass  legislation  to  dispose  of  any 
small  undistributed  part  of  the  reserves. 

And  if  you  folks  are  as  sound  in  your  belief  that  there  won’t  be  any 
liquidation,  that  these  organizations  will  be  held  for  centuries,  which  I 
believe  will  be  the  case,  no  result  will  come  from  such  disposition. 
There  might  very  easily  come  practical  trouble,  both  on  the  floor  and 
in  the  matter  of  getting  presidential  approval  and  the  matter  of  court 
litigation  in  the  event  that  you  claim  for  your  own  stockholders  some¬ 
thing  beyond  what  they  themselves  have  put  up. 

I  just  suggest  that.  I  do  not  think  it  is  any  serious  question  because 
I  think  you  can  handle  it,  along  the  lines  that  I  have  suggested  there; 
and  there  may  be  other  ways,  too,  without  coming  to  grips  with  the 
Budget  Bureau  on  its  contention,  that  you  paid  the  excess  of  interest  or 
the  OFI’s  did,  that  it  was  paid  on  Government  capital  and  should  be¬ 
long  eventually  to  the  Government. 

That  is  the  position  that  you  do  not  want  to  acceed  to. 

Mr.  Harris.  That  is  correct.  That  is  one  point  that  we  would  be 
concerned  about,  that  if  in  the  attempt  to  segregate  the  amount  of  the 
present  surplus  that  has  been  built  by  the  OFI’s  from  that  built  by  us, 
and  then  in  the  course  of  that  segregation  it  was  determined  that  it 
would  remain  in  the  Government  ownership  because  of  the  inability 
to  find  the  proper  OFI  to  credit  that  amount  to,  in  as  much  as  a  great 
many  of  them  are  no  longer  in  existence,  then  that  did  continue  to  carry 
forward  this  Government  ownership  of  a  portion  of  it;  and  conse¬ 
quently,  continued  to  subject  us  to  the  budget  provisions  and  that  sort 
of  thing,  we  would  be  very  much  concerned  about  that. 

Senator  Holland.  No;  I  did  not  suggest  that  there  would  be  any 
Government  ownership  continued  in  the  matter  at  all  but  that  on 
the  date  of  the  payment  out  of  the  Government  stock,  the  retirement 
of  the  Government  stock,  that  the  equity  in  the  reserves  belonged  to 
those  who  created  it,  and  not  that  there  would  be  any  forced  liquida¬ 
tion  at  that  time  or  any  forced  apportionment  of  the  interest — the 
Government  did  not  create  it. 

You  can  word  it  very  easily  where  it  would  be  distributed  to  those 
who  created  it  by  way  of  paying  higher  interest  rates  than  they  would 
have  had  to  pay  to  carry  the  business,  simply  on  a  level  keel. 
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Mr.  Harris.  I  would  like  to  make  another  comment,  that  I  think 
that  the  Governor’s  point  that  the  business  of  the  production  credit 
associations  since  1933  has  been  a  great  percentage  of  the  total  busi¬ 
ness,  and  that  that  provided  the  credit  banks  with  a  better  basis  of 
operation  than  they  would  have  had  otherwise. 

I  think  there  is  real  doubt  whether  this  20  percent  can  be  accurately 
ascertained,  because  you  have  to  go  back  and  assume  some  things. 
And  I  think  maybe  without  the  production  credit  system  the  credit 
banks  would  not  have  that  surplus  now  that  they  presently  have. 

And  consequently,  the  20  percent  figure  would  not  have  been  true 
without  the  production  credit  system  coming  into  being  and  being  a 
part  of  the  operations  since  they  have  been  from  1933  to  the  present 

time.  , , 

Senator  Holland.  I  think  that  is  true.  Neither  would  your  re¬ 
serves  have  accumulated  to  the  amount  that  they  have  if  you  ha<  I  not 
had  others  participating  with  you  in  the  business.  It  works  both 

W*Mr.  Harris.  Yes.  I  say  again  that  we  in  production  credit  have 
no  quarrel  with  the  OFI’s  and  feel  that  they  are  a  necessaiy  part  of 

the  credit  bank  operation.  .  . 

Senator  Holland.  You  have  accurately  stated  it  m  your  presen¬ 
tation  that  the  more  business  you  have,  the  better  it  is  to  all  con¬ 
cerned.  I  think  that  is  sound. 

Mr.  Harris.  Thank  you,  sir. 

Senator  Holland.  Are  there  any  others  here  from  out  of  town  who 

want  to  be  heard  without  fail  this  afternoon  ? 

Come  up,  sir.  Maybe  you  will  have  a  better  suggestion  to  make 
about  this  troublesome  question. 

STATEMENT  OE  ROBERT  0.  JUSTICE,  PRESIDENT  OF  THE  BOARD, 
PERU  PRODUCTION  CREDIT  ASSOCIATION,  PERU,  IND. 

Justice.  I  am  Robert  O.  Justice,  president,  and  this  is  Joe 
Payne,  of  the  same  association,  secretary-treasurer  of  our  association. 
Senator  Holland.  All  right,  gentlemen.  You  may  proceed,  Mr. 

^Calf  upon  your  right  arm  there  whenever  you  may  need  him 
Mr.  Justice.  We  welcome  questions  and  I  bring  him  along  to  an¬ 
swer  the  questions. 

Senator  Holland.  All  right,  sir.  .  , 

Mr.  Justice.  Mr.  Payne  is  a  farm  operator,  lives  on  his  farm  and 

h'I,aiik™wket'iiTe°on'  and  operate  my  farm  and  have  a  production 

°reAndl0daue  to  the  fact  that  we  are  that  close  to  the  membership  of 
the  production  credit,  we  would  like  to  advance  our  reasons  based 

on  the  desire  of  the  large  number  of  the  members.  , 

You  have  heard  the  Governor,  Mr.  Briggs,  the  President,  Federal 
Board,  and  Mr.  Harris  just  recently  from  the  N  ational  Advisory  Com¬ 
mittee.  They  have  given  you  the  reasons  for  this  legislation,  tl  e 

various  technical  ramifications  of  it.  .  .  ,,, 

We  would  like  to  present  what  we  think  is  the  opinion  of  the  com¬ 
mon  member  out  here  on  the  farm  who  is  going  to  pay  the  costs  and 
assume  responsibility  for  the  management. 
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I  will  say  just  a  little  about  our  association. 

We  represent  3,054  members  of  our  association  there  in  Peru,  Ind. 

We  loaned  something  like  $10  million  last  year.  We  have  an  outstand¬ 
ing  balance  on  March  31  of  1956  of  $5,322,619. 

I  have  been  a  member  of  the  board  since  organization  in  March 
1934  and  have  seen  our  association  grow  from  no  reserves  until  De¬ 
cember  31,  1955,  when  we  had  surplus  and  reserves  of  $533,416  and  a 
net  worth  of  $967,942. 

I  give  you  those  figures  in  that  statement  there  to  show  that  I  think 
we  are  a  pretty  typical  production  credit  association. 

It  is  not  my  purpose  to  discuss  in  detail  the  ramifications  of  this 
legislation  nor  the  accomplishments  we  expect  from  its  passage ;  these 
have  been  discussed  previously. 

I  believe  the  people  vitally  concerned  are  the  members  of  production 
credit  associations. throughout  the  United  States- — honest-to-goodness 
dirt  farmers.  There  has  not  been  too  much  said  about  the  farmers. 
When  you  get  to  the  basic  facts  they  are  the  ones  concerned.  I  think  i 
they  should  have  more  consideration.  That  is  why  we  proposed  to 
advance  their  thinking. 

We  are  here  for  the  purpose  of  urging  the  passage  of  Senator 
Holland's  bill  S.  3564.  We  have  not  been  sent  here  by  any  group  of 
associations  or  any  committee,  but  are  here  on  our  own  to  represent 
the  3,054  members  in  our  association  and  we  think  that  our  sentiments 
reflect  the  majority  of  the  thinking  of  the  membership  in  the  Fourth 
District. 

It.  is  because  of  my  contacts  and  acquaintance  with  the  association 
directors  and  secretary-treasury  during  the  past  22  years  that  I 
feel  I  can  express  the  majority  sentiment  of  the  more  than  50,000 
active  members  in  the  fourth  district  who  had  outstanding  loans  of 
$95,443,098  on  March  31,  1956. 

I  visited  all  of  the  associations  in  Indiana,  most  of  the  associations 
in  Ohio  and  some  in  Kentucky,  and  I  feel  that  I  understand  the  think¬ 
ing  of  the  members  in  those  areas. 

I  dislike  to  bring  out  any  repetition  when  time  is  so  short. 

Proposed  legislation  has  been  presented  to  the  directors  and  secre¬ 
tary-treasury  of  our  district  twice  since  the  1955  farm  credit  bill 
was  considered  by  this  committee  and  at  the  first  of  these  meetings  ( 
there  were  many  different  opinions,  dissatisfaction,  and  discussion  but 
no  agreement  was  reached. 

^  When  the  revised  draft  of  the  bill  was  presented  at  a  later  date  by 
Governor  Tootell  and  Mr.  Miles,  a  resolution  approving  legislation 
such  as  Senate  bill  3564  provided  was  unanimously  approved  in  the 
fourth  district. 

I  will  say  there  were  approximately  200  directors  and  secretary- 
treasurers  in  attendance  at  this  meeting. 

I  explained  this  bill  to  600  of  our  members  at  our  annual  stock¬ 
holders  meeting  on  March  7,  1956,  and  their  comments  were  to  urge 
passage  of  the  bill  as  it  provides  a  means  by  which  the  Government 
capital  can  be  retired  from  2  more  farm  credit  units  with  the  least 
possible  hardship  to  the  members  of  the  associations. 

Approximately  75  percent  of  our  members  are  farm  owners,  and 
farmers  by  their  very  nature  take  a  lot  of  pride  in  ownership.  It  was 
with  great  pride  that  the  members  of  our  association  returned  the 
class  A  stock  held  by  the  Government  in  our  association,  and  we  know 
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from  their  expressions  that  they  are  looking  forward  to  returning 
the  Government  capital  from  the  other  units  as  proposed  m  tin 

^flie  fact  that  our  business  has  increased  $2  million  since  the  Govern¬ 
ment  capital  was  retired  in  1952  is  evidence  to  me  that  it  means  a  lot 
to  our  members  to  own  their  own  credit  association.  . 

We  filed  testimony  with  this  committee  a  year  ago  on  the  fam  credit 
bill  of  1955  At  that  time  our  members  favored  a  bill  embodying  the 
principles  now  contained  in  this  bill,  S.  3564,  but  were  wil  mg  to 
support  the  bill  presented  last  year  rather  than  not  have  any  P^n  for 
retiring  the  Government  capital  from  the  production  credit  corpora- 

tion  or  the  Federal  intermediate  credit  bank.  . 

Now  gentlemen,  we  urge  passage  of  this  bill,  because  through  my 
personal  contacts  with  members  of  the  Peru  association  and  other 
members  throughout  the  fourth  district  I  am  convinced  that  the  great 
majority  favor  the  legislation  as  set  out  m  this  bill.  d 

It  also  carries  out  the  intent  of  the  I  arm  Credit  Act  of  1.  33  a 

the  declared  policy  of  the  Farm  Credit  Act  of  1953. 

According  to  evidence  submitted  before  the  House  committee,  con¬ 
siderably  more  than  400  of  the  498  production  credit  associations  favor 
this  bill."  Since  it  is  the  purpose  of  this  bill  to  facilitate  complete  farm 
ownership  of  the  farm  credit  system  and  such  a  large  percent  of  the 
members  of  the  PCA’s  are  in  support  of  S.  3564,  we  respectfully  urge 

^°We^^tiih^^owever,^t^at!when  the  members  become  the  owners 
of  all  B  stock  in  the  credit  bank,  the  law  should  provide  that  all  such  B 
stock  cannot  be  retired  so  that  the  credit  bank  cannot  become  a  public 

T1  Yt  is  a  privilege  to  be  here.  I  cannot  say  it  is  altogether  a  pleasure, 

bUSenator  Holland.1  Whwf  I  saw  a  gentleman  downhere  from Peru, 
I  thought  it  meant  something  contributed  from  oui  sister  1 
down  south,  Peru. 

Seii ator  Holland.  You  are  just  from  the  Corn  Belt  of  Indiana,  than 

which  I  understand  there  is  nothing  better.  T  n-  0lis 

Mr  Justice.  North  central  Indiana,  north  of  Indianapolis 
Senator  Holland.  If  there  are  no  questions,  thank  you  very  much. 

Sen"0LL?ZkNye°xt  is  Mr.  King  Banks,  National  Advisory 

Committee  of  PCA’s. 

You  may  proceed. 

STATEMENT  OF  KING  L.  BANKS,  REPRESENTING  THE  PRODUCTION 
CREDIT  ASSOCIATIONS  OF  THE  NINTH  FARM  CREDIT  DISTRICT, 
DELTA,  COLO. 

Mr.  Banks.  My  name  is  King  L.  Banks,  of  Delta,  Colo.  I  represent 
the  Ninth  District  of  the  Farm  Credit  Administration  which  is  com¬ 
posed  of  the  States  of  Kansas,  Oklahoma,  New  Mexico,  and  Colorado. 

We  have  41  production  credit  associations.  nvioTwwna 

My  information  from  the  State  chairmen  of  Kansas  and  Oklahoma 

is  that  their  production  credit  associations  are  unanimous  m  suppo  t 

of  the  bills  presented  by  the  National  Board,  H.  B.  1028.>  and  S.  6t  ■ 
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They  are  against  the  provisions  of  the  bill  as  presented  by  the  Bu¬ 
reau  of  the  Budget  with  the  possible  exception  of  the  reduction  sug¬ 
gested  in  the  revolving  fund.  Some  associations  in  New  Mexico  favor 
the  new  bill ;  some  are  against  it. 

I  know  that  1  is  for  it  and  1  against  it.  The  other  three,  I  have  no 
information  definitely  from  them. 

Senator  Holland.  Y ou  mean  in  New  Mexico  ? 

Mr.  Banks.  In  New  Mexico. 

In  Colorado,  at  a  recent  meeting  of  our  State  Advisory  committee,  4 
associations  favored  the  bill  and  4  were  against  it. 

I  he  reason  for  the  unfavorable  votes  in  Colorado  was  principally 
the  possibility  of  a  raise  in  interest  rate  to  our  members  to  cover  the 
additional  cost.  The  others  felt  that  the  new  bill  presented  by  the 
National  Board  was  such  a  long  step  forward  that  we  should  accept 
it  and  then  if  there  was  any  appreciable  increase  in  cost  we  could  take 
the  necessary  steps,  political  or  otherwise,  to  remedy  the  situation. 

I  might  say  that  this  increase  in  cost  and  the  initial  investment  as 
suggested  amount  to  2.07  percent  of  the  average  month,  and  volume 
°  ql?ans  Is  gfeat  concern  to  all  associations  in  our  district. 

The  Ninth  district  has  consistently  battled  any  change  in  the  1933 
act  other  than  amendments.  But  the  1953  act  was  passed  and  is  now 
aw.  \\  e  realize  the  pressure  on  the  new  Board  to  propose  legislation 
soon  as  possible,  the  Government  capital  in  the  system. 

1  lie  National  Board  has  worked  hard  and  conscientiously  to  this 
end  and  the  bill  they  have  presented,  with  the  exception  of  the  2.0T 
percent  initial  investment,  as  we  mentioned  before,  is  a  long  step  in  this 
direction.  We  feel  that,,  if  possible,  we  should  get  the  National  Board’s 
bill  with  the  elimination  or  reduction  in  the  initial  investment. 

I  or  the  record,  I  want  to  state  that  our  district,  while  not  unani- 
mous,  is  overwhelmingly  favorable  to  this  legislation  as  proposed  by 
the  National  Board. 

Senator  Holland.  You  recognize,  I  see,  that  the  National  Board 
is  under  a  mandate  because  of  the  1953  legislation  ? 

Mr.  Banks.  That  is  right. 

Senator  Holland.  To  move  toward  elimination  of  the  capital  in¬ 
vestment  of  the  Federal  Government  in  these  units  of  the  Farm 
Credit  Administration. 

Mr.  Banks.  We  fully  realize  that ;  yes,  sir. 

Senator  Holland.  You  support  that  approach  ? 

Mr.  Banks.  We  do. 

Senator  Holland.  All  right ;  thank  you,  sir. 

Mr.  Banks.  Thank  you. 

Senator  Holland.  Mr.  Kenneth  T.  Scott,  Director,  Agricultural 
Credit  Services. 

STATEMENT  OF  KENNETH  I.  SCOTT,  DIRECTOR,  AGRICULTURAL 

CREDIT  SERVICES,  UNITED  STATES  DEPARTMENT  OF  AGRICUL¬ 
TURE 

Mr.  Scott.  The  Department  believes  that  this  proposed  merger 
of  the  Federal  intermediate  credit  banks  and  the  production  credit 
corporations  is  an  opportunity  to  further  improve  the  facilities  of 
the  farm  credit  system  to  the  benefit  of  farmers  and  ranchers  through¬ 
out  the  country. 
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I  appreciate  this  opportunity  to  discuss  with  you  briefly  some 
of  the  more  important  phases  of  this  legislative  proposal,  as  we 
see  them. 

Credit,  of  course,  is  an  essential  farm  tool.  Credit  that  is  care¬ 
fully  geared  to  the  particular  requirements  of  agriculture,  and  especi¬ 
ally  to  the  sound  needs  of  individual  farmers,  is  especially  helpful 
to  the  successful  conduct  of  individual  farm  businesses. 

Farm  people  need  credit  in  good  times  as  well  as  during  the  less 
favorable  years.  The  lack  of  such  dependable  credit  brought  into 
being  the  production  credit  system  as  the  members  of  this  commit¬ 
tee  well  know.  Here  we  have  a  system  that  was  carefully  designed 
to  meet  a  real  need ;  a  system  that  is  devoted  solely  to  the  extension  of 
sound,  helpful  agricultural  credit  services. 

The  record  of  the  production  credit  system  has  been  outstanding 
in  several  respects.  In  the  early  days  there  were  skeptics  who  thought 
farmers  could  not  safely  be  entrusted  with  the  responsibility  of  mak¬ 
ing  loans.  Billions  of  dollars  have  been  loaned  with  insignificant, 
losses. 

Of  much  greater  significance  is  the  pace-setting  example  which  the 
Congress  had  in  mind  when  the  system  was  established.  Notwith¬ 
standing  the  importance  of  the  large  volume  of  loans  that  have  been 
made,  I  believe  it  is  true  that  this  pace-setting  function  has  been  of 
greatest  benefit  to  our  agricultural  people  generally. 

The  principles  of  lending  which  this  system  put  into  widespread 
use  have  now  been  accepted  by  other  agricultural  lenders  and  adapted 

to  their  lending  policies.  .  ... 

Loan  terms  suits  to  the  needs  of  farmers  with  particular  emphasis 
on  the  repayment  capacity  of  the  business  are  now  the  common  prac¬ 
tice  as  a  result  of  this  fine  example.  .  . 

The  agricultural  commission  of  the  American  Bankers  Association 
has  been  actively  sponsoring  for  several  years  the  use  of  agriculturally 
trained  men  in  country  banks  and  the  establishment  of  special  agri¬ 
cultural  loan  departments. 

I  think  it  is  fair  to  say  that  the  Production  Credit  gave  this  move¬ 
ment  great  impetus.  The  outlook  for  future  agricultural  develop¬ 
ments  is  such  that  there  will  be  further  opportunities  for  the  produc¬ 
tion  credit  system  to  perform  additional  pace-setting  functions. 

It  is  important  to  remember  why  this  special  credit  system  has 
worked  out  so  well.  It  didn’t  just  happen,  of  course.  The  Federal 
intermediate  credit  banks  were  in  existence  long  before  the  produc¬ 
tion  credit  days.  Their  basic  authority  and  functions  haven  t  changed 
much  during  the  years.  They  are  wholesalers  of  agricultural  credit. 
They  have  developed  a  reputation  for  their  debentures  which  cause 
them  to  be  looked  upon  by  the  most  prudent  investors  as  blue-chip 


It  is  essential  that  this  fine  reputation  be  carefully  maintained  to 
insure  a  continued  supply  of  loanable  funds.  The  Department  believes 
that  this  bill  would  add  further  strength  to  this  phase  of  the  system 
Private  discount  companies,  the  original  outlets  for  the  services  o 
the  credit  banks,  have  continued  to  use  the  banks  facilities.  A  (though 
production  credit  associations  have  for  many  years  provided  mos.  o 
the  volume  of  service,  the  Farm  Credit  Administration  has  very 
properly  carefully  safeguarded  the  rights  of  these  private  companies. 
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The  bills  under  discussion  contain  specific  assurance  that  this  equal 
treatment  will  continue. 

This  PCA  record  of  sound  helpful  loans  is  the  result  of — 

(1)  A  tailor-made  system  to  meet  a  specialized  need; 

(2)  A  system  of  lending  that  attracted  and  retained  the  active 
interest  and  support  of  leading  farmers  and  ranchers; 

(3)  A  special  type  of  supervision  and  guidance  that  has  built 
strength  and  leadership  where  it  is  most  important;  namely,  in 
the  local  lending  offices.  There  is  no  substitute  for  sound,  prac¬ 
tical  loan  decisions  out  in  the  country  where  lender  and  borrower 
can  sit  down  and  work  out  the  type  of  credit  needed;  and 

(4)  Progressive  decentralization  of  responsibility. 

Our  rural  people  have  an  important  stake  in  the  continuation  of 
this  type  of  supervision  and  guidance.  From  their  standpoint  this 
helpful  guidance  in  sound  lending  and  the  continued  emphasis  on 
service-mindedness  is  very  important. 

The  dependability  of  this  type  of  credit  needs  to  be  carefully  safe¬ 
guarded  and  further  strengthened  at  every  opportunity.  The  Con¬ 
gress  has  on  several  occasions  under  the  leadership  of  this  committee 
and  the  House  Agricultural  Committee,  taken  just  such  actions  as 
experience  and  progress  of  the  system  showed  to  be  needed. 

The  Department  has  great  confidence  in  the  actions  that  the  Na¬ 
tional  Farm  Credit  Board  and  Governor  Tootell  are  taking  to  further 
strengthen  this  cooperative  system.  From  our  frequent  discussions 
with  them  we  know  they  are  sincerely  anxious  to  help  the  system  be 
of  maximum  service  to  farm  and  ranch  people. 

The  accomplishments  during  the  past  20  years  with  this  special 
type  of  supervision  by  the  Production  Credit  Corporations,  are  so 
evident  that  I  would  like  to  respectfully  suggest,  Mr.  Chairman,  that 
it  might  be  helpful  to  the  National  Board  and  Governor  Tootell  for 
this  committee  to  emphasize  the  importance  of  there  being  strong- 
provisions  in  this  merged  institution  for  keeping  the  system  service 
minded. 

In  addition  to  the  benefits  to  our  farm  people  there  is  a  public 
interest  in  this.  The  lending  policies  of  private  and  cooperative 
lenders  have,  as  you  know,  an  immediate  influence  on  the  demands  that 
are  made  on  the  Farmers  Home  Administration  for  supplemental 
credit  service. 

The  shifting  of  farm  people  from  one  lender  to  another  is  certainly 
very  disturbing  and  costly  to  them,  to  say  the  least.  This  can  be 
minimized  by  good  dependable  service  through  the  production  credit 
system. 

In  the  Farmers  Home  Administration  we  have  a  very  outstanding- 
group  of  devoted  and  capable  people  who  are  always  anxious  to  help 
those  who  cannot  get  credit  on  reasonable  terms  elsewhere  but  we 
need  to  the  extent  possible  to  keep  the  Farmers  Home  Administration 
in  their  traditional  field  of  helping  young  farm  families  become  es¬ 
tablished  and  providing  supervised  credit  with  sound  management 
help.  The  extent  to  which  they  have  to  get  into  emergency  or  tem¬ 
porary  lending,  of  course,  detracts  from  what  they  can  do  in  carrying 
out  their  basic  lending  responsibility. 

President  Eisenhower  in  his  agricultural  message  last  January 
referred  to  the  traditional  importance  of  commercial  and  cooperative 
lenders  in  supplying  the  bulk  of  agricultural  credit. 
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The  Administration,  of  course,  is  anxious  that  these  sources  of 
agricultural  credit  continue  to  provide  a  maximum  of  help  to  farm 
people.  There  is  a  need  at  this  time  for  some  additional  supplemental 
credit  through  the  facilities  of  the  Farmers  Home  Administration. 

Mr.  Chairman,  at  an  early  date  I  hope  to  have  the  opportunity  to 
discuss  with  this  committee  the  Administration’s  proposals  for  broad¬ 
ening  and  extending  the  authority  of  FHA. 

The  20  years  that  I  spent  on  the  staff  here  of  the  Farm  Credit  Ad¬ 
ministration  and  the  prior  experience  of  managing  a  private  loan 
company  that  discounted  with  the  Federal  intermediate  credit  banks 
causes  me  to  believe  very  strongly  that  the  specialized  type  of  credit 
service  that  is  being  furnished  by  the  production  credit  system  is 
very  beneficial  to  farmers  and  ranchers  generally. 

A  large  volume  of  helpful  service  is  being  provided  by  other  agricul¬ 
tural  lenders  which  often  have  other  important  functions  that  must  be 
safeguarded.  I  refer,  of  course,  to  the  responsibilities  banks  have 
to  their  depositors  and  the  marketing  or  processing  services  which 
other  agricultural  lenders  often  carry  out  with  their  credit  services 
largely  an  adjunct  thereto. 

In  Farm  Credit  we  have  a  permanent  system.  The  production 
credit  associations  are  designed  to  continue  year  after  year  with  no 
interruption  in  ownership  or  basic  functions. 

Farmers  and  ranchers  need  this  type  of  permanent  service,  a  pace- 
setting  service,  an  institution  owned  and  managed  by  people  devoted 
to  the  single  job  of  providing  sound  credit  needs  of  the  farmers 
and  ranchers. 

In  closing  may  I  again  say  that  the  Department  believes  that  the 
merger  of  the  intermediate  credit  banks  and  the  production  credit 
corporations  would  be  advantageous  to  our  farm  families.  The  de¬ 
tails  of  the  proposal  have  been  worked  out  with  great  care  and  as  a 
result  of  many  discussions  throughout  the  country. 

In  addition  to  the  advantages  I  have  mentioned,  this  merger  will 
provide  an  opportunity  to  reduce  somewhat  the  cost  of  getting  loan¬ 
able  funds  and  providing  needed  supervision. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  appear  before 
you. 

Senator  Holland.  Do  I  understand  that  you  speak  for  the  Depart¬ 
ment  of  Agriculture  in  this  statement  ? 

Mr.  Scott.  Yes,  sir. 

Senator  Holland.  And  that  the  Department  gives  its  unconditional 
approval  to  the  pending  legislation  ? 

Mr.  Scott.  To  the  merger. 

Senator  Holland.  To  the  merger? 

Mr.  Scott.  Mr.  Chairman,  we  have  not  taken  a  position  on  these 
bills,  the  details  of  the  bills,  because  of  the  points  which,  as  you  know, 
the  Bureau  of  the  Budget  has  raised,  but  we  do  strongly  favor  the 
merger. 

Senator  Holland.  In  other  words,  you  think  that  the  2  sets  of  insti¬ 
tutions  should  be  combined  into  1  ? 

Mr.  Scott.  Yes.  sir. 

Senator  Holland.  According  to  the  general  plan  outlined  in  all  of 
these  various  acts  ? 

Mr.  Scott.  That  is  right,  sir. 

Senator  Holland.  Thank  you. 
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Mr.  Scott.  Thank  you. 

Senator  Holland.  All  right. 

The  next  gentleman  here  is  Mr.  H.  G.  Blalock. 

STATEMENT  OF  H.  G.  BLALOCK,  NATIONAL  ADVISORY  COMMITTEE 

OF  PRODUCTION  CREDIT  ASSOCIATIONS,  BASKERVILLE,  VA. 

Mr.  Blalock.  My  name  is  H.  G.  Blalock.  I  am  a  farmer  in  Mechan- 
icsburg  County,  Va.,  president  of  the  South  Hill  Production  Credit 
Association,  and  am  on  the  advisory  committee  of  the  National  Advis¬ 
ory  Committee  from  the  Second  Farm  Credit  District. 

I  am  also  president  of  the  Virginia  Farm  Bureau  Federation. 

The  production  credit  associations  of  the  Second  Farm  Credit  Dis¬ 
trict,  all  of  them,  are  unanimously  supporting  this  bill.  I  have  taken  it 
up  with  all  of  them,  and  have  asked  any  who  had  any  objections  to  re¬ 
port  to  me,  and  they  have  all  had  sufficient  time  to  report  any  objec¬ 
tions.  I  have  head  no  objections,  but  without  request  I  have  had  a 
number  of  reports  from  a  great  many  of  the  associations  favoring  this 
bill. 

So  that  I  think  I  can  say  without  any  dissension  that  our  associa¬ 
tions  in  the  Second  Farm  Credit  District  are  unanimously  in  favor 
of  it. 

And,  as  a  farmer  and  as  president  of  the  local  production  credit  asso¬ 
ciation,  we  think  that  it  will  be  for  the  benefit  of  the  entire  system.  We 
certainly  hope  that  you  can  see  fit  to  pass  this  bill  out. 

Senator  Holland.  The  sentiment  in  your  area  is  very  much  solidi¬ 
fied.  more  than  it  was  last  year ;  is  that  correct  ? 

Mr.  Blalock.  Yes. 

Last  year,  however,  our  group  was  pretty  well  together  with  some 
reservations  of  what  was  in  last  year’s  bill,  but  we  think  that  this  is 
much  better.  Certainly,  they  are  all  together  now,  whereas  we  had 
some  reservations  by  some  associations  last  year. 

Senator  Holland.  All  right,  sir.  Thank  you  very  much. 

Mr.  Blalock.  Thank  you. 

Senator  Holland.  Mr.  W.  E.  Lacy  is  our  next  witness. 

We  are  glad  to  have  you  here,  and  will  be  glad  to  hear  from  you  now. 

STATEMENT  OF  W.  E.  LACY,  VICE  CHAIRMAN,  NATIONAL  ADVI¬ 
SORY  COMMITTEE  OF  PRODUCTION  CREDIT  ASSOCIATIONS, 

HOPKINSVILLE,  KY. 

Mr.  Lacy.  Mr.  Chairman  and  members  of  the  committee,  I  am  very 
glad  to  be  here. 

Senator  Holland.  You  were  here  last  year,  were  you  not  ? 

Mr.  Lacy.  Yes,  sir. 

Senator  Holland.  We  are  glad  to  see  you  again,  sir. 

Mr.  Lacy.  Thank  you,  sir. 

My  statement  is  also  off  of  the  cuff,  and  I  will  be  a  little  easier  to 
stop  than  my  wife  would  be,  if  she  were  testifying.  I  assure  you  that 
my  statement  will  be  brief. 

I  am  a  farmer.  My  home  is  in  Hopkinsville,  Ky.  I  am  here  repre¬ 
senting  the  fourth  district.  I  am  also  vice  chairman  of  the  National 
Advisory  Committee  of  the  Production  Credit  Associations. 
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I  would  like  to  concur  in  the  statement  made  by  our  chairman  of  the 
National  Advisory  Committee  to  this  committee. 

I  would  like  to  make  some  additions  to  that  statement,  primarily  for 
the  f  ourth  district. 

Perhaps  the  fourth  district  has  been  slightly  over-emphasized  here, 
but  I  believe  in  my  remarks  I  may  be  able  to  justify  that  fact. 

I  am  happy  to  represent  the  largest  district  in  the  United  States, 
from  the  standpoint  of  active  membership;  also  from  the  standpoint 
of  the  largest  volume  of  loans. 

There  are  over  47,000  active  members  in  the  Fourth  Federal  Farm 
Credit  District.  That  is  Ohio,  Indiana,  Kentucky,  and  Tennessee. 
Those  47,000-plus  members  made  loans  last  year  in  excess  of  $156  mil¬ 
lion,  which  is  the  largest  district  in  the  United  States. 

I  am  also  vice  president  of  my  local  association  down  in  western 
Kentucky.  I  have  been  connected  with  production  credit  for  the  past 
19  years. 

I  was  elected  to  the  National  Advisory  Committee  in  1949.  If  I 
•  may,  I  would  like  to  give  you  just  a  brief  history  of  that  Committee, 
because  I  think  it  relates  to  this  bill  that  we  have  before  us  here  today. 

Senator  Holland.  That  is  the  Committee  of  which  Mr.  Glen  Harris 
is  Chairman  ? 

Mr.  Lacy.  That  is  right,  sir. 

This  committee  was  organized,  I  think,  in  the  year  1946.  I  came 
on  that  Committee  in  the  year  1950. 

That  Committee  was  talking  then  about  some  of  the  fundamentals 
of  this  bill.  I  understand  that  they  had  been  talking  about  it  for  2 
or  3  years  prior  to  that  time. 

The  point  I  would  like  to  make  is  that  this  is  not  an  overnight  dream, 
this  legislation.  This  legislation  has  been  prepared  and  written  by 
men  who  have  lived  and  grown  up  in  production  credit  and  in  farm 

credit.  . 

Quite  a  number  of  those  men  who  were  on  the  National  Advisory 
Committee,  who  are  on  there  now — they  were  at  that  time— are  now 
on  this  Farm  Credit  Board.  I  think  all  of  those  men  are  well  quali¬ 
fied.  I  am  sure  they  have  given  consistent  consideration  to  this 

legislation.  .  . 

|  They  have  brought  this  legislation  out  in  the  district  on  2  or  3 
'  different  occasions,  to  the  people  in  the  district. 

I  would  like  at  this  time  to  report  on  my  district. 

There  are  2  associations  out  of  the  40  in  the  4  States  that  are  op¬ 
posed  to  this  legislation.  They  have  not  registered  opposition  to  it, 
so  far  as  I  knoAv,  certainly  not  to  me.  But  I  have  learned  that  they 
are  opposed  to  it. 

There  are  2  associations  that  are  neutral  or  noncommittal.  I  am  not 

able  to  tell  just  which  they  are.  ,  ^ 

That  is  4  associations — 2  against  it,  2  that  are  doubtful,  out  ot  the 

40  associations  in  the  Fourth  District. 

I  think,  sir,  that  the  support  of  this  bill  last  fall  was  almost  solely 
with  the  exception  of  the  Sixth  District,  the  St.  Louis  District,  and 
there  is  very  little  opposition  to  this  legislation  at  the  moment  from 
production  credit  associations.  It  is  comparatiA  ely  small. 

But  the  farmers  are  disturbed,  I  think,  in  all  sections  of  the  coun¬ 
try,  due  to  this  high  interest  rate.  I  am  wondering  if  they  might 
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not  be  attributing  some  of  it  even  to  the  discussion  of  this  legisla¬ 
tion.  Certainly  it  has  no  bearing  on  the  cost  of  money.  I  think 
perhaps  we  have  in  the  country  possibly  about  7  men  that  do  have 
some  bearing  on  the  cost  of  money  and  in  their  policy. 

Unfortunately,  the  action  that  those  men  have  taken  has  seriously 
reflected  back  to  the  cost  of  money  in  the  production  credit  associa¬ 
tions. 

Senator  Holland.  Are  you  speaking  of  the  rediscount  ? 

Mr.  Lacy.  The  rediscount  rate. 

Senator  Holland.  Of  the  Federal  Reserve  Board? 

Mr.  Lacy.  Yes. 

That  cost  of  money  is  certainly  bad  for  agriculture.  It  is  bad 
for  the  production  credit  associations,  and  it  is  terrible  for  me.  ^ 

That  cost  of  money  may  be  helping  industry  and  business,  but  It  is 
hurting  agriculture.  Perhaps  industry  and  business  is  inflated,  but 
agriculture  is  deflated.  And  whenever  they  increase  that  discount 
rate,  why,  the  further  it  deflates  agriculture. 

Senator  Holland.  What  would  you  suggest  that  might  remedy  that 
situation  ? 

You  see,  when  it  comes  to  borrowing  money,  all  types  of  business 
are  in  competition  with  each  other. 

Mr.  Lacy.  I  think,  sir,  if  they  would  curb  this  installment  buying, 
make  the  terms  shorter,  the  downpayment  larger.  I  think  it  would  do 
far  more  good  than  increasing  the  discount  rate,  I  think  people 
generally  who  have  money,  have  just  gotten  out  of  hand  in  this  coun¬ 
try.  They  do  not  pay  any  attention  to  what  the  money  costs  them, 
just  so  long  as  they  can  buy  the  articles  they  want. 

Senator  Holland.  Of  course,  I  do  not  know  what  caused  the  change 
in  position,  but  you  remember  that  the  Federal  Reserve  Board  did 
have  quite  a  break  on  installment  buying,  within  the  past  2  or  3  years, 
something  like  that. 

Mr.  Lacy.  Yes,  sir. 

Senator  Holland.  And  you  have  heard  about  the  hordes  of  locusts 
in  the  Bible  ? 

Mr.  Lacy.  Yes,  sir.  ,  . 

Senator  Holland.  That  is  the  way  the  people  who  indulge  m  in¬ 
stallment  buying  descended  on  the  Federal  Reserve  Board.  And,  of 
course,  there  was  an  immediate  resumption  in  buying  on  a  very  heavy 
scale  as  the  restrictions  were  removed  in  various  steps.  I  imagine  that 
the  Board  has  a  hard  job  trying  to  adjust  itself  back  and  forwards  so 
as  not  to  have  either  inflation  or  deflation,  but  they  try  to  keep  us  in 
a  sound  position,  sort  of  in  the  middle  ground.  The  trouble  is— and 
there  may  be  many  other  troubles  that  I  do  not  know  about — that 
businesses  are  not  'in  the  same  situation.  And  agriculture  does  not 
happen  to  be  creditwise  in  anything  like  as  good  a  situation  as  most 
manufacturing  businesses. 

Mr.  Lacy.  In  other  words,  we  are  in  the  minority  group  now. 

Senator  Holland.  Of  most  of  the  trading  businesses. 

Mr.  Lacy.  I  think  that  is  pretty  well  recognized  now. 

Senator  Holland.  Perhaps  it  is  that. 

You  may  proceed. 

Mr.  Lacy.  I  would  like  to  make  one  further  statement,  and  then  I 
am  through. 
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I  think  if  this  hearing  runs  true  to  form,  sir,  I  believe  you  will  have 
testimony  before  your  committee  by  men  and  by  a  man  who  will  re¬ 
write  this  bill  in  one  night,  when  they  have  never  had  too  much  ex¬ 
perience  with  production  credit  and  farm  credit,  when  these  men  that 
are  presenting  this  bill  have  lived  with  production  credit  and  farm 
credit  for  the  past  20  years. 

I  believe  that  completes  my  statement  here. 

Senator  Holland.  Well,  now ;  just  a  moment  on  that. 

I  have  sat  on  this  committee  when  we  took  action  to  get  away  from 
public  ownership  of  land  banks,  and  then  later,  the  banks  of  the  co¬ 
operatives.  And  now  I  am  sitting  here  looking  into  this  particular 
last  group,  you  might  say.  I  have  not  sensed  any  smaller  group  than 
the  whole  Congress. 

Mr.  Lacy.  I  was  not  speaking  about  Congress,  either  House  of 
Congress,  I  was  speaking  about  men  who  would  testify  before  this 
committee. 

Senator  Holland.  Well,  undoubtedly  we  will  hear  all  points  of 
view.  Some  of  them  are  quite  contradictory  of  the  position  that  you 
have  taken,  but  that  has  been  true  with  reference  to  each  of  the  bills. 
And  we  have  come  out  with  a  pretty  sound  handling  of  each  of  them. 

Mr.  1  ncY.  I  appreciate  that,  sir. 

Senator  Holland.  I  hope  that  we  will  do  that  well  with  this. 

Mr.  Lacy.  Those  people,  certainly,  have  a  right  to  have  their  views; 
I  understand  that.  But  I  was  just  trying  to  clarify  my  point,  that 
this  bill  is  not  an  overnight  dream. 

Senator  Holland.  I  know  that  full  well.  I  know  the  people  in  our 
State  have  been  working  on  it  very  diligently  for  a  long  while. 

I  hope  that  we  can  work  out  something. 

We  are  very  glad  to  have  had  you  here. 

Mr.  Lacy.  Thank  you  very  much  for  the  opportunity  to  appear. 

Senator  Holland.  The  next  gentleman  that  we  will  hear  from  is 
Mr.  Wayne  Thomson. 

STATEMENT  OF  WAYNE  THOMSON,  PRESIDENT,  JENNINGS 
PRODUCTION  CREDIT  ASSOCIATION,  JENNINGS,  LA. 

Mr.  Thomson.  Mr.  Chairman,  my  name  is  Wayne  Thomson,  and 
this  is  our  secretary,  Mr.  Theriot. 

I  am  one  of  the  organizing  stockholders  and  one  of  the  organizing 
directors.  I  have  been  a  director  of  the  association  for  23  years,  during 
which  time  I  have  seen  the  system  develop  into  a  network  of  almost  all 
completely  farmer-owned  credit  agencies. 

My  association  believes  that  the  immediate  consolidation  of  the 
production  credit  corporation  and  the  Federal  intermediate  credit 
bank,  in  each  district,  will  best  serve  the  interest  of  our  system  for  the 
following  reasons : 

production  credit  corporations  have  served  their  purpose 

The  production  credit  system  was  authorized  by  Congress  in  1933, 
at  which  time,  the  production  credit  corporations  1  in  each  of  12 
farm  credit  districts,  were  created  for  the  purpose  of  organizing, 
capitalizing  and  supervising  production  credit  associations. 
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We  are  grateful  to  this  Congress  for  having  created  our  system.  We 
are  equally  grateful  to  the  taxpayers  and  to  the  public  who  have  ab¬ 
sorbed  the  cost  of  maintaining  these  corporations. 

We  are  pleased  to  report  that  a  wonderful  job  was  done  in  the  organ¬ 
ization  of  our  associations.  The  capital  that  was  loaned  to  us  by  the 
Government,  through  the  production  credit  corporations,  has  almost 
all  been  returned.  It  is  apparent  then  that  two  of  the  main  objectives 
of  the  production  credit  corporations,  namely,  organization  and 
capitalization,  have  been  fulfilled,  leaving  only  the  task  of  supervision. 
It  is  reasonable  to  assume  that  the  manpower  requirements  of  the 
corporations  with  two-thirds  of  their  functions  removed,  should  be 
substantially  reduced. 

pca's  are  organized  in  depth  and  require  a  minimum  of  supervision 

Each  production  credit  association  is  under  the  direction  of  a 
board  of  at  least  5  members  elected  for  staggered  terms,  thus  insuring 
that  the  majority  of  the  members  on  each  board  will  at  all  times  have 
served  at  least  1  term.  Furthermore,  each  association  has  a  manager, 
an  assistant  manager,  and  usually  a  treasurer.  This  assures  trained 
personnel  to  assume  managerial  responsibility  in  event  of  necessity. 
With  this  type  of  organization  and  with  23  years  of  experience,  we  feel 
confident  that  only  a  minimum  amount  of  supervision  is  required. 

manpower  requirements  do  not  warrant  a  corporate  entity 

It  is  also  a  known  fact,  in  our  district,  that  the  Federal  intermediate 
credit  bank  and  the  production  credit  corporation  are  duplicating 
themselves  in  the  supervision  of  the  production  credit  associations, 
since  approximately  one-half  of  the  manpower  in  the  corporation  is 
used  to  supervise  the  extension  of  credit,  for  which  the  final  respon¬ 
sibility  rests  in  the  Federal  intermediate  credit  bank. 

Should  this  duplication  be  removed,  the  manpower  requirements  of 
the  production  credit  corporation  would  be  reduced  to  such  an  extent 
that  the  Production  Credit  Corporation  of  New  Orleans  could  no 
longer  justify  its  existence  as  a  corporate  entity  and  even  less  justify 
the  continued  investment  of  $244  million  of  Government  capital. 

Furthermore,  the  duplication  in  the  supervision  by  our  Federal 
intermediate  credit  bank  and  our  production  credit  corporation  has 
made  it  difficult  for  the  association  to  satisfy  both.  Our  association 
has  therefore  concluded  that  it  would  be  to  the  best  interest  of  our 
stockholders  and  the  taxpayers  for  these  two  institutions  to  be  merged. 

merger  will  not  disturb  farm  credit 

There  are  some  who  hesitate  to  disturb  our  present  arrangement 
for  fear  of  its  effect  on  farm  credit.  May  I  hasten  to  remind  you, 
gentlemen,  that  the  production  credit  corporation  and  the  Federal 
intermediate  credit  bank  in  each  district  are  now  under  the  guidance 
of  a  common  board  of  directors  and  this  same  board  of  directors  will 
direct  the  merged  institutions. 

Isn’t  it  reasonable  to  assume,  therefore,  that  the  welfare  of  the 
associations  will  be  as  equally  well  entrusted  in  this  board  when  the 
two  corporations  have  been  merged?  This  proposed  consolidation 
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does  not  entail  a  complete  reorganization  of  our  system.  The  only 
immediate  change  will  be  that  both  corporations  now  existing  sepa¬ 
rately  under  the  direction  of  a  common  board,  will  merge  under  one 
roof  under  the  directorship  of  this  common  board. 

MANPOWER  DISPLACEMENT  WILL  BE  GRADUAL 

It  has  already  been  established  that  there  will  be  a  very  gradual 
displacement  of  manpower  and  that  the  retrenchment  and  the  econ¬ 
omies  that  we  have  envisioned  will  not  be  fully  attained  until  probably 
4  or  5  years.  This  is  as  it  should  be,  but  a  merger  must  be  accomplished 
first  in  order  to  permit  a  study  of  the  manpower  requirements  of  the 
merged  institution. 

Frankly,  the  merger  itself  will  eliminate  the  following  positions, 
in  each  of  12  districts,  namely,  1  presidency,  1  credit  department,  and 
1  staff  of  accountants.  It  is  evidence  that  further  changes  will  be 
gradual ;  therefore,  to  delay  the  effective  date  of  this  act,  as  suggested 
I  b}T  some,  would  only  be  procrastinating.  We  therefore  believe  that 
the  merger  should  be  accomplished  January  1, 1957,  so  that  manpower 
studies  can  be  instituted  to  accomplish  a  reduction  in  the  cost  of 
agricultural  credit. 

MERGER  WILL  STRENGTHEN  OUR  SYSTEM  AND  INCREASE  FARMER 

PARTICIPATION 

We  are  confident  that  there  will  emerge  with  the  enactment  of  this 
legislation  a  much  stronger  and  much  more  economical  farm  credit 
system.  There  will  exist  a  national  system  of  production  credit 
associations  owning  12  banks  of  discount,  each  of  which  will  be  di¬ 
rected  by  a  district  board,  under  an  arrangement  very  much  similar 
in  every  respect  to  the  relationship  that  exists  in  the  Federal  Reserve 
System. 

The  12  Federal  intermediate  credit  banks,  commonly  known  as 
banks  of  discount,  will  be  strengthened  by  the  acquisition  of  approxi¬ 
mately  $39  million  in  additional  capital  which  is  now  lying  dormant 
as  capital  and  surplus  in  the  12  production  credit  corporations, 
t  For  example,  there  is  approximately  $3,423,721.08  of  capital  and 
*  surplus  in  the  Production  Credit  Corporation  of  New  Orleans,  which 
will  permit,  after  the  merger,  the  extension  of  additional  credit  in 
our  district  in  an  amount  approximately  equal  to  10  times  this  figure. 

The  merger  will  enable  associations  and  their  bank  of  discount  to 
solve  their  credit  problems  by  direct  negotiations  with  association 
officials,  who  are  naturally  more  familiar  with  their  own  problems 
than  are  the  officials  of  the  production  credit  corporation  who  have 
handled  it  heretofore.  This  should  result  in  a  more  flexible  system, 
thus  enabling  each  association  to  formulate  lending  policies  that  will 
meet  the  needs  of  its  locality. 

We  are  here  to  assist  in  the  enactment  of  proper  legislation  for 
our  system  of  production  credit  associations  and  to  show  our  ap¬ 
preciation  to  this  Congress  and  to  the  public  by  supporting  legisla¬ 
tion  that  will  relieve  them  of  this  financial  burden.  We  want  to  sug¬ 
gest  that  provisions  be  made  whereby  the  extent  of  this  burden  can 
ultimately  be  reduced  through  streamlining,  for  the  benefit  of  the 
farmer-owned  associations  who  will  buy  the  merged  institutions. 
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We  believe  that  the  legislation  introduced  by  the  Federal  Farm 
Credit  Board  embodies  the  suggestions  that  we  have  made  and  we  are 
therefore  pleased  to  support  it  without  reservation. 

We  thank  you  for  the  privilege  of  having  appeared  before  you. 

Senator  Holland.  Thank  you  very  much,  sir.  I  do  not  believe  I 
have  any  questions.  That  seems  to  be  an  all-out  endorsement  of  the 
program. 

Mr.  Thomson.  Thank  you,  sir. 

Senator  Holland.  The  next  gentleman  that  I  see  listed  here  is  Mr. 
L.  D.  Campbell. 

Mr.  Campbell.  I  represent  nine  of  the  OFI’s  of  Texas.  Mr.  Sart- 
welle  is  here  with  me.  We  would  like,  if  it  could  be  arranged,  to 
defer  our  hearing  until  tomorrow.  Some  of  our  group  is  not  here. 
They  will  be  here  tomorrow.  If  it  can  be  arranged,  as  I  say,  we  cer¬ 
tainly  will  appreciate  that. 

Senator  Holland.  Very  well. 

How  about  you,  Mr.  W atkins  J ohnston  ? 

Mr.  Johnston.  Mr.  Chairman,  I  was  just  talking  with  Governor 
Tootell.  There  are  2  or  3  matters  that  I  would  normally  like  to 
talk  with  your  committee  about.  He  has  permitted  me  to  talk  with 
him.  I  might  be  able  to  save  myself  and  the  committee  some  time, 
if  I  might  do  that. 

Senator  Holland.  Very  well. 

That  means  that  we  have  carried  over  until  tomorrow  Mr.  Watkins 
Johnston,  who  may  not  wish  to  appear;  Mr.  Campbell,  and  Mr. 
S art welle  will  probably  both  want  to  appear;  Mr.  Davis,  who  is  not 
here  at  present ;  and  Mr.  Crouch,  who  is  not  here  at  present. 

We  have  already  scheduled  for  tomorrow  12  witnesses,  so  that 
apparently  we  have  heard  12  witnesses  today  and  will  have  1  < 
witnesses  tomorrow,  instead  of  having  heard  17  witnesses  today  and 
having  12  witnesses  for  tomorrow. 

Mr.  Campbell.  Mr.  Chairman,  I  will  be  glad  to  go  ahead  in  the  in¬ 
terest  of  saving  time,  if  you  desire. 

Senator  Holland.  That  will  be  very  well.  That  is  very  cooperative 
on  your  part,  and  we  will  hear  from  you  now. 

STATEMENT  OE  I.  D.  CAMPBELL,  SECRETARY,  OTHER  FINANCING 
INSTITUTIONS  COMMITTEE  OE  TEXAS,  HOUSTON,  TEX. 

Air.  Campbell.  Chairman  Holland,  my  name  is  L.  D.  Campbell,  of 
Houston,  Tex.  I  represent  the  nine  Other  Financing  Institutions  of 
Texas.  Also,  for  the  record,  I  am  an  officer  and  director  and  one  of 
the  individual  OFI’s  known  as  the  Houston  Agricultural  Credit  Corp. 

Without  too  much  detail,  I  would  like  to  mention  in  the  beginning, 
and  without  boasting,  that  I  have  been  in  the  credit  field  for  the  past 
30  years,  that  is,  the  farm  credit  field,  if  you  please. 

I  have  a  prepared  statement  here  that  I  would  present,  but,  if  it  is 
satisfactory,  I  will  digress  from  that  and  add  a  few  oral  comments. 

Senator  Holland.  First,  I  notice  that  you  have  attached  to  your 
statement  a  list  of  the  nine  OFI’s  in  Texas. 

Mr.  Campbell.  Yes,  sir. 

Senator  Holland.  Do  I  understand  that  you  represent  them  all? 

Air.  Campbell.  Yes ;  I  represent  them  all. 
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Senator  Holland.  Without  objection,  then, 
copied  into  the  record  at  this  point. 

Mr.  Campbell.  Fine. 

(The  list  is  as  follows :) 


I  will  have  that  list 


Finance  Corp.,  1102  Burk  Burnett  Building,  Fort 


,  San  Antonio  5,  Tex. 


Agricultural  Livestock 

Worth  2,  Tex.  . 

Commercial  Cattle  Loan  Co.,  306  Travis  Building 
Del  Rio  Wool  &  Mohair  Co.,  Del  Rio,  Tex. 

Houston  Agricultural  Credit  Corp.,  903  Milam  Building,  Houston,  Tex. 

National  Finance  Credit  Corporation  of  Texas,  119  Last  Exchange  Ave.,  ort 

Worth  6,  Tex. 

Producers  Loan  Co.,  Childress,  Tex. 

Producers  Wool  &  Mohair  Co.,  Del  Rio,  Tex.  t>  *i  !!«« 

San  Antonio  Agricultural  Credit  Corp.,  National  Bank  of  Commerce  Building, 

San  Antonio  5,  Tex. 

Wool  Growers  Central  Storage  Co.,  San  Angelo,  1  ex. 

Senator  Holland.  You  may  proceed. 

Mr.  Campbell.  The  nine  OFI’s  ot  Texas  are  greatly  interested  m 
this  pending  legislation.  In  fact,  they  feel  like  1  icv  ia\e  ^  ji 
stake.  Eight  of  these  nine  OFI’s  have  discounted  loans  with  the  I  ed- 
eral  Intermediate  Bank  of  Houston  for  the  past  27  years;  2  of  them 

have  discounted  their  loans  since  1923.  a  ^Lnifnral 

The  company  with  which  I  am  connected,  the  Houston  Agricultural 
Credit  Corp.,  was  the  first  organization  of  this  kind  to  use  the  facilities 
„f  the  Intermediate  Credit  Bank  of  Houston.  I  believe  the  Inter- 
mediate  Credit  Bank  of  Houston  was  organized  under  the  I  arm  Credit 
Act  of  1923,  in  March  of  that  year.  Our  company  got  the  hist  loan  m 
about  the  1st  of  September.  It  has  operated  continuously  for  the 

past  33  years,  right  on  through  the  depression. 

1  Referring  again  to  our  individual  company,  we  have  about  1,000 
stockholders  who  own  all  of  the  capital  stock  of  our  organization. 
They  are  farmers  and  ranchers  up  and  down  the  gulf  coast. 

Tliev  vote  and  elect  the  directors  of  our  company. 

Mr.  Sartwell,  over  here  is  one  of  the  original  directors  and  also  a 

b°Theyeare  substantial  livestock  men,  substantial  dairymen  sul.stan- 
tial  rice  farmers.  We  even  have  a  few  cotton  farmers  that  we  finance. 

We  finance  men  who  borrow  $1,000  and  we  finance  men  who  boriow 
$200,000.  We  are  there  serving  agriculture  and  not  just  to  make  a 

PI^ill  say  the  same  thing  goes  with  most  of  the  old  line  companies 
that  I  know  anything  abmit.  They  are  there  to  serve  agnculture 
Certainly  they  must  make  a  profit,  because  without  a  profit  they  l 
not  be  sound.  But,  in  turn,  the  profits  usual  y  stay  in  the  company 
or  are  declared  in  dividends  that  are  owned  by  the  farmers  and  the 

ranchers 

‘  Our  company  has  paid  dividends  on  our  stock  to  our  borrowers  con¬ 
tinuously  since  1937.  We  have  paid  a  stock  dividend,  even  during 
the  few  years  of  the  depression,  when  there  was  no  money.  _  I  lie 
mainde/of  our  capital,  the  total  capital  of  over  $1  milhonrs  intact 
It  belongs  to  our  farmers  and  ranchers,  and  that  is  true  of  a  numbei 

of  the  OFI’s  in  our  State.  ? 

Senator  Holland.  You  do  not  mean  that  you  are  a  cooperative? 

Mr.  Campbell.  We  are  cooperative  in  principle;  yes,  sir.  Not  all 
of  the  OFI’s  are  cooperative,  but  our  organization  is,  Senator  Holland. 
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We  were  organized,  based  on  the  Federal  land  bank  principle  of 
stock  ownership. 

Senator  Holland.  By  a  very  minor  reincorporation,  you,  of  course, 
would  be  eligible  to  go  ahead  under  this  new  law,  would  you  not? 

Mr.  Campbell.  Well,  I  would  certainly  think  so. 

I  worked  for  the  production  credit  corporation  from  1939  to  1952.  I 
compared  the  two,  and  they  are  very  much  alike,  production  credit 
and  the  company  I  am  with. 

Senator  Holland.  You  would  have  the  right  to  reincorporate  as  an 
association,  if  all  of  your  stockholders  are  farmers  and  ranchers. 

Mr.  Campbell.  Yes. 

The  trouble  with  that,  Senator  Holland,  under  the  present  Farm 
Credit  Act  all  of  the  territory  over  the  United  States  has  been  al¬ 
located  to  some  PCA.  Every  county  in  the  State  is  incorporated  in 
some  production  credit  association.  So  there  would  be  no  room  for 
the  OFTs  to  join  the  PCA’s. 

Senator  Holland.  All  right,  sir.  Proceed. 

Mr.  Campbell.  Thank  you. 

In  the  beginning,  in  1934,  I  was  employed  with  the  Federal  Inter¬ 
mediate  Credit  Bank  of  Houston  as  a  credit  examiner.  And  then 
later  I  became  connected  with  the  Production  Credit  Corporation, 
where  I  worked  for  a  number  of  years. 

I  am  now  employed  with  my  previously  mentioned  firm,  and  have 
been  so  for  the  past  4  years. 

The  OFI’s  of  Texas,  of  which  I  am  secretary,  have  no  fight  to  pick 
with  the  production  credit  associations.  And  in  my  experience,  on 
both  sides  of  the  fence,  I  have  found  that  there  was  and  still  exists 
much  cooperation,  for  the  most  part,  between  the  OFI’s  and  the 
PCA’s. 

Senator  Holland.  Are  your  OFI’s  books  and  operations  subject  to 
audit  and  investigation  by  the  officials  of  the  Farm  Credit  Corpora¬ 
tion  ? 

Mr.  Campbell.  Yes,  sir;  the  OFI’s  are  examined  by  the  examiners 
of  the  Federal  intermediate  credit  banks  each  year.  Every  one  must 
have  an  examination  made.  That  examination  consists  of  a  capital 
structure  examination,  looking  into  their  capital,  their  assets  and 
liabilities,  a  checking  of  their  stock  requirements;  and  then  they  make 
an  examination  of  each  loan,  classify  each  loan  as  to  whether  <rood, 
bad,  or  doubtful. 

Senator  Holland.  ^  on  do  not  have  any  top  limit  of  lending,  such  as 
applies  in  the  other  case,  do  you  ? 

Mr.  Campbell.  We  are  subject  to  the  same  regulations  as  most 
PCA’s  are,  that  is,  we  can  lend  10  to  1  of  our  capital.  That  is  the 
law — 10  to  1  is  the  amount  of  our  capital  that  we  can  lend. 

Senator  Holland.  Is  there  any  limitation  as  to  the  amount  of  any 
loan  to  one  borrower  ? 

Mr.  Campbell.  No,  sir.  There  is  no  definite  limitation.  I  am  not 
quite  sure  but  I  believe  there  is  a  law  that  if  we  lend  any  one  person 
50  percent  of  our  capital  stock,  it  requires  the  approval  of  the  Farm 
Credit.  I  may  be  wrong  on  that,  but  I  think  that  is  correct. 

Mr.  Miles.  That  is  correct. 

On  livestock  loans,  on  other  agricultural  loans,  it  is  20  percent. 

Mr.  Campbell.  I  had  forgotten  exactly  the  figures. 
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Mr.  Miles.  That  is  the  regulation. 

Senator  Holland.  All  right,  sir. 

Do  you  wish  your  statement  placed  in  toto  in  the  record. 

Mr.  Campbell.  I  do  wish  that.  . 

Senator  Holland.  Do  you  wish  to  discuss  any  part  ot  it,  m  partic¬ 
ular  ? 

Mr.  Campbell.  Yes,  sir ;  I  would.  . 

Senator  Holland.  The  statement  will  be  placed  m  the  record  at  this 

*  °(The  prepared  statement  of  Mr.  Campbell  is  as  follows :) 

There  are  nine  privately  and  cooperatively  owned  agricultural  financing  in¬ 
stitutions  in  Texas  which  discount  their  loans  with  the  Federal  Intermediate 
Credit  Bank  of  Houston.  These  are  in  addition  to  the  production  credit  associa¬ 
tions  operating  in  the  district.  These  loan  companies  are  referred  to  as  the 
“other  financing  institutions,”  or  OFI’s.  We  are  naturally  vitally  inteiested 
any  legislation  affecting  the  Federal  intermediate  credit  banks  which  aftoicl  us 
our  source  of  money.  We  respectfully  present  this  petition  urging  that  H.  R. 
10285,  S.  3550  and  the  other  pending  bills  be  amended  to  allow  the  other  financing 
institutions  to  participate  in  the  purchase  and  ownership  of  the  Federal  inter¬ 
mediate  credit  banks  on  an  equal  basis  with  the  production  credit  associations. 

Since  the  beginning  of  movements  throughout  the  country  to  change  the  status 
of  the  Federal  intermediate  credit  banks  we  have  been  opposed  to  any  legislation 
which  would  remove  these  banks  from  Federal  supervision  and  control.  It  has 
been  our  feeling  that  as  long  as  the  fundamental  laws  under  which  the  F  ederal 
intermediate  credit  banks  operate  remain  constant,  we  had  a  substantial  degree 
of  protection  against  the  possibility  of  losing  these  banks  as  a  dependable  source 
of  discount.  Nevertheless,  we  feel  that  if  the  banks  shall  ultimately  become 
privately  owned  by  the  corporations  having  discount  privileges  with  them,  we 
would  not  be  opposed  to  legislation  in  that  direction  if  we  are  afforded  equality 
of  treatment  with  the  production  credit  associations.  Thus  far,  the  bills  which 
have  been  introduced  do  not  afford  us  this  equality  of  treatment  in  that  we  will 
not  have  the  right  to  purchase  capital  stock  of  the  Federal  intermediate  credit 
banks ;  we  will  not  have  the  right  of  emergency  participation  in  the  revolving 
fund  nor  will  we  have  a  vote  in  the  election  of  members  of  the  District  Farm 
Credit  Boards.  These  are  all  vital  elements  and  should  not  be  accorded  to  just 
one  segment  of  the  patrons  of  the  banks.  We  do  not  feel  that  the  ownership  of 
the  Federal  intermediate  credit  banks  should  be  limited  to  any  segment  ot  its 
patrons.  To  do  so  would  certainly  place  the  other  users  of  the  banks  in  an 

^We  would^ike  to  present  a  few  facts  in  support  of  our  position  and  in  justifi¬ 
cation  of  the  reasons  why  there  should  be  no  discrimination  between  our  institu¬ 
tions  and  the  production  credit  associations.  As  of  March  31> 
financing  institutions  of  Texas  had  a  combined  capital  and  surplus  of  $-vlS0,048 
and  had  loans  totaling  approximately  $20  million  discounted  with  the  Fedeiv 
Intermediate  Credit  Bank  of  Houston.  This  amounts  to  about  22  percent  of  the 
total  outstanding  loans  of  that  bank.  We  do  not  have  the  figures  available  for 
the  other  financing  institutions  in  other  sections  of  the  country,  but  Me  are 
reliably  informed  that  the  OFI’s  in  the  12th  Farm  Credit  District  at  Spokane, 
Wash,  (including  the  States  of  Washington,  Oregon,  Montana,  Idaho  and  Alaska) 
account  for  35  to  40  percent  of  the  Federal  Intermediate  Credit  Bank  s  annual 
volume  of  loans  in  that  district.  We  also  understand  the  OFI  s  have  a  sub¬ 
stantial  volume  of  loans  discounted  with  the  Federal  Intermediate  Credit  Bank 

Eight  o/ the  9  financing  institutions  for  which  we  are  speaking  have  been 
counfhlg  with  the  Federal  Intermediate  Credit  Bank  of  Houston  for  more  than 
27  vears,  and  2  of  these  institutions  have  been  discounting  with  that  Bank  since 
it  was  organized  in  1923.  The  other  financing  institutions  all  over  the  country 
we7e  for  tie  most  part,  organized  and  served  agriculture  for  8  to  10  ; years .prior 
to  the  organization  of  the  Production  Credit  System  ( Farm  Credit  Act  of  191 33) 
and  have  contributed  in  a  proportionately  large  measure  to  the  $52,566,642  (as 
of  December  31,  1955),  of  accumulated  surplus,  reserves,  and  undivided  profits  of 

the  12  Federal  intermediate  credit  banks.  , 

1  The  institutions  for  which  I  speak  have  a  history  of  successful  operations  and 
continued  growth  of  many  years,  serving  the  agricultural  needs  of  their  pair  ns 
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in  good  times  and  bad.  They  have  eloquently  demonstrated  their  worth  to  the 
farmers  and  ranchmen  who  have  availed  themselves  of  their  services,  and  have 
earned  a  place  of  permanence  in  the  Farm  Credit  System  which  should  be  equal 
in  all  respects  with  that  of  the  production  credit  associations.  We  therefore  feel 
that  we  are  entitled  to  equality  of  treatment  under  the  pending  legislation  and 
urge  that  II.  R.  10285,  S.  3550  and  any  other  bills  of  a  similar  nature  be 
amended  in  the  following  respects : 

1.  To  enable  the  other  financing  institutions  to  purchase  the  capital  stock  of 
the  Federal  intermediate  credit  banks  on  the  same  basis  as  the  production  credit 
associations.  Control  goes  with  ownership  and  we  certainly  feel  that  we  should 
be  allowed  to  share  in  the  purchase  of  the  banks,  particularly  since  the  other 
financing  institutions  have  played  an  important  part  in  the  growth  of  the  banks 
over  the  years.  In  addition,  participation  by  the  other  financing  institutions  in 
the  purcase  of  the  bank's  capital  stock  would  spread  the  burden  and  enable 
the  Government  capital  to  be  retired  at  a  faster  rate. 

2.  To  enable  the  other  financing  institutions  to  vote  for  the  two  directors  of 
the  district  Federal  intermediate  credit  banks  on  the  same  basis  as  the  pro¬ 
duction  credit  associations.  This  can  be  accomplished  bv  allowing  the  2  such 
directors  to  be  elected  by  the  stockholders  of  the  bank  on  the  basis  of  1  vote  for 
each  share  of  the  capital  stock  of  the  Federal  intermediate  credit  banks  of  the 
district  owned  by  each  such  stockholder,  instead  of  the  method  of  election  now 
provided  by  law. 

3.  To  permit  the  use  of  the  revolving  fund  by  the  Governor  of  the  Farm  Credit 
Administration  to  subscribe  to  the  capital  stock  of  the  OFl’s  discounting  with 
the  Federal  intermediate  credit  banks  in  times  of  stress  or  emergency,  on  the 
same  basis  as  he  is  now  permitted  to  subscribe  to  the  capital  stock  of  the  pro¬ 
duction  credit  associations,  and  under  regulations  promulgated  by  him. 

It  is  our  feeling  that  by  reason  of  the  important  position  held  by  the  other 
financing  institutions  in  the  agricultural  lending  field  and  the  marked  contri¬ 
butions  made  by  them  during  the  past  33  years  in  the  establishment,  development, 
and  successful  operation  of  the  Federal  intermediate  credit  banks,  we  should 
have  nothing  more  or  less  than  equality  of  treatment  with  the  production  credit 
associations. 

Senator  Holland.  Yon  may  proceed. 

Mr.  Campbell.  About  this  earnings  proposition:  The  OFl’s,  as 
you  know,  use  the  services  of  the  credit  bank,  and  from  1923  to  1933, 
the  credit  bank  accumulated  a  nice  surplus  of  earnings  amounting  to 
something  over  $730,000.  This  was  made  during  a  period  of  time  when 
the  OFl’s  were  loosely  organized. 

When  the  credit  banks  were  created  in  1923  there  was  no  Govern¬ 
ment.  help  in  any  way  in  organizing  the  OFl’s.  They  were  not  even 
publicized.  They,  the  OFI's  struggled  along  during  10  hard  years, 
and  even  into  the  depression  years,  which  were  very  trying. 

I  believe  Governor  Tootell  has  testified  that  there  were  some  1,200 
OFl’s  organized,  and  most  of  them  have  passed  by  the  wayside.  There 
are  several  angles  to  that  situ ation. 

Among  those  1,200  OFl’s  were  a  number  of  temporary  livestock 
and  crop  loan  organizations  that  were  set  up  to  meet  an  emergency 
caused  by  the  depression. 

For  instance,  during  the  depression  I  lived  in  a  small  town  in  west 
Texas.  Our  county  organized  what  we  called  the  Dickens  County 
Agricultural  Credit  Corp.  It  was  organized  by  the  local  banks,  by 
the  mercantile  firm  with  which  I  was  connected'  as  a  credit  man,  and 
some  of  the  merchants,  to  bail  out,  to  unloosen  frozen  credit  in  that 
territory  because  of  drought  and  because  of  depression  prices. 

That  organization  lasted  about  4  years.  They  used  the  facilities  of 
the  credit  bank. 

After  the  crisis  was  over,  they  paid  off  their  stockholders  with  a 
dividend  and  ceased  business. 
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That  was  multiplied  by  hundreds  of  times  all  over  Texas,  I  know, 
and,  I  am  sure,  all  over  the  United  States. 

Senator  Holland.  Did  they  borrow  from  the  intermediate  credit 

banks? 

Mr.  Campbell.  It  was  set  up  for  that  purpose,  to  borrow  from  them. 
The  banks  were  there  and  they  heard  about  it.  Somebody  told  them 
about  the  credit  bank  at  Houston.  So  they  organized  just  for  that 
purpose,  to  tap  that  source  of  money. 

Later  on,  of  course,  the  PCA’s  came  into  being,  and  they  have  done 
a  line  job.  Certainly  we  are  not  here  to  take  any  credit  away  from  the 
production  credit  system.  There  is  a  place,  a  wonderful  place,  for 

the  PSA’s.  '  , 

We  think  also  there  is  a  gap  and  a  need  for  the  OFI  s,  because  alto¬ 
gether,  we  have  one  purpose — to  serve  agriculture. 

We  cannot  agree  with  Governor  Tootell’s  statement  fully  that  the 
PCA’s  have  had  an  umbrella  over  the  OFI’s  from  1933  to  the  present 

tlTThe  OFI’s  have  attempted  to  do  their  part.  I  believe  they  have 
done  a  better  job  since  1953  than  they  did  from  1923  to  1933. 

In  the  reverse,  however,  between  1923  and  1934,  the  OFI  s  kept  the 
credit  banks  alive  and  paved  the  way,  more  or  less,  for  the  PC  As  to 

Certainly  we  offer  no  objection  to  the  PCA’s  to  come  in  and  lend 
money  anywhere  they  want  to.  We  needed  help.  And  m  1933,  when 
the  farm  credit  bill  was  enacted,  the  production  credit  corporations 
were  organized,  and  they  went  over  the  country  with  $120  million  and 
said,  “Let  us  organize  a  PCA.  We  will  help  you  do  it.  They  ofteied 

no  objection  to  that.  .  ,,  ,  >  i  • 

But  in  the  previous  10  years,  the  OFI  s  did  not  have  that  help  in 

any  way  whatever.  , 

During  this  period  from  1923  to  1933  the  FICB,  the  intermediate 
credit  bank  of  Houston,  accumulated  reserves,  paid-in  reserves,  of 
$730,000.  That  was  after  paying  each  year  25  percent  franchise  taxes 
to  the  Government  for  the  use  of  that  money.  And  since  then,  as  tlie 
Governor  has  testified,  there  has  been  about  20  percent  of  the  surplus 
and  reserves  in  the  credit  banks  accumulated  fro^he  patronage  of 
the  OFI’s.  That  figures,  I  believe,  roughly  around  $10, ,->00,000,  wtiicn 
the  OFI’s,  of  course,  have  contributed  to  the  Federal  intermediate 
credit  bank  system. 

The  OFI’s  do  not  want  Government  help.  The  OFI  s  are  well 
pleased  with  the  intermediate  credit  bank  system.  We  do  not  want 

t0  Opposition  all  along  has  been  that  we  would  like  to  see  the  credit 
banks  continued  as  a  place  of  discount  for  all,  but  if  it  must  be  change*  , 
then  we  are  asking  for  only  a  human  right  of  coming  in  on  an  equal 
basis  with  the  production  credit  associations,  to  help  buy  the  home  we 
helped  establish  10  years  before  the  PCA’s  were  organized.  . 

We  are  asking  for  three  things  principally  :  First,  we  are  asking 
for  the  right  to  purchase  stock  in  the  intermediate  credit  banks  on  the 
same  basis  as  the  PCA’s.  Then  we  are  asking  for  the  right  to  vote,  the 
right  of  franchise,  that  good  old  American  principle  that  we  have  all 
learned  to  love,  the  right  to  cast  our  vote.  Certainly,  we  will  be  in 
the  minority,  but  by  casting  our  vote  for  the  directors,  the  two  di- 
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rectors  that  will  be  on  the  Board,  we  feel  that  we  will  have  some  repre¬ 
sentation.  We  realize  our  vote  will  not  swing  the  thing  or  cause  any¬ 
thing  to  be  changed,  but  yet  we  will  have  some  representation. 

And  we  all  know  that  control  goes  with  ownership. 

The  third  thing  we  are  asking  is  to  participate  in  the  revolving  fund, 
to  allow  the  Governor  in  times  of  stress  to  put  some  money,  if  necessary, 
in  the  OFI’s,  or  to  buy  stock  in  the  OFI’s,  in  case  of  emergency.  That 
is  the  privilege  that  the  OFI's,  of  course,  have  never  enjoyed,  and  the 
OFI’s  have  not  asked  for  it,  and  I  think  the  OFI’s  would  be  willing, 
even  now,  to  forego  participation  in  the  revolving  fund  if  they  were 
given  the  right  to  buy  stock  and  to  vote  because,  after  all,  this 
$10,500,000  in  the  capital  of  the  credit  bank  is  doing  a  wonderful  job 
and  will  do  good  for  years  to  come.  We  could  leave  it  there,  for 
posterity  to  use. 

I  could  go  on  and  talk  a  long  time.  I  will  cut  this  brief,  however. 

I  will  say  this:  Someone  said  that  the  PCA’s  are  not  receiving 
special  treatment  over  the  OFI's.  Now,  there  is  one  thing  I  would 
like  to  bring  out.. 

Under  the  present  system,  both  the  PCA’s  and  the  OFI’s  pledge 
their  bonds— Government  bonds — with  the  credit  bank  as  security  be¬ 
hind  their  line  of  credit.  That  is  customary;  that  is  the  requirement. 

For  instance,  our  organization,  our  loan  company,  has  $541,000  in 
Government  bonds.  That  is  pledged  with  the  intermediate  credit 
bank  at  Houston.  But  if  we  need  some  money  to  operate  in  our  local 
funds,  to  tide  us  over — maybe  sometime  we  will  have  a  few  loans  the 
credit  bank  will  not  accept— we  cannot  borrow  against  those  bonds, 
although  they  are  pledged  with  the  credit  bank. 

Since  the  beginning,  the  PCA’s  have  borrowed  direct  from  the  credit 
banks  on  their  bonds,  and  they  did  not  need  to  go  outside  and  borrow 
funds.  They  could  borrow  from  the  credit  bank  up  to  100  percent 
of  their  bonds,  pledged  with  the  bank.  As  example,  a  PCA  had  bonds 
totaling  $500,000,  they  could  prepare  a  note,  signed  by  the  president 
and  the  secretary,  sent  it  to  the  credit  bank  and  get  a  check  back  for  the 
$500,000  and  carry  the  loans  in  the  funds  that  the  bank  would  not 
take.  By  the  same  token,  we  would  have  to  go  on  the  outside  and 
borrow  a  little  money  once  in  a  while  to  carry  some  loans  the  bank 
would  not  accept  because  we  could  not  borrow  against  our  bonds. 
There  is  a  little  discrimination  there  already. 

But  all  in  all,  Ave  have  no  fight  to  pick  with  the  PCA’s.  We  like 
them.  There  is  a  place  for  us  all. 

With  that,  I  want  to  thank  you  for  the  time  you  have  given  me. 

Senator  Holland.  Of  course,  your  business  is  more  selective  than  is 
that  of  the  PCA’s,  is  it  not?  You  do  not  have  to  serve  anyone  Avho 
comes  in. 

If  the  size  or  the  location  or  the  reputation  for  doing  business,  or 
anything  like  that,  or  if  any  detail  of  the  applicant’s  record  fails  to 
impress  you,  you  do  not  have  to  do  business  with  that  particular 
applicant,  do  you  ? 

Mr.  Campbell.  That  is  right.  And  I  believe  the  PCA’s  operate 
the  same  way.  They  have  to  go  only  on  credit  principles.  I  am  sure 
they  turn  down — in  fact,  1  knoAv  they  do,  because  I  worked  for  them 
for  years;  they  turn  down — loans  on  the  same  basis  that  we  turn  them 
down ;  absolutely  on  the  same  basis. 
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Senator  Holland.  I  remember  last  year  we  bad  the  number,  tor 
instance,  that  were  shown  to  have  been  served  by  the  OFI’s,  or  some 
of  them.  The  number  served  was  much  smaller,  and  the  average 
amount  of  loan  much  larger  than  was  the  case  with  the  PCA’s. 

Mr.  Campbell.  That  is  correct. 

Senator  Holland.  They  had  some  showing  from  a  lexas  concern 
and  one  from  a  concern  that  was  lending  out  in  the  Nevada-Calitornia 

aiMr  Campbell.  That  is  true.  A  lot  of  the  OFI’s,  serve  principally 
in  the  livestock  country.  Two-thirds  of  ours  serve  m  the  country  where 
they  have  principally  large  loans,  and  they  become  specialists  m  the 
handling  of  large  loans.  For  instance,  in  our  case,  however,  we  are  on 
the  gulf  coast.  We  handle  all  types  of  loans. 

Senator  Holland.  Now,  what  about  the  rate  of  interest  charge* 

Mr.  Campbell.  The  interest  is  the  same  as  the  PCA’s. 

For  your  information,  anyone  who  discounts  loans  with  the  inter¬ 
mediate  credit  banks,  PCA’s  or  OFI’s,  must  submit  a  statement  on 
each  loan,  saying  they  have  not  charged  the  borrower  more  than 
4  percent  above  the  cost  of  money.  That  confines  it  to  a  somewhat 

narrow  field.  .  K, .  , 

There  are  variations.  Some  charge  5,  some  charge  5 y2,  some  charge 

0 

'  Most  OFI’s  charge  from  5  to  6  percent.  We  charge  6  percent ;  that 
is  at  the  present  time.  There  is  a  variation  even  among  the  PCAs. 

'  I  know  those  large  loans  in  west  Texas  charge  5  percent,  and  the 
ones  in  east.  Texas  charge  6  percent,  and  perhaps  more  m  some  cases. 

Senator  Holland.  I  see  the  3  points  you  are  pressing  tor,  and  1 
understand  the  first  2  pretty  well,  but  the  third  one,  it  seems  to  me, 

^Youwodd permit  the  Governor  of  the  Farm  Credit  Administra¬ 
tion  to  use  the  revolving  fund  to  subscribe  to  the  capital  stock  of  the 
OFI’s  discounting  with  the  Federal  intermediate  credit  bank  m 
times  of  stress  or  emergency  on  the  same  basis  as  he  is  now 

permitted  to  subscribe  to  the  capital  stock  of  the  production  credit  association, 
and  under  regulations  promulgated  by  him. 

Do  you  mean  that  the  OFI’s  should  be  entitled  to  have  the  same 
proportionate  amount  of  new  capital  available  m  times  of  stress  or 
emergency  as  is  the  case  with  the  PCA’s,  which  are  part  of  the  Farm 

%d;‘m  ”pSrHefe?is  the.  thinking  on  that,  Senator  Holland  The 
OFI's  thought,  quite  a  bit  about  that  No.  3.  And  they  kept  think- 
ing  about  that  accumulated  reserve  surplus  the  past  33  veais,  n 

wontinoit  but,  wanting  it  to  be  in  some  fund. 

We  could  not  think  of  any  other  way  whereby  we  might  have  some- 
thing  available  in  cane,  of  a  long  drought  or  lower  prices  because, 

goodness  knows,  we  are  in  low  prices  now. 

Another  angle  is  this:  Some  of  the  money  t  at,  1 y"  ’reduction 
volving  fund  is  Government  money.  We  know  that.  1 P™ ’!  t 

the’ $i20  million  was  taken  to  the  country.  F.r,n«an«J 
fhe  corporation  in  Houston,  where  I  worked,  kept  V  million  oi  mai 
money  P  They  passed,  I  believe,  $6  million  of  it  to  the  conn  ry. 
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kept  $3  million  in  the  Houston  office,  and  invested  that  $3  million  in 
Government  bonds.  The  interest  from  the  Government  bonds  was  used 
for  expenses  to  the  tune  of  about  $120,000  a  year. 

And  then,  in  turn,  some  of  the  bonds  began  to  go  up.  And  that  corpo¬ 
ration  1  am  sure  others  as  well  over  the  United  States — made  a  very 
nice  profit  on  Government  bonds,  which  went  back  into  the  surplus. 

1  hat  all  originally  came  from  Government  money.  That  is  not  our 
fundamental  reason  why  we  think  we  are  entitled  to  the  revolving  fund, 
but  that  enters  into  it. 

Senator  Holland.  How  does  that  enter  into  it  ? 

Mr.  Campbell.  Because  it  is  still  Government  money.  We  feel,  since 
we  are  serving  agriculture,  and  by  reason  of  having  contributed  our 
part  to  the  credit  bank  reserves,  and  the  Government  money  being 
available  oyer  here,  that  we  should  have  some  right  to  tide  us  over  on 
capital  which  we  have  not  had  in  times  of  stress  and  need  to  better 
serve  agriculture. 

Senator  Holland.  You  still  would  not  be  part  of  the  farm  credit 
■corporation.  You  would  make  some  loans  that  you  finance  through 
the  Farm  Credit  Administration  and  other  loans  which  you  would  not 
finance  in  that  manner.  You  would  be  a  private  enterprise. 

Mr.  Campbell.  Yes,  sir. 

Senator  Holland.  Except  for  the  fact  that  you  would  have  the  right 
to  rediscount  that  portion  of  your  business  which  the  intermediate 
credit  bank  is  willing  to  take — to  rediscount  that  part  through  them. 

Mr.  Campbell.  Let  me  say  this,  Senator  Holland:  I  believe  that 
OFI’s,  for  the  most  part,  would  be  willing  to  assume  the  burdens  and 
responsibilities  if  allowed  to  participate  in  the  system  as  a  whole  along 
with  the  PCA’s. 

Senator  Holland.  Do  you  mean  you  would  be  willing  to  have  a  di¬ 
rectorate  made  up  of  representatives  as  the  PCA  does — representatives 
of  various  groupings — that  you  would  be  willing  to  have  your  busi¬ 
ness  confined  to  loans  which  you  would  rediscount  with  the  intermedi¬ 
ate  credit  bank — that  you  would  be  willing  to  transact  your  business 
solely  and  exclusively  with  the  Farm  Credit  Administration? 

Mr.  Campbell.  I  think  we  come  under  most  of  those  requirements 
now.  We  do  very  little  discounting  of  loans,  that  is,  our  group,  on  the 
outside.  We  have  one  company  that  occasionally  will  discount  a  loan 
with  a  bank,  but  it  is  only  for  a  short  term.  But  I  think  all  of  the 
OFFs — and  I  have  examined  every  one  of  them  when  I  worked  for  the 
credit  bank — use  the  credit  bank  solely  as  the  discount  bank,  and  if 
they  cannot  get  their  loans  discounted  there,  they  do  not  discount  them 
anywhere  else. 

Senator  Holland.  You  could  move  a  certain  amount  of  loans  in  your 
own  hands  which  you  do  not  have  to  rediscount. 

Mr.  Campbell.  The  PCA’s  do  the  same  thing.  They  borrow  this 
money  I  was  speaking  about  a  while  ago  on  the  bonds,  and  they  carry 
that  loan  in  their  own  loan  fund.  The  OFI’s  do  the  same  thing. 

Senator  Holland.  The  people  who  do  business  with  you,  do  they 
acquire  any  portion  of  your  business  ? 

Mr.  Campbell.  They  purchase  our  stock  in  our  particular  company. 
And  they  get  the  dividends. 

Senator  Holland.  That  is  a  cooperative.  That  is  not  true  with 
most  of  the  OFI’s ;  is  it  ? 
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Mr.  Campbell.  I  can  say  this  is  true  for  three  of  our  largest  organ¬ 
izations.  They  are  somewhat  on  that  basis. 

Senator  Holland.  Is  that  under  the  State  law  ? 

Mr  Campbell.  Yes,  sir ;  we  are  under  a  State  charter. 

Senator  Holland.  That  is,  of  course,  a  different  thing  from  being 
incorporated  as  part  of  the  Farm  Credit  Administration. 

Mr.  Campbell.  That  is  correct.  That  is  the  way  they  were  or¬ 
ganized  in  the  beginning.  The  original  charter  of  the  Farm  Credit 
4ct  of  1923  provided  that  the  banks  were  to  take  care  of  agriculture 
on  a  broad  basis.  There  was  no  select  group  It  stated  any  agricul¬ 
tural  corporation,  or  any  other  agricultural  lending  agency  meeting 
their  requirements  were  entitled  to  use  the  bank  s  services.  And  they 
were  pretty  rmid.  That  is  the  reason  the  commercial  banks  would  not 
take  advantage  of  the  credit  banks  all  of  these  years.  Most  banks  were 
not  willing  to  say,  “We  have  not  charged  this  borrower  more  than 

4  percent  above  the  cost  of  this  money. 

Senator  Holland.  Ho  you  rediscount  any  of  your  paper  with  com- 

111  mV'campbell.  No,  sir.  One  company  in  our  nine  does  that  oc¬ 
casionally.  I  think  that  requirement  could  easily  be  met  by  most 
of  the  OFI’s.  I  am  not  positive  on  that,  but  I  am  pretty  sure  that 

most  of  them  could  qualify  under  that. 

Senator  Holland.  The  question  is  whether  it  is  desirable  to  do 
that.  Certainly  I  have  no  intention  to  exclude  farm  credit  as  to 

PUMr  cTmpbfll  I  think  if  the  OFI’s  could  borrow  on  their  bonds 
that  they  have  pledged  with  the  credit  bank,  a  direct  loan  the  same 
‘v  as  the  PCA’s,  they  would  not  need  to  borrow  on  the  outside. 
Senator  Holland.  All  right,  sir;  thank  you. 

Spirit or IHolla m  ^ bel ieve  that  takes  care  of  the  witnesses  whom 
we  have  here  this  evening.  Oh,  you  desired  to  be  heard.  Come  for¬ 
ward. 

STATEMENT  OF  BARNEY  SMITH.  PRESIDENT.  NASHVILLE 
PRODUCTION  CREDIT  ASSOCIATION.  NASHVILLE.  ARK. 

Mr.  Smith.  Mr.  Chairman,  we  will  not  take  but  very  little  of  your 
time.  We  are  all  from  Arkansas.  1 

MTsMmLTwm  i1Cam0reep7esenting  the  Nashville  Producti^ 
Credit  Association.  We  have  a  membership  of  about  WOO.  I  am 

^We^iffVery  small  organization.  Instead  of  talking  in  terms 
of  Sii  amW  to  tflk  in  terms  of :  hundreds  of  dollars. 

Senator  Holland.  I  can  understand  that  qu  p  > 1-  preciate 

Mr.  Smith.  We  are  very  fortunate  to  ha\  e  the  iw.  1 1 

theOurToiumeCof  business  is  anywhere  from  $800,000  to  $1  million  a 

^We  loan  money  on  peaches,  cotton  corn,  cattle,  turkeys,  broilers 
and  many  other  inall  items.  It  is  well  d.vers.fted. 
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I  have  been  on  the  district  committee  for  several  years. 

I  have  been  president  of  the  National  Production  Credit  Association 
for  20  years.  I  acted  as  chairman  at  the  last  meeting  in  Arkansas  in 
the  first  part  of  April. 

At  this  meeting  we  failed  to  accomplish  very  much. 

Some  12  months  ago  all  of  the  associations  in  Arkansas  were  against 
consolidation  except  one.  That  was  Texarkana. 

At  this  meeting,  and  from  the  information  I  have  since  this  meet¬ 
ing,  we  have  now  7  that  I  know  of  that  are  in  favor  of  consolidation; 
5  that  I  know  definitely  are  against  consolidation;  and  3  that  I  do 
not  know  where  they  are. 

I  personally  took  the  lead  in  opposing  the  consolidation,  of  opposing 
the  proposed  bill,  but  since  we  have  studied  the  bill  and  gone  over  it 
and  attended  these  meetings,  I  have  changed  my  mind.  I  am  quite 
sure  the  7  that  I  referred  to  are  all  in  favor  of  the  bill.  They  have 
expressed  themselves  to  me  personally.  We  think  it  is  a  good  bill. 
We  would  like  to  see  it  passed. 

We  would  like  to  stop  the  confusion.  At  our  meeting  in  Little 
Rock  we  failed  to  get  a  vote  because  it  broke  up  in  confusion.  We  were 
unfortunate. 

We  had  two  or  three  gentlemen  that  would  not  agree  to  a  compro¬ 
mise.  And  so  we  never  were  able  to  get  a  vote. 

Senator  Holland.  We  have  96  of  them  here  in  the  Senate. 
[Laughter.] 

Mr.  Smith.  We  do  not  have  any  OFI’s  down  there  to  contend  with. 

We  are  getting  along  pretty  good. 

As  I  said  to  begin  with,  we  appreciate  the  production  credit  associa¬ 
tions.  We  appreciate  Congress  giving  us  that  bill  many  years  ago. 
Had  it  not  been  for  the  production  credit  associations,  I  do  not  know 
what  we  would  have  done  in  Arkansas. 

Senator  Holland.  Now  you  are  for  this  bill  ? 

Mr.  Smith.  Now  we  are  for  this  bill,  S.  3564.  And  we  urge  you  to 
pass  it,  to  submit  it  and  pass  it  as  soon  as  possible. 

Senator  Holland.  Thank  you  very  much,  Mr.  Smith. 

Mr.  Smith.  Thank  you. 

Senator  Holland.  We  will  now  hear  from  Mr.  Young. 

STATEMENT  OF  M.  G.  YOUNG,  LONOKE  PRODUCTION  CREDIT 
ASSOCIATION,  CARLISLE,  ARK. 

Mr.  Young.  Mr.  Chairman,  I  just  want  to  make  a  very  brief  state¬ 
ment  on  production  credit. 

I  am  a  director  and  connected,  also,  with  the  farm  and  some  other 
businesses.  I  know  how  important  it  is  to  save. 

Senator  Holland.  Which  one  of  the  associations  are  you  with  ? 

Mr.  Young.  I  am  with  Lonoke  Association.  We  do  about  $3  mil¬ 
lion  volume. 

The  reason  I  am  for  the  bill  is  simply  because  we  feel  like  the  bill 
is  one  that  means  that  we  need  to  save  every  dime  we  can.  We  are 
in  a  price  squeeze. 

We  have  hanks.  Some  people,  say,  “If  you  have  banks,  then  they 
can  do  the  function.  Why  not  let  them  have  it  ?  ” 
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But  the  problem  is  that  they  take  the  good  loans,  and  the  farm 
credit  that  needs  to  be  served  out  in  our  part  of  the  country  is  not 
serviced.  So  we  have  to  take  some  of  all. 

We  know  we  are  in  a  competitive  position.  We  have  to  pay  interest. 
We  think  this  bill  is  a  good  bill  and  because  it  will  save  money. 
That  is  what  we  need  to  do. 

We  are  getting  51/2  and  paying  a  pretty  high  rate  of  interest.  So 
we  are  in  a  kind  of  price  squeeze.  It  is  hard  for  us  to  make  monej 
on  it.  If  we  can  cut  off  one-eighth  of  1  percent  or  one-quarter  or  any 
amount  that  we  can  cut  off  the  operating  cost,  we  think  it  is  good 
business  to  do  it.  We  are  for  the  bill. 

Senator  Holland.  You  want  to  reduce  expenses.  1  ou  want  to  re¬ 
tain  a  service  that  takes  care  of  farmers  who  are  average  credit  risks. 
Mr.  Young.  Bad  and  indifferent,  and  so  forth. 

Senator  Holland.  From  average  credit  risks  to  the  greatest . 
Mr.  Young.  Of  our  entire  community.  The  only  way  we  can  do 

it  is  through  production  credit.  ....  , 

Senator  Holland.  I  think  that  makes  sense.  I  think  that  is  a  good 

statement.  Thank  you. 

Mr.  Young.  Thank  you. 

Senator  Holland.  We  will  next  hear  from  you. 


STATEMENT  OF  J.  E.  TULL,  SECRETARY-TREASURER,  LONOKE 
PRODUCTION  CREDIT  ASSOCIATION,  LONOKE,  ARK. 


Mr.  Tull.  Mr.  Chairman,  my  name  is  J.  E.  Tull.  I  am  secretary- 
treasurer  of  the  Lonoke  Production  Credit  Association. 

I  just  want  to  say  I  support  what  Mr.  Young  and  Mr.  Smith  have 

said.  . 

We  certainly  favor  this  merger  of  the  two  institutions. 

Senator  Holland.  You  gentlemen,  apparently,  do  not  live  m  the 
same  community,  but  you  do  belong  to  the  same  association,  is  that  it . 

Mr.  Smith,  i  am  111  southwest  Arkansas'  and  they  are  111  north¬ 
eastern  Arkansas. 

Mr.  Young.  That  is  right,  in  the  rice  section. 

Senator  Holland.  Do  you  have  any  rice  and  ducks  ? 

Mr.  Tull.  We  have  lots  of  ducks.  . 

I  would  like  to  ask  this :  We  are  badly  disturbed  about  the  high 
cost  of  money.  We  pay  314  percent  interest  for  our  money  at  the 
Intermediate  Credit  Bank  whereas  last  year  we  were  paying  1  14 


PeSince  our  farmers  are  in  a  tight  squeeze,  it  is  quite  a  hardship  for 

^Senator  Holland.  You  are  for  the  measure  as  it  is  presented  l 

Mr.  Tull.  Yes,  sir.  .  ,  .,  T  u  •  1 

Senator  Holland.  Gentlemen,  I  appreciate  your  brevity.  1  think 
that  you  have  made  your  positions  perfectly  clear.  And  I  am  glad 
that  you  went  on  this  afternoon. 

Mr.  Smith.  Thank  you. 

Mr.  Young.  Thank  you. 

Mr.  Tull.  Thank  you. 
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Senator  Holland.  Mr.  Sartwelle. 

Mr.  Sartwelle.  To  be  perfectly  frank,  I  want  to  leave  this  up 
to  you.  I  will  go  on  this  afternoon  if  you  desire,  or  tomorrow  morn¬ 
ing.  My  statement  is  not  short. 

Senator  Holland.  Suppose  that  we  recess,  then,  until  10  o’clock 
tomorrow  morning. 

Mr.  Sartwelle.  Yes,  sir. 

Senator  Holland.  Thank  you. 

We  will  recess  then,  now,  until  10  o’clock  in  the  morning. 

(Whereupon  at  5:10  p.  m.,  the  committee  adjourned  to  recenvene 
at  10  a.  m.,  Tuesday,  April  24, 1956.) 
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TUESDAY,  APRIL  24,  1956 

United  States  Senate, 

Subcommittee  on  Agricultural  Credit  and 

Electrification  of  the  Committee  on 

Agriculture  and  Forestry, 

Washington,  D.  C. 

The  subcommittee  met,  pursuant  to  recess,  at  10: 10  a.  m.,  in  room 
324,  Senate  Office  Building,  Senator  Spessard  L.  Holland,  presiding 

Present:  Senators  Holland  (presiding),  Humphrey,  Scott,  Mundt, 

Senator  Holland.  The  subcommittee  will  please  come  to  order. 

A  great  many  statements  have  been  submitted  for  the  recoi  d,  in¬ 
cluding  a  few  formal  statements  and  a  good  many  wires  and  letters. 
They  will  also  be  inserted  in  the  record  at  the  close  of  the  hearing. 

Do  either  of  you  Senators  have  anyone  that  you  wish  to  call  first .  _ 

Senator  Schoeppel.  So  far  as  I  am  concerned,  following  the  list  is 

Senator  Holland.  First  we  will  hear  from  Mr.  Rappaport. 

STATEMENT  OF  PERCY  RAPPAPORT,  ASSISTANT  DIRECTOR, 
BUREAU  OF  THE  BUDGET 

Mr  Rappaport.  Mr.  Chairman  and  members  of  the  committee,  I 
am  appearing  this  morning  before  your  committee  in  response  to  a 
telephone  request  of  April  20,  1956,  to  the  Office  of  the  Director  of  the 
Budget  from  Mr.  Mouser,  clerk  of  the  Senate  Committee  on  Agricul¬ 
ture  and  Forestry,  requesting  me  to  testify  with  regard  to  the  position 
of  the  President  on  the  proposed  farm-credit  legislation  on  which 
hearings  are  currently  being  held  by  this  committee.  I  appreciate  the 
opportunity  to  come  before  this  committee  to  present  the  1  resident  s 
position  in  this  matter. 

1  In  his  farm  message  of  January  9,  1956,  the  President  said  that 
legislation  would  be  proposed  to  combine  the  production  credit  corpo¬ 
rations  and  the  Federal  intermediate  credit  banks.  A  draft,  of  legis¬ 
lation  to  accomplish  this  objective  in  a  way  that  is  m  accord  with  the 
program  of  the  President  has  been  introduced,  by  request,  by  Senator 
Ellender  as  S.  3550.  I  shall  refer  to  this  bill  as  the  administration 

bl  Two  other  bills  introduced  in  the  Senate  which  are  similar  in  many 
respects  to  S.  3550  are  not  entirely  in  accord  with  the  program  of 
the  President.  These  are  S.  3549  and  S.  3564.  To  simplify  my  presen¬ 
tation  as  much  as  possible  I  shall  confine  my  discussion  to  the  ditter- 
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ences  between  S.  3550  and  these  two  bills.  Specific  references  will  be- 
to  S.  3564. 

Senator  Holland.  If  you  will  let  me  intervene  at  that  point — I 
think  that  is  the  wise  course,  because  S.  3564  presents  the  last-sought 
modifications  from  the  Farm  Credit  Board. 

Mr.  Kappaport.  Yes,  sir. 

Senator  Holland.  And  so  far  as  I  know’  there  has  been  no  request 
for  changes  since  that  S.  3564  was  introduced. 

All  right;  proceed. 

j\Ii  .  Rappaport.  At  the  outset  I  shall  sketch  briefly  the  backgrounds 
of  the  two  bills.  S.  3564  is  substantially  the  draft  legislation  as 
submitted  to  the  Bureau  of  the  Budget  by  the  Federal  Farm  Credit 
Board  for  advice  with  regard  to  its  relation  to  the  program  of  the 
President. 

S.  3564  is  identical  with  f5.  35;>0  except  for  certain  modifications  to 
bring  it  into  accord  with  the  program  of  the  President.  These  modi¬ 
fications  are  designed  to  protect  the  Government's  financial  interests 
in  the  merged  institutions  and  to  provide  for  effective  budgetary  con¬ 
trol  during  the  transition  to  private  ownership. 

These  two  bills  differ  in  three  principal  respects.  The  three  points 
of  difference  are  set  forth,  with  the  reasons  therefor,  in  a  letter  of' 
March  14,  1956,  from  the  Director  of  the  Bureau  of  the  Budget  to 
Governor  Tootell  of  the  Farm  Credit  Administration,  a  copy  of  which 
is  submitted  for  the  record. 

(The  letter,  dated  March  14, 1956.  is  on  p.  13.) 

Mr.  Kappaport.  In  that  letter  the  Federal  Farm  Credit  Board  was 
authorized  to  forward  to  the  Congress  a  copy  of  the  bill  proposed  by 
the  Board  (introduced  as  S.  3564),  together  with  a  draft  approxi¬ 
mately  amended  to  reflect  the  changes  required  to  bring  the  Board’s 
bill  into  accord  with  the  program  of  the  President. 

That  letter  also  included  an  attachment  summarizing  certain  sug¬ 
gested  amendments  proposed  by  interested  Federal  departments  ami 
agencies  which  the  committee  may  wish  to  consider.  These  sugges¬ 
tions  have  not  been  incorporated  in  either  of  the  bills. 

The  first  point  of  difference  relates  to  the  distribution  of  the  assets 
of  the  Federal  intermediate  credit  banks  in  the  case  of  liquidation  or 
dissolution.  Section  206  (c)  of  S.  3564  provides  that  upon  the  liquida¬ 
tion  of  any  Federal  intermediate  credit  bank  any  portion  of  the  surplus 
and  reserves  of  the  bank  existing  on  the  effective  date  of  the  new 
legislation  that  remains  after  payment  of  all  liabilities  and  retirement 
of  all  stocks  and  participation  certificates  at  par  would  be  prorated 
among  existing  stockholders  of  the  bank. 

At  the  end  of  1955  the  combined  surplus  and  reserves  of  the  Federal 
intermediate  credit  banks  and  the  production  credit  corporations 
amounted  to  approximately  $63  million.  Under  the  Administration 
bill  (S.  3550)  the  remaining  portion  of  such  surplus  and  reserves  would 
be  paid,  in  the  event  of  liquidation  as  now  provided  bv  law,  into  the 
Treasury  as  miscellaneous  receipts. 

The  Administration  bill  thus  would  permit  the  Federal  intermediate 
credit  banks  to  retain  for  use  as  a  subsidy  in  their  operations  the  Gov¬ 
ernment  capital  represented  by  the  surplus  and  reserves  of  the  banks 
as  of  the  effective  date  of  the  legislation,  but  would  require  its  return  to 
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(lie  Treasury  if  any  of  the  banks  should  be  liquidated  and  therefore  no 
longer  have  a  need  for  it. 

This  would  retain  for  the  Federal  Government  only  the  contingent 
claim  against  the  assets  of  the  Federal  intermediate  credit  banks  that 
is  already  provided  for  by  law,  whereas  the  provisions  of  S.  3564  would 
shift  this  contingent  claim  in  the  event  of  liquidation  to  the  stock¬ 
holders  of  the  new  Federal  intermediate  credit  banks. 

Since  the  assets  represented  by  these  surplus  and  reserve  funds  were 
built  up  over  a  long  period  of  years — a  third  of  a  century,  in  fact — and 
since  the  Government  would  have  had  to  bear  any  losses  if  the  F  ederal 
intermediate  credit  banks  had  not  been  a  financial  success,  there  does 
not  appear  to  be  a  sound  basis  for  the  outright  transfer  of  these  funds 
to  the  production  credit  associations. 

In  fact,  a  strong  case  could  be  made  for  the  retirement  of  this  Gov¬ 
ernment  capital  as  part  of  the  general  plan  for  the  purchase  of  the 
Federal  intermediate  credit  banks  by  the  production  credit  as- 
sociat  ions. 

The  second  point  of  difference  is  with  respect  to  the  extent  of  budge¬ 
tary  control  of  the  Federal  intermediate  credit  banks  after  the  merger. 
The  Administration  bill  would  leave  these  banks  in  the  same  status  as 
at  present  with  respect  to  the  applicability  of  the  budget  provisions  of 
the  Government  Corporation  Control  Act. 

S.  3564  would  exempt  these  banks  from  the  budgetary  provisions  of 
that  act  and  would  provide  specifically  that — 

After  the  effective  (late  of  this  act,  the  Federal  intermediate  credit  banks  may 
utilize  their  funds  for  administrative  expenses  without  regard  to  the  limitations 
contained  in  any  other  act  of  Congress  governing  the  expenditure  of  appropriated 
funds  (sec.  201  (b) ). 

The  justification  for  retaining  the  status  quo  with  respect  to  budge¬ 
tary  control  is  the  probability  that  the  Federal  Government  w ould  con¬ 
tinue  to  have  a  very  heavy  financial  interest  in  the  intermediate  credit 

With  the  acquisition  by  the  Federal  intermediate  credit  banks  of  the 
Government  capital  of  the  production  credit  corporations,  the  total 
Government  capital  in  the  Federal  intermediate  credit  banks  would  be 

larger  than  at  present.  ,  .  , 

This  in  itself  argues  strongly  for  retention  of  present  budgetary 
controls.  It  should  be  noted  also,  that  in  no  case  since  the  enactment  of 
the  Government  Corporation  Control  Act  has  a  wholly  owned  ( io\  ei  n- 
ment  corporation  been  exempted  from  the  budgetary  provisions  of  that 
act  when  provision  was  made  for  retirement  of  its  capital. 

The  acts  authorizing  retirement  of  Government  stock  m  the  federal 
Savings  and  Loan  Insurance  Corporation  and  the  Federal  National 
Mortgage  Association  specifically  provide  for  the  retention  of  budget 
control  by  the  President  and  the  Congress.  There  does  not  appear  to 
be  any  special  circumstances  that  would  justify  a  different  policy  m 
tlllS  CRS6.  .  no 

Senator  Holland.  At  that  point  let  me  ask,  is  there  any  difference 
in  this  particular  item,  between  this  legislation  and  the  legislation 
under  which  the  Federal  land  banks  have  already  gone  to  private 
ownership,  and  the  legislation  under  which  the  banks  for  cooperatives 
.are  moving  toward  private  ownership  ? 
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Mr.  Rappaport.  I  personally  cannot  answer  that  question,  but  one 
of  my  associates  here  would  be  glad  to  do  that. 

Mr.  Harold  Seidman. 

STATEMENT  OF  HAROLD  SEIDMAN,  BUREAU  OF  THE  BUDGET 

Mr.  Seidman.  If  I  may,  Mr.  Chairman,  I  think  part  of  the  explana¬ 
tion  is  a  historical  one  in  the  history  of  the  Government  Corporation 
Control  Act. 

Senator  Holland.  I  do  not  think  you  heard  my  question.  My  ques¬ 
tion  was :  Is  there  any  difference  between  the  particular  provision 
of  the  pending  measure  and  the  similar  provision  of  the  measures 
under  which  the  Federal  land  banks  had  already  gone  to  private 
ownership  and  control  and  the  banks  of  cooperatives  by  legislation 
passed  last  year  were  moving  in  that  direction  ? 

Mr.  Seidman.  There  is  no  essential  difference  although  I  would  say 
there  is  a  significant  difference  between  the  status  of  the  Federal 
intermediate  credit  banks  under  this  bill  and  the  present  status  of 
the  Federal  land  banks. 

For  example,  there  is  no  longer  a  Government  revolving  fund  main¬ 
tained  for  putting  back  Government  capital  in  the  land  banks,  and 
serious  consideration  is  now  being  given — I  think  the  Farm  Credit 
Administration  has  indicated  approval  of  the  Hoover  Commission 
recommendation  that  the  authority  of  the  Federal  Farm  Mortgage 
Corporation  to  lend  $500  million  to  the  land  banks  be  discontinued. 

So  that  so  far  as  the  land  banks  are  concerned,  there  will  he  no 
direct  call  on  Federal  funds  in  the  future,  which  I  think  is  a  very  sub¬ 
stantial  difference  between  Federal  land  banks  and  the  Federal  inter¬ 
mediate  credit  banks. 

Senator  Holland.  What  is  the  provision  in  the  law  under  which 
the  Federal  land  banks  have  moved  to  private  ownership  that  corre¬ 
sponds  to  this  particular  provision  in  the  pending  legislation? 

Mr.  Seidman.  I  don’t  exactly  understand  the  question. 

Another  significant  difference  is  that  under  the  land  bank  legis¬ 
lation,  the  immediate  effect  was  to  reduce  the  amount  of  Government 
capital  stock.  Under  the  proposed  hill  the  initial  effect  is  to  increase 
the  amount  of  Government-owned  capital  stock  in  the  intermediate 
credit  banks. 

Senator  Holland.  You  are  still  missing  the  point.  What  I  want  to 
do,  if  possible,  is  to  have  the  record  show  by  way  of  comparison  the 
provision  in  the  land  bank  legislation  under  which  private  ownership 
and  control  has  already  become  effective  that  corresponds  to  the  pro¬ 
vision  that  is  being  complained  of  in  the  second  point  mentioned  by  the 
witness,  relating  to  such  budgetary  control. 

Mr.  Seidman.  Well,  there  was  no  provision  for  budgetary  control 
in  either  the  land  banks  or  in  the  banks  of  the  cooperatives. 

Senator  Holland.  And  this  provision,  that  the  witness  seeks  to  have 
placed  in  this  bill,  would  be  a  different  provision  from  the  correspond¬ 
ing  requirements  of  the  two  laws  already  on  the  books  applicable  to 
the  Federal  land  banks  and  to  the  banks  for  cooperatives? 

Mr.  Seidman.  That  is  right. 

Senator  Holland.  That  was  the  thing  I  wanted  the  record  to  af¬ 
firmatively  show. 
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Now,  you  may  proceed  with  j  ustif ying  that  difference.  T  hat  is  what 

I  understood  you  were  trying  to  do. 

Mr  Seidm  4N.  Yes.  I  think  part  of  the  explanation  is  a  historical 
one  because  the  banks  for  cooperatives  and  the  Federal  land  banks  were 
mixed  ownership  corporations  at  the  time  the  Government  Corporation 
Control  Act  was  enacted  in  1945. 

You  will  recall  at  that  time,  Mr.  Chairman,  few,  if  any  Government 
corporations  whether  wholly  owned  or  mixed  ownerships,  were  under 
budgetary  control  or  for  that  matter  audit  control.  . 

The  Government  Corporation  Control  Act  and  the  business-type 
budget  procedures  provided  by  that  act  were  essentially  experimental. 
Mamr  of  the  wholly  owned  corporations  at  that  time  said  that  they 
would  not  be  able  to  operate  under  the  business-type  budget  procedures. 
It  was  essentially  a  compromise  to  exclude  certain  corporations  which 
Avere  classified  in  the  act  as  mixed  ownership  under  title  2,  section  201, 
those  were  the  Federal  land  banks,  the  banks  for  cooperatives,  the 
home-loan  banks  and  the  Federal  Deposit  Insurance  Corporation. 

Senator  Holland.  Then  the  statement  of  the  witness  really  excludes 
the  Federal  Land  Bank  and  the  Bank  for  Cooperatives  and  the  legisla¬ 
tion  applicable  to  them  by  confining  itself  to  “wholly  owned  Govern¬ 
ment  Corporations”,  is  that  correct?  .  n 

Mr.  Seidman.  This  was  in  1945.  Since  then  I  think  as  early  as  1947 
or  1948,  the  Appropriations  Committee  in  a  report  specifically  indi¬ 
cated  that  they  regarded  the  exclusion  of  the  banks  for  coopei  atives 
and  other  mixed  ownership  corporations  from  budget  control  as  a 
serious  weakness  in  the  Government  Corporation  Control  Act,  as  long 
as  they  had  a  call  on  Federal  funds,  and  could  create  Federal  liability. 

The  policy  as  it  has  been  followed,  however,  has  not  been  to  go  back 
to  amend  what  was  done  in  the  Government  Corporation  Control  Act, 
but  not  to  provide  exemption  from  budget  control  in  future  applica¬ 
tions.  There  have  been  txvo  mixed  ownership  corporations  created 
since  1945,  that  is  the  Federal  National  Mortgage  Association  and  the 
Federal  Savings  and  Loan  Insurance  Corporation,  and  in  both  of  those 
cases  the  act  specifically  provides  that  budget  control  shall  be  con¬ 
tinued.  .  . 

Senator  Holland.  Well  now,  the  justification  for  this  request  num¬ 
ber  2  is  that  the  intermediate  credit  banks  are  wholly  owned  Gov¬ 
ernment  corporations,  is  that  it  ? 

Mr.  Seidman.  No,  not  under  the  proposed  bill.  I  hey  would  be¬ 
come  mixed  ownership  corporations  even  though  at  the  same  time  the 
amount  of  capital  stock  owned  by  the  Government  will  increase. 
Senator  Holland.  I  understand  that. 

Then  this  basing  of  this  point  upon  the  fact  that  m  no  case  since 
the  enactment  of  the  Government  Corporations  Control  Act  has  a 
wholly  owned  Government  corporation  been  exempted  from  the  budg¬ 
etary 'provisions  of  that  act  when  provision  was  made  for  retirement 
of  its  capital,  really  becomes  inapplicable  to  this  present  situation 
when  the  new  institutions  come  into  being  because  they  are  mixed 
ownership  institutions,  are  they  not,  and  many  of  the  institutions 
which  would  be  merged  into  the  intermediate  credit  banks  are  partly 
or  wholly  privately  owned  at  this  time,  are  they  not.  ? 

Mr  Seidman.  No.  The  Production  Credit  Corporation— the  only 
institutions  being  merged  in  the  intermediate  credit  banks  under  the 
proposed  bill— are  wholly  owned  Government  corporations. 
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Senator  Holland.  Production  Credit  Corporation  ? 

Mr.  Seidman.  It  does  not  affect  the  Production  Credit  Associa¬ 
tions.  The  point  in  the  testimony  is  that — and  perhaps  it  is  not  as 
clear  as  it  should  be — is  that  in  no  case  where  a  wholly  owned  Gov¬ 
ernment  corporation  has  been  converted  to  a  mixed  ownership  corpora¬ 
tion  as  this  bill  provides  for  the  Federal  intermediate  credit  banks  has 
budget  control  been  discontinued. 

Senator  Holland.  What  cases  were  there  ? 

Mr.  Seidman.  That  was  the  Federal  National  Mortgage  Associa¬ 
tion  and  the  Federal  Savings  and  Loan  Insurance  Corporation.  The 
status  of  the  Federal  National  Mortgage  Association  is  comparable 
to  that  of  the  Federal  intermediate  credit  banks  under  the  proposed 
legislation. 

A  person  who  sells  mortgages  to  the  association  has  to  purchase 
capital  stock  which  is  equivalent  to  3  percent  of  the  unpaid  principal 
amount  of  mortgages  that  he  sells.  And  it  is  intended  that  the  as¬ 
sociation  will  ultimately  come  under  complete  private  ownership  in 
the  same  way  as  the  Federal  intermediate  credit  banks. 

Senator  Holland.  Well  now,  to  simplify  the  record,  if  we  can.  your 
point  now  is  that  these  new  institutions  are  in  a  different  class  from 
the  land  banks  and  the  banks  for  cooperatives,  and  that  because  of 
that  you  do  not  feel  that  the  relaxation  of  Federal  budgetary  control 
that  was  involved  as  to  those  institutions  should  likewise  exist  in  this 
case  ? 

Mr.  Seidman.  That  would  be  correct.  I  think  the  approach  that  we 
would  recommend  is  that  you  look  not  to  the  question  of  stock  owner¬ 
ship  as  being  the  significant  factor  but  the  degree  to  which  the  banks 
can  utilize  Federal  funds  and  to  the  degree  of  financial  responsibilities 
undertaken  by  the  Federal  Government  in  connection  with  the  opera¬ 
tion. 

It  is  because  of  the  financial  risk,  regardless  of  ownership,  that  the 
Government  needs  to  maintain  budgetary  control. 

.  Senator  Holland.  Is  it  your  position  then  that  these  new  institu¬ 
tions  that  will  come  into  being,  if  this  bill  passes,  should  be  kept  under 
Government  budgetary  controls  because  they  will  have  the  right  to 
borrow  out  of  the  very  sizable  Federal  fund  that  is  kept  available  for 
that  purpose  ? 

Mr.  Seidman.  I  think  two  points : 

One,  under  the  proposed  bill  the  immediate  effect  is  not  to  reduce 
the  amount  of  stock  investment  by  the  Government.  The  stock  in¬ 
vestment  in  the  intermediate  credit  banks  as  such  goes  up  from  about 
$6o  million  to  $82  million;  so  you  have  a  $22  million  increase  of  the 
Federal  Government’s  stock  investment  initially. 

Secondly,  the  money  which  is  paid  for  retirement  of  the  present 
stock  in  the  intermediate  credit  banks,  the  $60  million,  exclusive  of 
the  amount  of  new  stock  exchanged  for  existing  stock  in  the  Produc¬ 
tion  Credit,  Corporations,  will  be  paid  back  not  into  the  Treasury  but 
will  be  paid  back  into  a  revolving  fund  where  it  will  be  retained  for 
future  stock  subscription. 

And  under  the  Farm  Credit  Board  proposed  bill  there  will  be  a 
$1 00-mill  ion  revolving  fund  available  for  future  Government  capital 
investment  in  the  banks  which  will  be  a  Government  contingent  lia¬ 
bility. 
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So  the  effect  of  the  bill  is  not  to  relieve  the  Government  of  its  fi¬ 
nancial  obligations,  with  respect  to  the  banks.  In  fact,  initially  it 
increases  them. 

Senator  Holland.  Well,  at  what  stage,  if  any,  do  you  think  the 
budgetary  control  by  the  Government  should  be  surrendered  . 

Mr.  Seidman.  When  the  Government  stock  is  retired. 

Senator  Holland.  But  not  until  then  ? 

Mr.  Seidman.  That  is  correct.  .  . 

Senator  Holland.  Even  as  it  becomes  a  minor  portion  of  the  capital 
stock  of  the  respective  institutions  you  still  think  that  the  Federal 
budgetary  control  should  exist  ? 

Mr  Seidman.  Yes,  because  the  amount  will  still — even  though  it 
is  repaid,  the  money  will  be  held  for  future  stock  subscription,  so  the 

Government  liability  will  remain.  .  -n  l  i  in 

Senator  Holland.  What  you  mean  is  that  the  money  will  be  held 
in  a  pool  where  it  will  be  available,  but  you  do  not  mean  that  it  will 

be  held  in  the  account  of  the  corporation?  , 

Mr.  Seidman.  No,  it  will  be  held  m  a  revolving  fund  for  ^sub¬ 
scription  by  the  Governor  of  the  Farm  Credit  Administration, 
will  not  go  back  into  the  Treasury  as  miscellaneous  receipts. 

Senator  Holland.  But  it  will  be  a  Federal  fund  and  completely 

under  Federal  control,  will  it  not  ?  ,  ,  A  •.  -p 

Mr.  Seidman.  It  will  be  earmarked  Federal  funds— it  will  not 
come  under  Federal  control  as  it  would  be  if  it  was  paid  back  m  o 

miscellaneous  receipts.  row 

Senator  Holland.  It  is  not  your  contention,  however,  that  the  neu 
corporations  would  have  control  of  that  revolving  fund  oi  poo  - 
Mr.  Seidman.  They  would  not  have  control  over  it  Certamly  H 
they  needed  new  capital,  I  don’t  think  there  would  be  any  difficul- 
tii  hi  their  obtaining  it’from  the  fund.  The  fund  was  created  for 

thSenatoi°  Holland.  What  it  amounts  to  is  that  a  revolving  fund 
would  remain  available  as  a  source  for  stepping  up  of  capital  imes  ,- 
ment  from  the  Federal  Government  in  the  event  the  conditions  of  the 
bank  became  such  as  to  require  new  capital  ? 

Mr.  Seidman.  That  is  correct,  . 

Senator  Holland.  All  right.  You  may  proceed,  sir.  . 

Mr  Rappaport .  The  third  and  final  point  of  difference  is  with  in¬ 
spect  to  the  amount  of  the  two  revolving  ^ds  to  te  avail^e  foi  ^ 
vestment  by  the  Federal  Government  m  the  stock  of  the  pi  oduction 
credit  associations  and  the  Federal  intermediate  credit  banks. 

As  in  the  case  of  the  two  proceeding  points,  the  j 

would  retain  the  status  quo.  The  present  level  of  the  two  funds 
$130  million.  S.  3564  would  raise  the  level  to  $160  million. 

No  evidence  has  been  presented  to  demonstrate  the  need  lor  addi¬ 
tional  contingent  investment  by  the  Federal  Government  m  these  in¬ 
stitutions.  In  fact,  a  good  case  can  be  made  for  merging  the  two  re 
volving  funds  and  thereby  reducing  the  total  below  $130  million.  m 
proposed  increase  in  the  level  of  the  revolving  funds  should  be  consid¬ 
ered  also  in  the  light  of  the  overall  objectives  of  the  legislation  to 

retire  Government  capital.  .  ......  , 

I  hope  that  this  general  explanation  will  help  to  make  cleai  the 
reasons  for  the  provisions  in  the  administration  bill  which  differ  from 
those  in  S.  3564. 
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Senator  Holland.  Thank  you,  sir. 

Mr.  Rapp  a  port.  Thank  you,  sir. 

Senator  Holland.  Senator  Schoeppel,  do  you  have  any  questions  ? 

Senator  Sciioeppfx.  No  questions,  thank  you. 

Senator  Holland.  I  believe  that  is  all.  Thank  you,  sir. 

Mr.  Rappaport.  Thank  you. 

Senator  Holland.  Mr.  John  J.  Riggle. 

STATEMENT  OF  JOHN  J.  RIGGLE,  SECRETARY,  NATIONAL  COUNCIL 
OF  FARMER  COOPERATIVES 

Mr.  Riggle.  My  name  is  John  J.  Riggle,  secretary  of  the  National 
Council  of  F armer  Cooperatives. 

We  appreciate  this  opportunity  to  appear  before  your  committee 
again,  on  this  farm  credit  matter. 

Since  1934,  the  National  Council  of  Farmer  Cooperatives  has  had 
a  policy  favoring  the  progressive  increase  in  the  cooperative  nature 
of  the  farm  credit  administration  agencies  engaged  in  financing  the 
sound  credit  needs  of  agriculture,  with  the  systematic  retirement  of 
Government  capital,  and  an  increase  in  the  participation  of  farmers 
in  the  capitalization,  operation  and  management  of  the  System,  sub¬ 
ject  to  the  necessary  Government  supervision. 

During  World  War  II,  activities  under  this  policy  Avere  necessarily 
suspended,  but  beginning  in  1946,  the  Council,  together  Avith  other 
farm  groups  and  credit  agency  representatives  and  members,  became 
active  again  in  analyzing  and  promoting  measures  to  facilitate  the  co¬ 
operative  credit  program. 

Their  efforts  Avere  favorably  considered  by  the  Congress  and  as  a 
result  the  Farm  Credit  Acts  of  1953  and  1955  were  placed  on  the  statute 
books  in  partial  fulfillment  of  the  intent  of  Congress  and  the  farm 
groups  in  the  original  establishment  of  the  affected  farm  credit 
agencies. 

Under  these  acts  the  overall  Farm  Credit  Administration  structure 
and  the  cooperative  bank  structure  Avere  oriented  toAvard  greater 
farmer  oivnership  and  participation  in  management;  and  the  operat¬ 
ing  features  of  the  land  banks,  farm  loan  associations  and  production 
credit  associations  Avere  revised  to  make  their  operations  more  respon¬ 
sive  to  the  credit  needs  of  farmers,  and  to  give  farmers  more  repre¬ 
sentation  in  the  organization. 

There  remain  unfinished  among  other  items,  consideration  of  the 
organization,  use,  and  disposition  of  the  production  credit  corpora¬ 
tions  and  the  Federal  intermediate  credit  banks. 

Short  term  farm  credit  is  agriculture's  most  vulnerable  point  in  the 
Avliole  rural  credit  structure.  Approximately  75  percent  of  short 
term  farm  loans  are  held  by  commercial  banks,  Avho  because  of  prior 
obligations  to  depositors,  are  not  in  a  position  to  carry  their  loans 
during  a  prolonged  period  of  recession  when  deposits  decline  and 
repayments  sIoav  up. 

Failure  of  any  substantial  number  of  farmer  borrowers  to  pay 
interest  on  short  term  loans  or  to  secure  extension  of  loans  when  due, 
can  precipitate  a  cumulative  liquidation  of  farm  enterprises  at  forced 
sale  prices,  especially  when  commodity  prices  are  declining. 
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A  resulting  decline  in  general  business  conditions  and  bank 
deposits  in  rural  areas  will  still  further  restrict  the  local  banks  ability 

T°  lleintly  7lie  Rediscount  rates  on  commercial  loans  in  the  several 

Federal  Reserve  districts  have  been  raised,  ibis  includes 

tUral  paper  which  is  handled  as  commercial  loans  under  Iedeial 

RTc\iiallyemost  of  this  paper  consists  of  credit  covering  commodities 
and  given  by  handlers  in  the  channels  of  trade,  secured  by  warehouse 
receipts  for  nonperishable  or  processed  farm  products  and  by  farm 
equipment  and  supplies.  Country  banks  are  full  of  farmers  paper 
which  the  Federal  Reserve  banks  do  not  customarily  rediscount 
Important  as  handlers'  and  processors  credit  is  to  the 
marketing  of  farm  products  and  the  supplying  of  farmers  through 
the  channels  of  trade,  it  still  leaves  a  vacuum  m  discount  operations 
for  short-term  paper  of  farmer  origin  held  by  the  county  banks 
Hence,  farm-production  paper  is  most  vulnerable  to  the  cie  l 
restrictions  which  follow  when  rediscount  rates  of  central  banks  aie 

raised,  as  they  have  been  recently.  .  .  . 

In  the  early  twenties  and  again  m  the  early  thirties,  the  credit 
restrictions  in  those  periods  forced  the  wholesale  liquidation  of  agri¬ 
culture  and  the  country  banks  generally  were  taken  over  l>y  t  i 
Government  in  the  early  thirties  and  many  were  liquidated  because 

of  the  slowness  of  farm  paper.  .  _ 

The  worst  thing  which  could  happen  to  the  American  economy 
would  be  to  precipitate  or  even  allow  the  liquidation  of  farm  values 
such  as  occurred  then.  Forty  percent  of  the  Nation’s  work  force  is  em¬ 
ployed  to  provide  services  and  supplies  for  farm  production  and  the 
farm  home;  and  to  produce,  handle,  process,  transport  and  distnbi 
farm  foodstuffs,  feedstuff's  and  fiber  on  the  way  to  the  consumer. 

When  the  farmer  is  forced  out  of  the  market  for  production  and  con¬ 
sumer  o-oods,  he  pulls  these  supported  industries  down  with  him,  tint 
in  rural  business  areas  and  then  in  urban  industry,  greater  m  propor¬ 
tion  than  his  use  of  their  services  and  products.  . 

Witness  the  recent  heavy  worker  layoffs  m  the  farm-equipment  in¬ 
dustry,  due  to  farmers  dropping  out  of  the  farm-equipment  market 

^PresenT^fami -inventory  values  have  not  been  tested  by  forced 
liquidation,  because  so  far  cash  and  credit  resources  of  larmers  tave 
not  been  wholly  exhausted,  except  m  the  case  of  young  farmers,  includ 
in*  veterans,  who  have  financed  farming  enterprises  during  the  post, 
war  period  of  high  farm  capital  and  operating  costs.  Many  of  these 
are  reported  to  be  selling  off  their  farm  setups  and  many  other  farmeis 
are  seeking  employment  in  urban  areas  to  augment  fining  income 
Farmers  of  this  country  have  operated  m  a  period  of  high  fixed  co  ts 
and  declining  farm  income  since  1951.  The  ratio  of  prices  received 
to  prices  paid  declined  from  100  in  1951  to  80  m  December  1955.  In 

1929  before  the  economic  debacle  the  ratio  was  92. 

Production  expenses  in  1954  were  3  times  what  they  were  m  1929 
while  net  income  was  2  times  the  1929  level.  Farm  mortgage  debt  has 
increased  60  percent  over  the  1946  level,  much  of  it  recently  to  refinance 

production  credit. 
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1  he  point  is  that  short-term  farm  credit  is  the  most  vulnerable  part 
ot  the  farm-credit  structure  and  hence  the  Achilles  heel  of  farm 
economy  m  time  of  stress;  principally  because  farmer  paper,  held  75 
percent  by  country  banks,  is  the  first  to  feel  the  pressure  of  credit  re¬ 
strictions  imposed  by  the  across-the-board  policies  of  the  Federal  Re¬ 
serve  and  commercial  banking  systems. 

I  lie  most  vital  service  the  Federal  farm  credit  system  can  provide 
tor  agriculture  is  to  set  up  adequate  facilities  for  the  rediscounting  and 
carrying  of  the  farmer  paper  of  which  country  lending  institutions  in¬ 
cluding  production  credit  associations,  country  banks  and  other  financ¬ 
ing  institutions  are  full;  and  to  provide  incentives  so  that  those  facil¬ 
ities  are  used  by  country  banks  and  other  financing  agencies  to  carry 
agriculture  over  thin  periods  in  the  rural  economy  until  farm  values 
recover,  as  they  always  have  done  in  due  course;  rather  than  to  accept 
by  default  the  situation  under  which  the  forced  liquidation  of  farm 
production  paper  may  proceed  as  it  did  in  the  disastrous  thirties. 

8uch  a  discount  facility  would  have  to  provide  incentive  for  active 
participation  by  all  lenders  on  short-term  farm  paper,  both  in  its  serv¬ 
ices  and  m  the  distributing  of  earned  margins  when  and  if  available 
above  operating  expenses  and  returns  necessary  for  capital  formation. 

„  A®  believe  legislation  should  meet  this  problem  head-on  providing 
facilities  for  broad  discount  services  and  incentives  for  its  use  bv 
short-term  farm  lending  institutions. 

Cooperative  short-term  farm  credit  agencies  should  have  voting 
membership  for  election  of  production  credit  representatives  on  the 
district,  board ;  and  nonmember  participants,  such  as  commercial  banks 
and  other  noncooperative  financing  agencies,  should  participate  in 
patronage  refunds  contributed  to  capital  which  are  to  be  revolved  after 
le  Go\  ernment  capital  has  been  retired  out  of  earnings. 

nkewise  there  should  be,  on  liquidation  or  dissolution  no  discrimi¬ 
nation  between  members  and  nonmembers  in  the  distribution  of  sur¬ 
plus  and  other  assets  accumulated  out  of  the  patronage  of  different 
financing  institutions,  if  this  is  to  be  a  bona  fide  cooperative  credit 
institution  following  established  mutual  principles 
We  are  seriously  concerned  that,  through  proper  incentives  and  non- 
discriminatory  policies,  there  may  be  provided  for  farmers  through 
various  intermediate  channels  a  source  of  production  capital  of  such 
availability  and  strength  as  not  to  require  emergency  measures  to 
meet  recurring  farm-credit  crises.  Any  proposed  legislation  should, 
we  believe,  be  measured  against  such  a  standard,  as  well  as  that  of 
cooperative  ownership  and  control. 

Since  the  income  of  intermediate  credit  banks  for  many  vears  has 
been  90  to  94  percent  from  interest  paid  by  borrowers,  and  the  cost 
of  necessary  Government  administration  and  supervision  bv  the  Farm 
a  edit  Administration  has  exceeded  the  income  from  investment  in 
Government  bonds,  we  see  no  validity  in  the  premise  that  the  Gov¬ 
ernment,  has  any  interest  in  the  surplus  and  reserves  after  the 
Government  capital  is  retired.  A  franchised  tax  has  been  paid  on 
the  use  of  Government  capital,  and  until  the  unlikely  event  of  dis¬ 
solution,  except  by  act  of  Congress,  the  surplus  and  reserves  should 
remain  in  the  system  without  any  continuing  Government  claim. 

Likewise,  until  the  future  of 'the  agricultural  economy  is  more- 
stable,  we  believe  the  retention  of  the  revolving  funds  of  the  produc- 
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tion  credit  corporations  and  Federal  intermediate  credit  banks  on  a 
reallocated  basis  is  important  in  any  legislation  at  this  time. 

We  have  no  position  on  the  merger  of  the  production  credit  corpora¬ 
tions  with  the  intermediate  credit  banks  and  we  are  not  authorized 
to  endorse  any  bill  before  the  committee. 

Our  agricultural  credit  committee  felt  that  the  question  should  re¬ 
ceive  our  continued  study.  There  was  some  sentiment  that  the  present 
period  in  our  farm  economy  may  not  be  the  right  time  to  proceed 
to  buy  another  bank  and  chance  possible  interest  cost  increases  by 
subscriptions  to  capital  and  by  the  proposed  merger. 

However,  we  still  favor  appropriate  legislation  to  provide  for  com¬ 
pleting  the  mutualization  of  the  farm  credit  system  and  orderly  re¬ 
tirement  of  Government  capital  in  the  short-term  credit  system  on  a 
broad  enough  structure  and  authority  to  serve  agriculture  across  the 
board  and  till  the  vacuum  in  our  present  short-term  credit  discount 

Senator  Holland.  I  call  your  attention  to  the  last  sentence  in  the 
middle  paragraph  on  page  4  of  your  prepared  statement,  which  reads : 

Likewise,  there  should  be,  on  liquidation  or  dissolution  no  discrimination 
between  members  and  nonmembers  in  the  distribution  of  surplus  and  otliei  assets 
accumulated  out  of  the  patronage  of  different  financing  institutions,  if  this  is  to 
be  a  bona  fide  cooperative  credit  institution  following  established  mutual  pnn- 

ciples. 

I  judge  that  you  mean  that  to  apply  to  surpluses  created  after  the 

new  corporation  is  formed  ?  , ,  »  , 

Mr.  Higgle.  Yes;  that  is  right.  That  would  apply  to  the  future 

after  the  act  goes  into  effect.  in 

Senator  Holland.  In  other  words,  you  feel  that  nonmembers  should 
be  represented  as  equitable  owners  of  their  pro  rata  share  of  any  sur¬ 
pluses  or  reserves  created  after  the  new  corporation  begins  to  function  . 
Mr  Riggle.  That  was  what  is  contemplated  here. 

Senator  Holland.  In  equitable  distribution  of  reserve  or  surplus, 
upon  liquidation  or  otherwise,  you  feel  that  the  nonmember  patrons 

have  the  same  standing  as  the  members?  T 

Mr.  Higgle.  There  are  provisions  m  several— all  of  the  bills,  I 
<mess,  for  what  they  call  participation  certificates,  which  would  make 

all  of  them  eligible  for  equitable  treatment. 

What  we  are  saying  is  that  we  would  go  a  little  further  with  that, 
perhaps  Those  financing  agencies  which  are  cooperative  m  nature 
become  members.  The  other  patrons  of  the  discounting  agency  such 
as  commercial  banks  and  other  financing  agencies,  not  cooperative, 
would  be  eligible  the  same  as  the  nonmember  m  any  cooperative  asso¬ 
ciation  for  their  pro  rata  share  of  the  reserves  that  were  kept  for 
capital  formation  when  they  are  revolved  out.  There  should  be  some 
incentive  for  them  to  bring  their  business  there  and  to  do  business  with 

the  discount  agency.  , i 

Senator  Holland.  It  is  my  understanding  that,  because  of  the  pro¬ 
vision  for  the  issuance  of  participation  certificates  to  nonmembers 
after  the  date  of  the  accomplished  merger,  January  1, 1957,  your  point 
is  well  taken  care  of  in  any  reserves— as  to  any  reserve  or  surplus 

created  after  that  time.  ...  ...  .  »  ,, 

What  is  your  position  with  reference  to  distribution  of  the  reserves 
now  on  hand  and  as  to  the  equitable  participation  m  those  reserves . 
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Mr.  Higgle.  As  far  as  the  surplus  and  reserves  now  on  hand  on 
dissolution  ? 

Senator  Holland.  Yes;  now  on  hand,  as  to  how  they  should  be  dis¬ 
tributed  on  dissolution — what  the  act  should  provide  relative  to  the 
right  to  participate  in  that  distribution  if,  as,  and  when  there  is  a 
liquidation. 

Mr.  Higgle.  We  would  have  to  apply  the  same  principle,  T  am  sure ; 
the  cooperative  principle. 

Senator  Holland.  In  other  words,  you  see  no  justification  for  apply¬ 
ing  any  different  principle  as  to  the  funds  which  now  constitute  sur¬ 
pluses  and  reserves  and  to  which,  under  the  terms  of  the  act,  S.  3564, 
the  Government  would  abandon  any  claim  ? 

Mr.  Higgle.  No. 

Senator  Holland.  You  see  no  reason  for  applying  any  different 
rule  to  that  surplus  and  reserve  than  the  one  that  would  be  applied 
after  the  new  corporation  begins  to  operate  ? 

Mr.  Higgle.  We  would  have  to  stick  to  the  same  principle,  I  am 
sure. 

Senator  Holland.  Would  you  have  to  stick  to  the  sound  principles 
of  cooperative  mutuality  ? 

Mr.  Higgle.  That  is  right. 

Senator  Holland.  Is  that  what  you  are  stating  here  in  your  test  i- 
mony  ? 

Mr.  Higgle.  I  do  not  believe  that  is  stated  directly — it  says  “on 
liquidation  hereafter” — because  we  had  not  taken  a  position  on  either 
one  of  these  bills.  The  matter  had  not  been  directly  raised  in  oui” 
statement.  But  I  am  sure  that  the  same  principle  would  apply. 

Senator  Holland.  The  thing  I  am  trying  to  bring  out  is  whether- 
that  quoted  sentence  out  of  your  statement  applies  solely  after  the 
function  of  the  new  corporation  begins  or  reaches  back  to  apply  also^ 
to  the  reserves  and  surpluses  now  existing. 

Mr.  Higgle.  It  was  put  in  there  to  apply  to  the  corporation  as 
reorganized  in  order  to  provide  an  incentive  for  future  participation 
of  all  short-term  credit  financing  agencies. 

Senator  Holland.  But  your  statement,  outside  of  your  formal  posi¬ 
tion,  is  that  you  see  no  justification  for  applying  any  other  philos¬ 
ophy — 

Mr.  Higgle.  We  could  not  very  well. 

Senator  Holland  (continuing).  To  the  distribution  of  the  reserves 
and  surpluses  on  hand  as  to  which  the  Government  under  the  terms  of 
this  bill  would  abandon  any  claim  ? 

Mr.  Higgle.  I  don't  see  how  we  could. 

Senator  Holland.  And  which  would  constitute  a  continuing  cush¬ 
ion  or  reserve  throughout  the  operation  of  the  new  concern  to  be  dis¬ 
tributed  only  upon  liquidation  ? 

Mr.  Higgle.  That  is  correct. 

Senator  Holland.  You  would  apply  the  same  principle  ? 

Mr.  Riggle.  We  would  have  to.  I  am  sure. 

Senator  Holland.  Participation  of  nonmembers  on  the  basis  of 
complete  equity  with  members  ? 

Mr.  Higgle.  Yes,  sir. 

Senator  Holland.  Do  you  have  any  questions,  Senator  Schoeppel?: 

Senator  Schoeppel.  I  would  like  to  ask  one  question. 


FARM  CREDIT  ACT  OF  1956 


121 


On  page  4,  first  full  paragraph,  you  say  . 

We  believe  legislation  should  meet  this  problem  headon  by  providing  facilities 
for  broad  discount  services  and  incentives  for  its  use  by  short-term  faun  len  1  g 
institutions. 

I  would  like  to  ask,  since  you  have  studied  this  legislation,  Is  it 
your  considered  judgment  that  this  legislation  would  restrict  the 
facilities  for  broad  discount  services,  and  incentives  and  use,  for  shoit- 

term  farm  lending  ?  •  ,  A 

Mr.  Higgle.  I  think  that  perhaps  the  policies  enunciated  in  the 

bills  are  that  they  wanted  to  continue  and  to  expand  the  services  o 
short-term  credit  agencies  generally.  What  I  think  we  are  afiaic 
of  is  that  the  incentives  are  not  in  sight  to  induce  such  participation, 
and  that  perhaps  there  are  some  other  factors  involved  that  ha\e  o 
do  with  the  supervision  of  commercial  banks,  for  instance,  and  otlie 
factors  that  are  not  taken  care  of.  That  should  be  done. 

In  other  words,  under  the  policy  enunciated  in  the  bills  we  feel 
that  the  incentives  to  remove  the  restrictions  on  other  financing  ins  i- 
tutions,  and  provisions  for  incorporating  into  active  membership  other 
financing  agencies  that  are  cooperative  m  nature,  and  for  providing 
for  an  equal  participation  of  all  of  the  other  financing  agencies  in¬ 
volved  in  this  matter,  in  distribution  of  patronage  dividends  were  not 
as  clear,  perhaps,  as  they  should  be  if  we  want  to  make  this  dis¬ 
count  agency  aggressive  and  get  the  support  of  a  large  segment  of  the 
short  term  credit  profession;  make  it  fully  operative,  because  discount 
service  is  a  vacuum,  in  our  opinion,  in  the  farmers  short-term  credit 

P1  And'if  it  is  not  taken  care  of  here,  I  think  we  are  going  to  experi¬ 
ence  the  same  thing  when  we  got  into  a  recession  that  we  experience; 
before,  that  the  Congress  will  have  to  provide  tor  the  Government  re¬ 
financing  of  a  lot  of  credit  that  has  been  given  to  farmers.  And  that, 
in  my  opinion,  could  very  well  amount  to  a  lot  of  money. 

There  is  more  than  $3  billion  worth  of  short-term  farmer  papei  m 
the  country  banks.  Presumably,  it  was  sound  credit,  when  put  out  m 
good  times  when  things  were  going  along  pretty  well  At  least  halt 
of  it  would  qualify  as  sound  credit,  anyhow,  under  the  terms  set  up 

by  a  discounting  agency.  .  ,,  ,  ,  • 

‘  It  seems  to  me  that  the  Government  might  very  well  be  put  in 
the  position  of  having  to  refinance  in  some  way  a  billion  and  a  halt  or 
maybe  two  billion  dollars  of  farmer  paper,  according  to  the  degree  that 

we  get  into  trouble,  if  we  do.  .  .  i  -f-,  c 

A  lot  of  that,  by  the  standards  by  which  credit  is  issued,  if  it  was 
properly  qualified,  could  be  carried  by  a  discounting  agency  of  this 

The  fact  of  the  matter  is  that  if  a  discount  agency  were  in  the  pic¬ 
ture  all  the  time,  working  on  it,  it  would  tend  to  dissipate  the  accum¬ 
ulative  effects  of  this  liquidation  process,  because  it  is  a  cumulative 
process  which  piles  up ;  forces  prices  lower,  and  causes  other ^ered ators 
to  get  scared,  to  run  to  cover  and  accelerate  the  decline  of  faim 

Senator  Schoeppel.  Thank  you  I  did  want  to  have 
Senator  Holland.  I  think  that  is  a  very  important  statement.  And 
I  want  to  elaborate  on  it  a  little  for  the  record,  it  I  may. 
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You  have  not  said  that  you  are  neither  for  or  against  the  pending 
legislation;  and  1  understand  why  you  cannot.  But  as  I  have  heard 
your  latest  testimony,  you  are  inclined  to  think  that  it  does  not  give 
sufficient  room  for  financing  or  refinancing  other  short  term  credit 
agencies,  particularly  country  banks,  in  the  event  of  emergency;  is 
that  what  you  mean  ? 

Mr.  Higgle.  \  es.  It  isn’t  necessarily  all  of  the  fault  of  this  legisla¬ 
tion  :  part  of  it  is  perhaps  in  the  supervision  of  the  country  banks 
and  habits  and  traditions  that  they  have. 

But  principally,  I  think  that  this  legislation  should  be  sure  that 
the  incentives  are  there  for  them  to  use  it.  In  other  words,  they 
should  recognize  their  first  duty  is  service  to  the  farmers  and  here 
is  a  place  where  they  can  alleviate  the  pressure  of  liquidation  of  the 
farmers  credit  by  gearing  up  to  this  thing,  providing  it  is  geared  up 
to  serve  their  purposes. 

Senator  Holland.  What  more  recognition  do  you  think  should  be 
given  them  than  is  given  under  this  proposed  bill  under  which,  as 
I  understand  it,  their  participation  certificates  would  give  them  exactly 
the  same  recognition  as  is  given  to  members  who  use  the  credit  fa¬ 
cilities? 

Mr.  Higgle.  Well,  of  course,  the  members  are  given  stock  in  this 
bill. 

Senator  Holland.  And  the  country  bank  that  rediscounted  here 
°r  any  of  the  other  financial  agencies  and  the  like  would  be  given  par¬ 
ticipation  certificates  exactly  equal  in  amount  to  the  stock  that  would 
lie  issued  under  the  same  contribution,  under  the  same  business  oper¬ 
ation,  to  stock  owning  members ;  is  that  not  correct  ? 

Mr.  Higgle.  That  is  true. 

Senator  Holland.  Is  it  your  opinion  that  there  is  not  sufficient  in¬ 
centive  to  properly  invite  the  participation  in  this  effort  by  the  coun¬ 
try  banks ? 

Mr.  Higgle.  I  am  not  sure  whether  there  is  or  not.  I  don’t  know 
what  steps  to  take  because  we  don’t  know  exactly  what  the  country 
banks  have  in  mind  about  this. 

For  instance,  some  of  the  country  banks  organized  credit  corpora¬ 
tions  to  handle  the  agricultural  paper  so  as  to  rediscount  or  handle  it 
with  the  intermediate  credit. 

What  I  think  we  want  is  to  be  sure  that  when  they  do  participate 
that  they  are  given  the  same  services,  the  same  encouragement,  the  same 
consideration  for  their  paper,  and  the  relations  are  set  up  under  terms 
and  conditions  of  rediscount  which  are  not  any  more  onerous  to  them 
than  to  anybody  else;  that  they  are  given  prior  briefing  and  notice,  so 
that  when  they  make  their  loans  they  can  qualify  their  paper  for  re¬ 
discounting  purposes  and  many  other  things  like  that  which  go  into 
making  it  work;  partly  promotion,  partly  education,  partly  regula¬ 
tion,  perhaps  most  of  it'  administrative,  so  far  as  the  law  is  concerned. 
These  are  the  most  incentives  that  can  be  given. 

Senator  Holland.  That  is  what  I  was  going  to  ask.  Can  you  sug¬ 
gest  any  additional  incentives  that  can  be  given  without  making  the 
place  of  the  country  bank  a  preferred  place  over  that  of  the  ordinary 
user  who  has  to  tie  up  some  of  his  capital  in  stock  ownership  in  order 
to  avail  himself  of  the  facilities  ? 

Mr.  Riggle.  I  think  you  will  have  to  consider  the  country  banks  non- 
cooperative  finance  agencies,  included  on  the  basis  of  nonmembers, 
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but  the  thing  that  I  think  is  decisive  as  to  whether  they  patronize  it  or 
not  is  whether  or  not  the  regulations,  and  the  terms  and  conditions,  and 
prior  information,  and  the  approval  of  their  supervising  agencies,  the 
national  bank  examiners  and  the  Deposit  Insurance  Corporation— all 
of  them  are  geared  into  this  thing— recognize  the  need  for  it.  That 
may  require  something  more  than  this  legislation. 

Senator  Holland.  Your  point  is  entirely  confined  to  the  question  of 
whether  the  administration  would  be  sufficiently  flexible  and  sym¬ 
pathetic  to  make  a  real  place,  a  needed  place  for  the  country  banks,  is 
that  it  ? 

Mr.  Higgle.  That  is  certainly  one  of  the  things. 

Senator  Holland.  That  cannot  be  assured  by  the  form  of  legislation 
passed  here,  can  it  ? 

Mr.  Higgle.  Well,  not  necessarily,  but  the  framework  of  it  can  be 
setup. 

Of  course,  there  are  some  other  things  involved  here  that  have  to  do 
with  the  structure  of  the  discount  agency.  We  have  not  gone  into  that. 

Senator  Holland.  Are  there  some  suggestions  that  you  have  ? 

Mr.  Higgle.  No. 

Senator  Holland.  You  are  speaking  for  several  thousand  co¬ 
operatives — 

Mr.  Higgle.  As  I  say,  we  have  not. 

Senator  Holland  (continuing).  Throughout  the  country,  and  if 
you  have  suggestions  by  which  you  think  this  bill  could  be  improved, 
I  am  sure  the  committee  would  be  grateful  to  you  for  making  them. 

Mr.  Riggle.  We  haven’t  taken  any  official  position  with  regard  to 
that,  as  a  matter  of  fact.  What  we  have  said  here  is  with  regard  to 
the  feeling  we  have  as  to  how  it  should  serve  and  how  it  should  be  ad¬ 
ministered,  et  cetera,  and  we  want  to  be  sure  that  the  Senators  here 
on  the  committee,  have  this  under  consideration  and  if  they  feel  the 
same  way  about  it,  with  their  technical  help,  they  can  devise  what  may 

be  necessary.  , 

Much  of  the  technique  about  this  has  to  do  with  banking  acts  and 
administration,  et  cetera,  with  which  we  are  not  too  familiar. 

Senator  Holland.  I  do  not  know  of  any  member  of  this  committee 
who  is  committed  to  any  particular  legislation,  to  where  his  mind  is 
closed  to  provisions  which  would  better  the  credit  structure.  Let 
me  make  that  perfectly  clear. 

You  represent  several  thousand  associations,  do  you  not? 

Mr.  Higgle.  Yes. 

Senator  Holland.  How  many  ? 

Mr.  Riggle,  Not  several  thousand  major  associations,  but  about  125 
such  associations,  representing  some  5,000  local  associations. 

Senator  Holland.  You  represent  about  5,000  local  associations, 
which  certainly  have  a  very  grave  stake  in  this  legislation  and  it  seems 
to  me  that  if  you  have  doubts  as  to  whether  this  legislations  goes  far 
enough,  that  your  organization  is  peculiarly  one  which  is  qualified  to 
make  suggestions  for  improvement. 

I  am  inviting  you  now  to  make  any  suggestions.  If  you  do. not 
have  them  in  your  mind  now,  I  invite  you  to  do  so  before  the  hearings 
are  closed. 

Mr.  Riggle,  Thank  you  very  much.  You  have  understood  we  had 
some  division  of  opinion? 
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Senator  Holland.  You  mean  in  your  organization  ? 

Mr.  Riggle.  Yes.  And  that  is  the  reason  why  we  have  not  made 
definite  suggestions. 

Senator  Holland.  You  understand  that  the  purpose  of  these  con¬ 
gressional  hearings  is  to  educate  the  men  who  have  to  say  “Yes”  or 
“No”  when  the  legislation  comes  on  to  be  voted  on  ? 

Mr.  Riggle.  I  think  those  differences  of  opinion  have  been  repre¬ 
sented  here  or  will  be  by  witnesses  and  that  perhaps,  against  that 
background,  that  you  will  be  able  to  make  up  your  own  minds. 

But  nevertheless,  we  appreciate  the  suggestion.  If  we  have  any 
further  recommendations  to  make,  why  we  will  do  it. 

Senator  Holland.  I  want  to  say  right  now  for  this  record  that  I 
think  if  you  people  have  doubt  in  your  mind  about  the  effectiveness  of 
this  legislation  to  meet  the  problem,  I  think  it  is  your  duty  to  say  so, 
and  to  state  how  you  think  it  could  be  strengthened  out  so  as  to  meet 
the  situation. 

If  you  do  not  do  so,  I  will  be  very  much  disappointed,  because  I  do 
not  know  any  other  organization  to  which  we  would  have  a  greater 
right  to  turn  and  in  whose  expressions  we  would  have  greater  con¬ 
fidence  than  the  one  you  here  represent. 

Mr.  Riggle.  I  think  what  we  have  done  here  is  to  lay  down  the 
broad  outline  as  to  principles.  How  the  structure  should  be  applied,  I 
think  it  would  take  time  to  consider  those. 

Senator  Holland.  We  appreciate  your  going  as  far  as  you  have. 

Senator  Schoeppel.  Mr.  Chairman,  I  would  just  like  to  say  one  of 
the  reasons  I  asked  that  question  was  because  you  put  your  finger  on 
something.  If  true,  I  think  you  are  looking  at  it  from,  probably,  the 
highly,  let  us  say,  restricted  viewpoint  rather  than  probably  a  broad 
administrative  approach,  and  I  share  with  Senator  Holland  the 
feeling  that  since  you  and  your  associations  that  you  represent  are 
so  closely  allied  with  this  matter  of  credit  and  this  discount  service, 
that  you  could  submit  recommendations  to  us  for  consideration,  before 
we  finally  pass  this  legislation,  if  we  pass  it.  And  we  will  pass  some 
legislation  out  of  here,  that  is  for  sure.  It  would  be  very  helpful. 

I  also  share  with  you  this  feeling — I  would  like  to  see  it  administered 
on  a  pretty  broad  basis,  rather  than  on  a  restricted  basis.  It  is  pretty 
hard  to  write  specific  legislation  broadening  or  hemming  in  and  in¬ 
cluding  all  of  the  details  but  if  you  have  any  general  propositions  from 
your  organization,  which  would  lend  itself  to  some  particular  phase  of 
the  bill,  we  would  certainly  like  to  have  it. 

Senator  Holland.  Thank  you  very  much.  We  appreciate  your 
appearing. 

Mr.  Riggle.  Thank  you. 

Senator  Holland.  The  next  witness  is  Mr.  Lloyd  C.  Halvorson, 
representing  the  National  Grange. 

STATEMENT  OF  LLOYD  C.  HALVORSON,  NATIONAL  GRANGE 

Mr.  Halvorson.  Mr.  Chairman,  the  Grange  appreciates  this  oppor¬ 
tunity  to  present  its  position  on  this  farm  credit  legislation.  Over  the 
years  we  have  had  a  great  deal  of  interest  in  credit  legislation. 

Senator  Holland.  Do  you  have  a  prepared  statement  ? 

Mr.  Halvorson.  No;  I  do  not.  The  Grange  supports  S.  3564  and 
we  oppose  S.  3550. 
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The  Grange’s  position  is  grounded  in  history.  You  can  go  all  the 
way  back  to  the  Federal  land  bank  of  1916  and  at  that  time  the 
Grange  had  in  its  mind  the  philosophy  of  a  farmer-owned  system. 
And  we  still  believe  in  a  farmer-owned  system. 

But,  of  course,  it  was  not  feasible  because  of  the  inadequate  amount 
of  money  that  farmers  had  for  such  purposes. 

So  the  Grange  and  the  other  leaders  at  that  time  conceived  the  idea 
of  a  partnership  between  Government  and  farmers.  That  partnership 
has  worked  very  well  over  the  years,  as  the  record  will  show. 

However,  we  have  never  lost  sight  of  our  ideal.  We  have  always, 
from  philosophical  reasons,  believed  that  the  Government  should  not 
be  in  business,  because  it  gives  it  a  lot  of  power.  _ 

Competition  from  Government  can  easily  be  unfair  because  the  cost 
factor  may  not  determine  the  method  of  operation  and  charges. 

We  feel  also  that  an  institution,  a  credit  institution,  that  is  depend¬ 
ent  upon  itself,  run  by  farmers,  is  going  to  be  most  efficient  in  the 
long  run. 

There  are  also  a  number  of  practical  reasons  why  the  Grange  over 
the  years  has  felt  that  we  should  continue  to  strive  for  our  goal  of 
farmer  ownership.  We  have  seen  various  situations  arise  where  this 
has  become  very  important. 

While  the  Government  has  been  a  good  partner,  m  a  way,  there 
have  been  dangers  at  times  that  have  made  us  feel  we  better  get  on 
with  this  job.  And  I  can  cite  you  a  few. 

In  1940  the  Government  side  of  the  partnership  wanted  to  take  over 
the  whole  system ;  at  least,  in  the  F ederal  land  banks. 

Then  at  other  times  the  political  climate  changes  and  the  Govern¬ 
ment  wants  to  just  walk  out,  even  though  the  farmers  are  not  able  to 
takeover. 

When  you  have  Government  in  the  picture,  and  m  credit  particu¬ 
larly,  there  is  danger  of  getting  Government  influence  in  the  selection 
of  personnel  and  getting  people  who  are  not  especially  or  best  quali¬ 
fied  for  the  job. 

There  is  danger  of  getting  Government  pressure  or  political  pres¬ 
sure  in  loan  policies.  . 

We  have  seen  attempts,  because  of  the  close  tie-m  of  the  I  ederal 
intermediate  credit  banks  with  Government,  by  the  Bureau  of  the 
P  Budget  and  the  Appropriations  Committees  of  the  Congress  to  deter¬ 
mine  the  total  maount  that  could  be  loaned  to  farmers. 

Of  course,  that  is  inconsistent  entirely  with  the  idea  of  supplying 
the  credit  needs  of  farmers. 

There  have  been  efforts  made  to  restrict  the  purpose  for  which 
Government  loans  can  be  made. 

At  one  time  you  probably  will  remember,  not  long  ago,  an  effort 
was  made  to  prohibit  loans  to  farmers  for  broiler  production. 

Senator  Holland.  For  what? 

Mr.  Halvorson.  Broiler  production. 

Senator  Holland.  Yes. 

Mr.  Halvorson.  And  those  are  the  dangers  that  have  made  this 
job  of  farmer  ownership  a  practical  necessity. 

About  the  only  unit  in  the  farm-credit  system  that  was  set  up 
without  an  original  idea  of  eventual  farmer  ownership,  was  the 
Federal  intermediate  credit  bank.  And  we  feel  that  is  a  standout 
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exception,  even  from  the  standpoint  of  our  history,  because  the 
United  States  has  stayed  out  of  the  banking  field  ever  since,  1  believe, 
Andrew  Jackson’s  days. 

But  this  system,  however,  has  been  set  up  and  it  has  worked  well, 
but  again  because  of  the  dangers  of  Government  ownership  we  now 
seek  legislation  to  eventually  bring  about  farmer  ownership. 

The  production  credit  system  will  never  be  a  completely  farmer- 
owned  system  until  the  Federal  intermediate  credit  banks  are  also 
owned  by  the  farmers,  because  it  is  an  integral  step  between  the  money 
market  and  the  farmers. 

So  that  is  one  reason  why  we  have  for  a  number  of  years  had  in  the 
back  of  our  minds  this  idea — the  idea  of  the  farmers  becoming  owners 
of  the  FICB’s. 

In  1933  the  Farm  Credit  Act  also  set  up  this  partnership  for  the 
bank  for  cooperatives  and  PCA.  That  legislation  was  inadequate 
and  has  already  been  remedied  in  the  act  of  1955  for  the  cooperatives. 

We  are  now  trying  to  remedy  this  and  to  provide  a  sound  basis,  a 
basis  that  will  really  work  for  farmer  ownership  in  the  PCA. 

We  feel  that  in  a  way  this  is  a  historical  occasion  from  the  stand¬ 
point  of  the  Grange  because  here  after  40  years  with  this  ideal  we 
feel  we  are  now  at  the  threshliold  of  the  last  door  to  getting  the  way 
set  for  farmer  ownership  and  control  of  the  entire  system. 

1  want  to  say  just  a  few  words  about  the  sources  of  opposition.  I 
believe  that  some  of  the  opposition  to  the  legislation  is  coming  from 
people  who  still  want  to  rely  on  this  Government  partnership. 

But  I  think  that  that  opposition  should  be  dismissed  because  we 
feel  that  that  was  settled  by  the  Farm  Creclit  Act  of  1953.  That 
applies  to  the  Federal  intermediate  credit  banks  especially. 

Senator  Holland.  In  other  words,  you  think  this  is  just  working 
out  one  of  the  details  ? 

Mr.  Halvorsox.  That  is  right. 

Senator  Holland.  Arising  under  the  broad  policy  that  was  laid 
down  in  1953  ? 

Mr.  IIalvorson.  Right. 

Another  source  of  opposition  lias  to  do  with  leaving  the  surplus  in 
the  system.  I  don’t  know  whether  the  bankers  have  or  will  testify 
before  this  committee,  but  they  did  testify  before  the  House  Agricul¬ 
ture  Committee  and  they  were  very  strong  in  their  opposition  to 
leaving  the  surplus  in  the  institution. 

We  feel  that,  we  can  justify  very  well  leaving  the  surplus  in  the 
institution,  on  a  number  of  bases. 

In  the  first  place,  we  feel  this  capital  which  the  Government  put 
up  was  to  help  get  an  institution  going  in  order  to  perform  a  very 
essential  function  in  our  economy.  It  was  evident  in  1916  that  mort¬ 
gage  credit  was  not  sufficient  for  farmers  or  was  not  satisfactory  for 
a  number  of  reasons. 

In  1933  it  was  evident  that  the  commercial -lending  system  was  not 
able  to  take  care  of  the  situation.  They  were  drawing  in  money  at 
the  very  time  the  farmers  needed  money. 

Actually,  also,  the  administrators  of  the  Farm  Credit  Administra¬ 
tion  could  have  actually  kept  the  interest  rate  lower  so  as  not  to  have 
built  up  a  surplus  and  given  the  farmers  the  benefit  of  this  money  that 
was  put  in  there  by  the  Government. 
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We  feel  that  this  money  that  have  been  built  up,  the  surplus,  is,  in 
other  words,  the  result  of  a  conscious  policy  to  provide  for  the  future. 
That  is  why  we  feel  that  we  should  leave  that  money  in  there. 

We  can  also  look  at  this  in  another  way ;  that  is,  that  it  is  not  only 
the  farmers  who  are  possibly  getting  some  benefit  out  of  the  legal 
situation  or  the  Government  relationship,  because  even  the  bankers, 
I  think  we  can  say,  are  getting  some  benefit  out  of  their  privileges  in 
this  economy. 

From  1939  until  the  present  the  money  supply  has  increased  from 
$35  billion  to  $135  billion.  By  “money  supply  ”  I  mean  the  pocketbook 
money  like  we  have  in  our  pocketbook,  and  silver  and  also  the  check¬ 
book  money. 

However,  the  Treasury  currency  has  stayed  about  the  same,  at  about 
$5  billion. 

This  money  supply  has  increased,  in  other  words,  within  the  bank¬ 
ing  system  itself.  Some  people  would  say  that  money  has  been  created 
by  banks.  Of  course,  it  has  been  loaned.  Of  course,  the  banks  have 
to  perform  a  checking  account  service  for  people  which  is  costty,  but 
I  would  say  that  the  cost  of  interest  bears  no  direct  relationship  to  the 
bookkeeping  cost  because  the  interest  rate  is  set  by  the  Federal  Reserve 
Board  for  other  reasons  than  the  cost  of  banking. 

Now,  I  might  point  out  that  right  now  the  rate  of  return  on  Treas¬ 
ury  bills  is  about  2 14  percent.  In  1954  it  was  down  to  seventy-five 
one-hundredths  of  1  percent  at  one  point. 

Certainly,  the  cost  of  banking  has  not  fluctuated  that  greatly,  about 
more  than  three  times.  So,  possibly,  there  is  a  little  benefit  in  there 
for  bankers.  And  they  are  prohibited  by  law,  we  stress  that,  from 
paying  interest  on  demand  deposits  at  the  present  time. 

Furthermore,  the  Government  maintains  about  $4.5  billion  of  de¬ 
posits  in  the  commercial  banks  of  the  country,  plus  another  $500  mil- 
ion  in  the  Federal  Reserve  bank.  It  is  really  the  Federal  Reserve 
panks  that  are  the  Government’s  banks. 

In  other  words,  that  is  where  they  clear  their  checks,  et  cetera. 

So  in  a  way  the  treasury  deposit  in  commercial  banks  is  like  the 
National  Grange  keeping  a  deposit  at  the  bank  where  I  do  my  bank¬ 
ing,  even  though  the  Grange  has  its  own  bank  for  its  account.  I 
think  that  in  that  $4.5  billion  there  is  of  some  benefit  for  the  bankers. 

In  regard  to  the  revolving  fund,  we  certainly  want  to  see  that  pre¬ 
served  for  this  reason:  when  that  revolving  fund  is  called  upon,  it 
will  in  most  cases  be  due  to  forces  beyond  the  control  of  farmers  or 
the  Farm  Credit  Administration  agencies.  And  we  feel  that  it  is  even 
of  benefit  to  a  responsible  Government  to  be  able  to  have  a  credit  in¬ 
stitution  like  the  Farm  Credit  Administration  that  can  come  in  and 
bolster  the  agricultural  economy  which  is  also  then  a  great  benefit  to 
preserving  the  integrity  and  the  strength  of  our  entire  economy. 

Senator  Holland.  You  mean  without  asking  for  emergency  legis¬ 
lation,  it  will  be  in  position  to  function  immediately  ? 

Mr.  Halvorson.  Yes. 

Senator  Holland.  And  to  meet  an  emergency  ? 

Mr.  Halvorson.  Yes;  it  will  do  it  with  a  minimum  of  cost  to  Gov¬ 
ernment.  And  with  speed. 

In  regard  to  the  position  of  the  Bureau  of  the  Budget,  first  of  all, 
I  want  to  call  to  your  attention  a  statement  that  the  Bureau  of  the 
Budget  has  made  which  I  think  is  very  significant. 
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They  have,  in  effect,  said : 

We  have  no  objection  to  donating  the  present  surplus  and  reserves  of  the 
Production  Credit  Corporation  and  the  Federal  intermediate  banks  to  the 
merged  institutions  as  a  permanent  Federal  subsidy. 

They  are  not  asking  for  that  to  be  returned.  They  are  not  asking 
for  interest  rate  to  be  paid  on  it. 

The  bankers  are  asking  for  that  to  be  returned,  and  even  for  in¬ 
terest  rates  to  be  returned  on  it.  , 

Where  we  get  into  disagreement  with  the  Bureau  of  the  .budget 
is  in  regard  to  the  treatment  of  this  surplus  in  the  event  of  clissolu- 

Now  the  Grange  would  not  ever  want  to  see — and  we  will  be  on 
record  to  this  effect— this  surplus  being  distributed  as  dissolution 
spoils,  you  might  say,  to  the  stockholders  that  will  be  created  by  this 

legislation.  .  i  ..  ,  ,  .  , 

Senator  Holland.  You  would  want  to  see  it  distributed  just  as 
in  the  case  of  any  other  cooperative  surplus  or  reserve  to  all  of  those 
who  helped  to  create  it  originally  ? 

Mr.  Halvorson.  We  would  leave  that  up  to  the  Congress  to  de- 
cide,  because  tlie  Federal  intermediate  credit  banks  cannot  be  clis- 

solved,  I  have  been  told,  without  an  act  of  Congress.  . 

If  at  that  time,  if  there  is  a  surplus,  what  I  would  say  m  ail 
probability,  if  this  system  is  to  be  dissolved,  in  all  likelihood  there  will 
not  be  any  surplus  there  to  be  distributed  to  the  stockholders.  Pos¬ 
sibly  it  will  be  on  the  rocks. 

Senator  Holland.  Do  you  not  think  it  is  much  more  desirable  to 
have  that  question  settled  in  this  legislation,  so  that  this  may  not  be  re¬ 
garded  as  a  continuing  subsidy  from  the  Federal  Government  which 
might  justify  the  Federal  Government  asking  to  interfere  in  admin¬ 
istration  and  operation  at  any  time  in  the  future  ? 

Mr.  Halvorson.  We,  certainly - 

Senator  Holland.  And  that  instead,  this  surplus  reserve  should  be 
regarded  as  having  been  abandoned  or  given,  or  all  claim  to  it  with¬ 
drawn  by  the  Federal  Government?  After  all,  it  was  created  by  in¬ 
terest  rates  greater  than  those  which  would  merely  carry  the  oper¬ 
ation,  so  that  from  this  time  forth,  not  only  will  it  be  regarded  as 
corporation  surplus  reserve,  but  that  the  legislation  should  also  state, 
at  least  in  a  general  way,  how  that  reserve  should  be  distributed  in  the 
event  of  liquidation. 

Mr.  Halvorson.  Well,  yes,  that  I  would  say  we  agree  with,  but 
we  would  still  say  that  the  objection  of  the  Bureau  of  the  Budget  is 
rather  academic  because  we  see  no  possibility  of  this  dissolution  and 
distribution  of  the  surplus.  ...  ... 

But  from  the  standpoint  of  indicating  clearly  that  this  is  a  wholly 
owned  farmer  institution,  we  agree  with  you  100  percent,  whereas 
the  Budget  Bureau’s  position  would,  even  though  it  has  no  practical 
significance,  really  provide  an  entry  there  for  Government  control  and 
dictation.  That  would  defeat  the  very  purpose  we  have  had  over  all 
of  these  years.  And  I  believe  it  would  even  defeat  the  purpose  of  the 
administration.  I  believe  they  also  want  a  farmer  owned  and  con¬ 
trolled  system. 

Senator  Holland.  In  other  words,  you  find  as  much  objection  as 
I  do  as  one  member  of  the  committee  to  that  part  of  the  Budget 
Bureau’s  statement  which  says  that  they  have  no  objection  to  con- 
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tinuing  this  surplus  and  reserve  as  a  permanent  Government  subsidy 
to  the  corporations. 

You  feel  that  that  fund  should  instead  become  a  part  of  the  corpo¬ 
rate  assets  for  the  laudable  purposes  which  you  have  indicated,  and 
that  when  this  new  merged  corporation  comes  into  existence  the  Fed¬ 
eral  Government  at  that  very  time  ceases  to  have  any  continuing 
interest  in  it  which  would  justify  any  interference  that  the  Govern¬ 
ment  might  want  to  sponsor  at  any  time  in  the  future. 

Do  you  agree  with  that  ? 

Mr.  Halvorson.  Yes,  we  would  feel  that  the  Government  has  sub¬ 
sidized  the  System  in  the  past  but  they  are  now  out  of  it  and  this 
surplus  belongs  to  the  System. 

So  we  go  along  with ‘the  bill  as  it  is.  We  feel  that  anything  like 
what  the  Bureau  of  the  Budget  has  suggested  would  certainly  practi¬ 
cally  vitiate  the  entire  purpose  of  the  bill. 

In  other  words,  they  do  indicate  their  willingness  to  let  the  System 
have  the  benefit,  if  you  want  to  call  it  that,  of  the  existing  surplus. 

I  think  they  indicate  they  are  willing  to  let  that  benefit  be  there. 
But  to  thereby  also  at  the  same  time  want  an  entry  for  control  later 

on  is  bad,  we  feel.  . 

Senator  Holland.  You  want  the  question  settled  at  this  time  to 
the  effect  that  what  the  farmer-controlled  organization  lias  to  do  to 
completely  control  it  is  to  complete  the  retirement  of  the  Government 
capital  stock  at  par  ? 

Mr.  Halvorson.  Yes;  that  is  right. 

Now,  moving  on  to  certain  problems  connected  with  the  other  finan¬ 
cial  institution,  one  of  the  first  questions  is  that  they  are  not  given 
stockholder  status. 

Senator  Holland.  Of  course,  I  did  not  mean  to  negative  the  con¬ 
tinued  payment  of  the  franchise  tax.  That,  of  course,  should  con¬ 
tinue  to  be  paid  until  the  retirement  of  the  Government  capital  is 
complete. 

Mr.  Halvorson.  Right. 

Senator  Holland.  All  right ;  go  ahead. 

Mr.  Halvorson.  I  might  also  try  to  take  exception  at  least  with 
the  Bureau  of  the  Budget  position  that  this  is  different  from  the  case 
of  the  bank  for  cooperatives  and  the  F ederal  1  and  banks. 

Now  actually,  technically,  this  is  a  new  institution,  a  merged  in¬ 
stitution  which  at  the  very  start  will  be  a  mixed-ownership  corporation, 
and  so  it  is  from  the  start  a  mixed-ownership  corporation,  and  T  see  no 
reason  for  trying  to  apply  the  Government  Corporation  Control  Act 
for  any  reason  here  that  did  not  apply  there. 

Senator  Holland.  Would  it  be  correct  to  say  that  you  think  there 
is  a  difference  in  degree  but  not  any  difference  in  principle  ? 

Mr.  Halvorson.  That  is  right ;  and  the  dangers  of  Government  con¬ 
trol  would  be  very  great  if  you  bring  it  in  through  the  Government 
Corporation  Control  Act,  as  I  indicated  before,  especially  with  regard 
to  the  control  over  the  budget  and  lending  policies. 

Senator  Holland.  The  temptation  to  control  is  greater  when  you  are 
dealing  with  short-term  credit  which  might  come  peculiarly  to  be 
used,  let’s  say,  in  a  particular  season  when  an  election  is  on? 

Mr.  Halvorson.  Sure.  t  .  . 

Senator  Holland.  Or  when  some  particular  public  issue  is  disturb¬ 
ing  the  farm  population  ? 
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Mr.  Halvorson.  That  is  right. 

Now,  in  regard  to  these  other  financial  institutions,  if  they  want 
stockholdership  status,  and  I  do  not  know  that  they  do,  but  it  seems  to 
me  that  that  is  a  question  that  we  will  have  to  put  off  at  this  time  and 
consider  at  a  later  date.  It  can  always  be  considered  at  a  later  date. 
There  are  a  lot  of  problems  connected  with  that;  namely,  How  are  you 
going  to  work  them  in  at  the  district  level  ? 

We  have  the  district  boards  with  representation  from  the  three 
levels,  Federal  land  banks,  production  credit,  and  bank  for  co¬ 
operatives. 

Now,  how  these  groups  should  be  worked  in,  that  is,  the  proprietary 
borrowers  like  bankers,  would  that  defeat  the  purpose  of  the  coopera¬ 
tive  system  or  could  they  be  brought  in  ? 

Those  are  questions  that  would  have  to  be  answered  by  the  propo¬ 
nents  of  bringing  them  in,  it  seems  to  me,  before  we  could  support  that. 
But  we  are  not  closing  the  door  to  that  possibility  in  the  future. 

Senator  Holland.  Well,  there  is  no  specific  provision  that  has  been 
submitted  so  far  as  I  know  that  looks  toward  bringing  it  in  with  mem¬ 
bership  rights  or  rights  to  be  officially  represented  at  this  time. 

Mr.  Halvorson.  I  believe  it  was  brought  up  in  the  House  hearing 
and  I  presume  you  will  get  that  same  suggestion  here. 

Senator  Holland.  You  mean  specific  wording  being  suggested? 

Mr.  Halvorson.  I  believe  so. 

Senator  Holland.  Thank  you. 

Mr.  Halvorson.  The  other  financial  institutions  complain  about  not 
sharing  in  the  surplus.  Again  I  feel  that  that  is  academic  for  the  same 
reasons  that  I  indicated  in  connection  with  the  objections  of  the  Bu¬ 
reau  of  the  Budget. 

This  surplus  will  stay  in  the  system  and  it  will  benefit  all  the  bor¬ 
rowers  whether  they  are  stockholders  or  other  borrowers,  as  I  see  it. 

There  are  objections  also  raised  to  the  matter  of  making  cost  of 
supervision  a  part  of  the  interest  rate.  The  other  financial  institu¬ 
tions  say  that  they  are  not  getting  that  supervision  and  should  not 
pay  for  it.  There  are  partial  answers  at  least  to  this.  One  is  that 
the  PCA’s  are  putting  in  directly  and  indirectly  about  $26  million 
more  money  than  any  other  group.  They  are  putting  up  some  money 
based  on  a  levy,  as  I  noticed,  a  capital  levy,  you  might  say,  and  then  the 
surplus  from  the  production  credit  corporations  is  being  put  into  the 
new  FICB’s. 

Certainly  that  will  generate  some  income  which  will  help  pay  the 
cost  of  supervision.  In  the  long  run  we  feel  that  a  PCA  can  be  run 
with  as  little  supervision  from  above,  possibly,  at  least  we  hope  and 
have  faith  that  they  can  be,  as  a  country  banker  or  any  other  financial 
institution. 

Therefore,  to  the  extent  there  will  be  higher  cost  of  supervision 
or  of  dealing  with  the  PCA  than  with  other  borrowers,  it  will  be 
partly  offset. 

Possibly  also  if  we  look  at  this  system  as  a  cooperative  institution, 
we  feel  that  we  are  giving  actually  the  benefit  of  this  farmer-coopera¬ 
tive  system,  this  financial  arrangement  to  other  borrowers. 

We  feel  that  there  are  adequate  assurances  in  the  bill.  I  think  the 
bill  has  been  changed  some,  from  at  least  the  original  form  that  1 
saw  it  in,  to  give  adequate  assurances  to  these  other  financial  institu- 
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tions  that  they  will  have  access  to  credit  from  the  FICB  at  equitable 
terms  and  equitable  rates. 

That  concludes  my  statement,  Mr.  Chairman.  „ 

Senator  Holland.  Thank  you  very  much  I  see  Senator  Mundt 
and  Senator  Humphrey  have  both  come  in  while  you  were  testifying. 
This  is  Mr.  Halvorson  testifying  for  the  Grange  m  suport  of  the  pend¬ 
ing  legislation  S.  35G4. 

I)o  either  of  you  Senators  have  questions  . 

Senator  Mundt.  I  have  no  questions,  Mr.  Chairman. 

Senator  Humphrey.  No ;  I  have  no  particular  question.  G 

Could  I  just  ask  as  a  point  of  information,  as  I  understand  it,  &. 
3550  is  the  Budget  Bureau  bill,  so  to  speak ;  isn’t  it . 

Senator  Holland.  Yes.  G  okra  9 

Senator  Humphrey.  And  your  bill,  Senator ;  S.  3ob4 . 

Senator  Holland.  That  is  the  bill  of  the  Farm  Credit  Admmistra- 

tlC>Senator  Humphrey.  And  the  essential  difference  m  those  two  bills 
is  the  degree  of  Federal  participation  % 

Mr.  Halvorson.  Right.  .  ,  ,  ...  11 

Senator  Humphrey.  Over  the  surpluses  ^htl 

be  combined  into  this  new  operation  under  the  FICB,  is  that  n  ht . 

Mr.  Halvorson.  Yes,  and  we  feel  and  are  fearful  that  if .the  Gov 
eminent  kept  an  interest  m  the  surplus  m  event  of  liquidation  it 
would  be  really  an  opening  for  control  from  the  Government  of  a 
system  that  we  hope  to  be  completely  farmer-owned  aI^  contmlled , 
Senator  Humphrey.  What  is  there  to  this  argument  that  I  have 
heard  that  the  two  types  of  stock  would  be  issued— it  was  a  class  A 
stock  and  class  B  stock. 

Is  that  in  your  thinking  for  the  purchase  of  the  assets . 

Mr.  Halvorson.  Yes.  The  farmers  will  eventually— I  have  ioi- 

gotten  whether  it  is  A  or  B - 

Senator  Humphrey.  The  B  stock. 

Mr  Halvorson.  That  will  eventually  replace  all  of  the  Government 
A  stock  Then  it  will  be  completely  farmer-owned  and  controlled  it 
we  can  avoid  this  Budget  Bureau  insistence  or  request  at  least  on 

maintaining  Government  interest  in  surplus. 

That  will  always  be  a  sore  point,  always  a  danger  as  we  see  it,  it 

we  leave  that  possibility  in  there.  .  .1  nlvipr 

Senator  Humphrey.  Now  I  have  heard  from  some  that  the  objec¬ 
tive  of  course  has  been  that  the  PCA’s  should  be  completely  farmer- 
owned  and  controlled  and  all  the  Government  capitalization  should 
be  liquidated  and  displaced  by  farmer  capital,  so  to  speak. 

And  before  that  is  fully  accomplished  now  you  move  on  into  an¬ 
other  operation  of  the  FICB,  the  Federal  intermediate  credit  bank 

PrMi'.aHALV0RS0N.  I  think  that  there  is  only  about  $2  million  of  the 
original  $90  million  of  Government  capital  still  m  the  PCA  s  so  th 

I  don^tthhikfhat1 tlmtamount.  is  sufficient  to  cause  our  slowing  down 
the  effort  of  eventually,  or  at  least  beginning  of  the  process  of  f aimer 

ownership  and  control  of  the  FICB  s.  . 

Now  this  is  not  something  that  is  scheduled  so  much  a  year  that  yo 
have  got  to  meet  and  if  you  do  not  meet  it,  you  are  going  to  be  in 
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difficulty.  This  is  a  gradual  process  determined  by  the — you  might 
say  the  refunds  that  will  be  available  for  retiring  the  Government 
capital. 

Senator  Humphrey.  In  the  PCA’s  ? 

Mr.  Halvorson.  No,  in  the  FICB’s. 

Senator  Humphrey.  In  the  new  amalgamated  credit  unions  ? 

Mr.  Halvorson.  Yes.  In  the  PCA’s  I  think  it  will  still  be  up  to  the 
individual  PCA  and  probably  the  Federal  Farm  Credit  Board  to 
determine  when  a  PCA  should  return  the  Government  capital.  That 
is  the  way  it  is  now  and  as  far  as  I  know  there  is  no  change  contem¬ 
plated  in  the  withdrawal  of  Government  capital  from  the  PCA  itself. 

Senator  Humphrey.  In  case  this  would  all  be  liquidated  by  Act 
of  Congress — I  gather  that  was  your  testimony  that  that  is  the  only 
way  an  FlCB  operation  could  be  set  aside - 

Mr.  Halvorson.  Yes. 

Senator  Humphrey  (continuing).  What  was  your  view  as  to  the 
distribution  of  whatever  assets  would  remain  ? 

Mr.  Halvorson.  Well,  we  feel  that  the  Congress  could  again  at 
that  time  consider  this  question  and  if  it  seemed  that  there  was  to  be 
an  unfair  distribution  of  spoils,  why  I  think  it  could  take  action  at 
that  time  to  correct  it. 

But  we  feel  that  if  it  was  ever  to  be  dissolved  there  undoubtedly 
would  be  no  surplus  there,  or  else  there  is  a  possibility  that  we  would 
have  a  new  farm  credit  institution  of  a  completely  different  organiza¬ 
tional  structure  and  possibly  we  would  want  to  move  the  whole  sur¬ 
plus  over  into  that  new  organization  if  we  ever  reorganized  again. 

Senator  Humphrey.  In  other  words  you  are  not  recommending,  for 
example,  that  the  stockholders  of  class  B  stock  or  class  A  stock, 
which  in  this  instance  would  be  the  Federal  Government,  should  get 
whatever  assets  remained  ? 

Mr.  Halvorson.  As  the  bill  now  stands,  they  would  get  it,  yes;  and 
we  believe  in  leaving  it  that  way,  for  the  simple  reason  of  making 
clear  that  with  the  retirement  of  the  Government  capital  this  eventu¬ 
ally  will  be  a  wholly  farmer-owned  and  controlled  institution. 

If  that  would  seem  wrong  at  the  time  of  the  act  of  dissolution,  why 
it  could  be  handled  at  that  time,  corrected  as  we  see  it. 

Senator  Humphrey.  How  do  you  answer  this  argument  of  the 
Bureau  of  the  Budget  that  I  have  heard  that  if  the  Federal  interme¬ 
diate  credit  bank  operation  had  been  a  deficit  proposition,  a  failure, 
so  to  speak,  that  the  Federal  Government  would  have  had  to  pick  up 
the  ticket,  pay  the  bills,  that  is,  the  taxpayers,  so  to  speak. 

But  now  that  it  has  been  a  success,  or  at  least  has  accumulated  what 
is  it,  some  $63  million - 

Mr.  Halvorson.  I  think  it  is  40  or  60. 

Senator  Humphrey.  Well,  some  considerable  amount  of  surplus, 
now  that  you  want  the  Federal  Government  to  have  no  control  when 
there  is  this  consolidation  ? 

Mr.  Halvorson.  Well - 

Senator  Humphrey.  Don’t  misunderstood  me. 

I  am  not  necessarily  buying  that  argument.  I  just  heard  it. 

Mr.  Halvorson.  I  think  that  actually  fanners  feel  so  close  to  this 
system  that  they  feel  that  they  made  it  a  success  and  therefore  de¬ 
serve  to  get  some  of  the  benefit  out  of  making  it  a  success. 


FARM  CREDIT  ACT  OF  195  6 


133 


Now  if  it  had  failed,  possibly  it  would  have  been  due  to  general 
economic  conditions  which  were  beyond  the  control  of  the  farmers  or 
the  institution  itself.  Anyhow,  I  feel  that  an  institution  such  as  this 
is  of  great  benefit  to  responsible  government  because  it  can  go  in  and 

bolster  an  important  segment  of  the  economy. 

This  would  not  be  the  first  case,  however,  that  the  Government  has 
taken  a  loss  on  something.  I  think  that  we  have  to  go  on  the  actual 
facts  and  not  on  the  hypothesis  of  a  failure.  It  has  worked  wonder¬ 
fully  well  and  I  think  it  is  to  the  credit  of  farm  people  and  their  leaders 

and  the  administrators  of  this  program.  .  ,  ,  , 

Senator  Holland.  It  seems  to  me  that  the  best  answer  might  be 
that  the  farmers,  by  the  way  they  have  run  the  organization,  and  they 
have  largely  run  them,  have  out  of  their  own  pockets  by  the  interest 
that  they  have  paid  over  and  above  what  is  necessary  just  to  continue 
a  solvent  operation,  built  up  a  surplus,  and  that  as  in  the  case  of  any 
cooperative  operation,  you  look  back  to  see  who  created  the  surplus  or 
the  reserve,  and  certainly  they  have  created  it,  and  it  seems  to  me  that 
it  is  the  proper  application  of  sound  cooperation  to  say  that  those  who 

created  it  should  have  it.  . 

My  own  feeling  is  that  the  sound  thing  to  do  is  not  only  to  recognize 
that  as  giving  the  corporation  the  right  to  have  this  contingent  sur¬ 
plus  and  reserve  as  a  cushion,  they  have  created  it  out  of  their  own 
pockets,  but  also  to  recognize  now  once  and  for  all  as  we  pass  this 
legislation,  that  those  who  have  the  proprietary  right  m  that  m  the 
event  of  liquidation  or  dissolution  are  the  ones  who  created  it,  ] ust  as 
you  would  in  any  other  soundly  cooperative  approach,  and  not  leave  it 

to  the  Congress  in  the  future  to  play  with  it.  . 

On  the  contrary,  I  do  not  want  this  to  be  regarded  as  a  continuing 
federal  subsidy  because  that  is  a  constant  temptation  for  succeeding 

Congresses  to  reach  in  and  try  to  control  it.  rpi  • 

Senator  Humphrey.  I  think  that  is  a  very  valid  point.  1  hat  is 
what  I  am  trying  to  get  Mr.  Halverson’s  comments  on,  that  is  primarily 
on  the  Bureau  of  the  Budget’s  criticisms  and  their  recommendations  in 

the  so-called  Administration  bill. 

There  is  that  difference  between  the  bill  introduced  by  Senator 
Holland  and  the  bill  by  the  Chairman  in  behalf  of  the  Bureau  of  the 

^  Mr.6  Ha lvorson.  Could  I  make  another  point  in  connection  with 

The  bill  also  provides  that  there  can  be  no  distribution  to  the  stock¬ 
holders  in  the  way  of  dividends  if  this  surplus  ^impaired,  so  there  is 
certainly  a  clear  intention  there  of  maintaining  this  surplus. 

J  There  is  no  fear  of  a  spoils  distribution,  I  might  say 
I  would  like  to  also  answer  your  question  a  little  further  as  to  the 

^We  hav^had  all  kinds  of  aid  to  agriculture,  and  it  seems  to  me  that 
the  cheapest  aid  that  the  Government  has  ever  given  to  agriculture, 
where  the  country  has  gotten  more  for  its  money  than  m  anything 

else,  has  been  in  the  Farm  Credit  agencies. 

After  all,  we  are  returning  the  capitol  intact,  100  percent,  and  this 
benefit  has  been  very  tremendous  for  a  very  small  cost,  as  we  see  it. 

Senator  Humphrey.  Just  to  get  it  straight,  the  ultimate  disposition 
would  be  that  the  PCA’s  would  own  the  Intermediate  Credit  Bank* 
Mr.  Halvorson.  That  is  right. 
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Senator  Humphrey.  And  then  of  course  the  individual  stockholders 
in  the  PCA  who  own  the  Class  B  stock,  which  in  turn  would  be  used 
to  retire  the  Class  A  stock  owned  by  the  Government,  would  be  the 
ultimate  owners  of  the  intermediate  credit  system. 

Mr.  Halvorson.  Absolutely. 

Senator  Humphrey.  And  you  want  to  get  it  free,  as  Senator  Hol¬ 
land  has  said,  of  any  theoretical  or  long-term  obligation  on  the  part 
of  the  Government,  obligation  which  may  also  include  within  it  injec¬ 
tion  or  interference  on  the  part  of  the  Federal  Government. 

Is  that  the  theory  and  thesis  of  your  argument  ? 

Mr.  Halvorson.  That  is  it  exactly. 

Senator  Humphrey.  Thank  you. 

I  have  great  respect  for  the  views  of  your  organization  and  1  gather 
that  those  are  pretty  much  in  line  with  that  of  the  National  Council 
of  Farm  Cooperatives,  is  that  correct  ? 

Mr.  Halvorson.  They  would  have  to  speak  for  themselves. 

Senator  II  umphrey.  I  was  just  looking  over  the  conclusions  here  of 
their  testimony. 

Mr.  Halvorson.  Yes,  they  strongly  believe  in  a  farmer-owned  and 
controlled  credit  system  as  we  do. 

Senator  Humphrey.  Is  there  pretty  much  of  uniformity  of  view 
amongst  the  farm  organizations  on  this  matter  ? 

Mr.  Halvorson.  On  the  basic  principles,  yes.  I  would  say  there  are 
differences  that  do  exist  over  this  legislation.  They  are  on  secondary 
issues. 

Senator  Humphrey.  But  I  mean  as  far  as  this  exclusive  ownership 
and  control  by  the  farmers  themselves  and  the  PCA,  is  that  pretty 
well  agreed  to  by  the  farm  organizations  insofar  as  you  know  ? 

Mr.  Halvorson.  Yes,  I  would  say  that  is  100  percent.  If  there  is  an 
exception  I  would  not  know  about  it. 

Senator  Humphrey.  Thank  you  very  much. 

Senator  Holland.  It  seems  to  me  that  any  insistence  that  the  gov¬ 
ernment  should  own  the  reserves  and  surpluses  after  the  organizations 
have  paid  the  franchise  tax  which  the  Congress  had  imposed  as  our 
measure  of  the  right  of  the  government  to  participate  in  the  earnings 
would  be  almost  as  bald  a  thing  as  to  have  the  Government  ask  shippers 
who  had  used  a  certain  river  that  had  been  made  a  valuable  channel  of 
commerce,  and  which  shippers  had  earned  some  profits  on,  to  con¬ 
tribute  those  profits  or  part  of  them  back  to  the  government,  not¬ 
withstanding  that  there  was  not  any  such  condition  imposed  for  the 
user  at  the  time  they  used  it. 

Mr.  Halvorson.  That  is  exactly  it. 

Senator  Holland.  It  does  not  make  sense  to  me  to  insist  that  the 
surplus  reserve  now  should  belong  to  the  Government. 

Thank  you  very  much,  Mr.  Halvorson. 

Mr.  Halvorson.  Thank  you  for  the  privilege  of  testifying. 

Senator  Humphrey.  Mr.  Chairman,  one  of  the  gentlemen  that  testi¬ 
fied  over  in  the  House  Committee  with  reference  to  these  bills  left 
off  at  my  office  a  statement  which  he  asked  me  to  have  placed  in  the 
record,  and  I  said  that  I  would  do  it. 

I  am  not  familiar  with  the  body  of  this  statement,  the  text  of  it, 
but  I  ask  to  have  it  included  in  the  record. 

Senator  Holland.  Without  objection,  it  will  be  done. 
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„  r  T Avn  rnm  fy  President,  Secretary-Treasurers  and 

^Presidents  o"the  Arkansas  Production  Credit  Associations,  Osceola,  Ark. 

I  am  Lloyd  Godley  of  Osceola,  Ark.,  president  of  the  Secretary-Treasurers  and 
PT1S11?  farinei^^nie^be^o^Planters^Prodiictio^Credit  Association,  and 

^1 helped8 to  organize etheSproduction  credit  *  gerved^ RS^fiffic^repre- 

T  Din  here  representing  10  associations  ot  my  btate.  ,  .  . 

We  do  not  QuesUon  the  good  intention  of  those  who  have  prepared  this  legis¬ 
lation  nor  the  high  purpose  of  the  honorable  gentlemen  whose  names  appear  as 
sponsors* of  this  bill We  shall  do  our  best  to  be  constj^jm  -r  oppo-tmm 
We  shall  strive  to  point  out  what  we  consider  to  be  wrong  and  in  the  end,  ue 

^W^M^mTolfj^tive^n  being  here  except  to  protect  the  interest  of  us  farmers 

W1 'weTm^  ?  PO»<*  -t  forth  in  this 

hill  a  part  of  which  is  as  follows:  “To  facilitate  farmer  ownership  of  the 
merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage  and 
promote  the  continued  growth  and  development  of  production  credit  associations 
self-supporting  cooperative  lending  institutions.  1;. 

We  think  it  unfair  to  single  out  the  farmers  who  own  the  production  credit 
associations  and  demand  that  they  be  responsible  for  retiring  Government  capital 

from  the  Federal  intermediate  credit  bank. 

We  do  not  see  how  this  bill  can  in  any  way  encourage  and  promote  the  con¬ 
tinued  growth  and  development  of  the  production  credit  associations,  but  we 
shall  point  out  many  reasons  why  we  feel  that  this  bill,  if  passed,  may  work  to 

^TJndm^the"  guidnime^aml  constructive  supervision  of  the  production  credit 
corporations,  there  has  been  developed  a  nationwide  system  ot  production  credit 
associations  without  precedent  in  soundness  of  operation  or  service  to  the  tan 

^There  is  nothing  inherent  in  a  farmer  capitalized  and  operated  credit  institu- 

1 1  °B e fo ™ ) duct i  o  n*  cr  < edi  t  fw e  had  many  farmer-operated  credit  institutions,  dis¬ 
counting  through  the  intermediate  credit  banks  that  failed  for  lack  of  propei 
guidance  and  supervision.  We,  therefore,  consider  it  extremely  unwise  to  elimi¬ 
nate  the  production  credit  corporations  from  the  system.  . 

Even  though  the  production  credit  associations  may  be  required  to  complet  J 
support  the  corporations,  we  still  feel  that  its  service  will  be  worth  much  more 

thWeido  nof  consider  it  fair  or  in  the  traditions  of  our  Government  to  terminate 
bv  legislation,  the  officers  and  employees  who  have  built  this  system 

We  do  not  claim  that  the  motive  back  of  this  section  of  this  bill  is  to  si  ence 
those  officers  and  employees  who  might  otherwise  oppose  the  bill,  but  we i  are  of 
the  opinion  that  it  has  done  that  very  thing.  We  can  see  the  possibility  of  such 
legislation  throwing  the  farm  credit  system  wide  open  to  political  appointments. 

1  As  you  gentlemen  well  know,  the  Federal  intermediate  credit  banks  were  not 
set  up  for  the  purpose  of  serving  production  credit  associations.  They  were  set 

u»  10  years  before  the  production  credit  system.  _ 

Vhe  Federal  intermediate  credit  banks  have,  and  do  serve  well  as ^be  < 
ing  agency  for  other  financial  institutions  lending  to  farmers,  which  include 

banks,  livestock  associations,  cotton  factors,  et  al.  lorioioHnn  to 

We  see  nothing  fair  in  forcing  production  credit  associations  by  leBislatio  , 

bear  the  burden  of  purchasing  a  bank  of  discount  for  the  use  JSjnKe 

institutions.  We  are  sure  that  many  of  the  other  financial  institutions  feel  t  e 

Sf?MU  may  claim  that  the  purchase  of  l™;™1 

Credit  Bank  will  be  a  benefit,  not  a  burden,  to  the  ass°?Jf£"nal . . i'k  “required 
must  disagree  Let  us  point  out  that  the  average  association  will  be  lequirea, 

under  this" act,  to  invest  about  $30,000  of  its  capital  in  the  ^e  toTa!  capital  stock 
Credit  Bank.  This  amounts  to  approximately  14  percent  of  the  total  cap 

0,Se T  of ‘Scapltal  will  he  lost  t.  *h%P~?"f  “ ^^yea IT £?«* 
very  minimum  of  20  years— some  have  estimated  it  at  40  to  oO  j  ears,  i  ms  cai  «  , 
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while  still  figured  as  an  asset  of  the  production  credit  association,  cannot  be  used 
as  security  for  production  credit  loans. 

This  loss  to  each  production  credit  association  of  $30,000  effective  capital  will 
mean  a  loss  of  $15  million  for  all  production  credit  associations  in  the  Nation. 

We  would  like  to  know  how  such  can  encourage  and  promote  the  continued 
growth  and  development  of  the  production  credit  associations. 

In  order  that  our  associations  might  become  farmer-owned  and  have  sufficient 
capital  left  to  serve  the  credit  needs  of  our  respective  communities,  many  of  us 
purchased  stock  far  in  excess  of  the  amount  necessary  to  qualify  our  loans.  To  us 
it  does  not  seem  quite  fair  to  legislate  this  hard  earned  capital  into  Federal  Inter¬ 
mediate  Credit  Bank  against  the  will  of  the  farmers  who  put  up  the  money. 

We  are  vigorously  opposed  to  ownership  without  control. 

Should  the  production  credit  associations  ever  own  the  Federal  Intermediate 
Credit  Bank,  they  would  have  no  control  whatsoever  under  this  proposed  leg¬ 
islation. 

A  board,  composed  as  are  our  district  farm  credit  boards,  can  never  by  the  great¬ 
est  stretch  of  the  imagination,  be  considered  a  production  credit  board. 

Should  you  gentlemen  recommend  to  the  Congress  that  this  bill  be  passed,  we 
would  hope  and  pray  that  you  amend  it  to  require  a  separate  board  for  produc¬ 
tion  credit.  Instead  of  decentralizing  the  System — bringing  it  closer  to  the 
people  it  is  to  serve — this  bill  centralizes  15  functions  in  Washington  that  are  now 
being  performed  at  the  district  level. 

The  proposed  bill  provides  that  after  all  class  A  stock  of  the  Federal  Inter¬ 
mediate  Credit  Bank  has  been  retired,  the  bank  may  then  retire  class  B  stock 
held  by  the  production  credit  associations.  There  is  no  limit  set  on  the  amount 
of  class  B  stock  that  may  be  so  retired ;  therefore,  it  may  be  assumed  that  the 
Federal  Intermediate  Credit  Bank  would  retire  all  the  class  B  stock  owned  by 
the  associations. 

In  such  case,  the  Federal  Intermediate  Credit  Bank  would  evidently  become  a 
public  trust.  Even  though  the  production  credit  associations  had  put  their  capital 
into  the  Federal  intermediate  credit  banks  with  the  expectation  of  eventual 
ownership,  they  would  find  that  they  had  no  ownership  at  all  should  Federal  In¬ 
termediate  Credit  Bank  see  fit  to  retire  the  class  B  stock. 

We  have  been  asked  the  question,  what  do  you  propose  as  an  alternative  to 
the  proposed  legislation  ? 

Our  answer  is  that  we  need  no  alternative  legislation  at  this  time. 

We  have  a  most  excellent  production  credit  system,  that  has  served  well  the 
farmers  of  the  Nation  for  the  past  22  years. 

When  the  Farm  Credit  Act  of  1933  was  passed,  there  was  no  indication  that 
the  Congress  would  ever  require,  or  expect,  the  production  credit  associations 
to  purchase  the  Federal  Intermediate  Credit  Bank  or  the  Production  Credit 

Corporation.  . 

The  farmers  have  done  a  magnificent  job  of  conserving  the  capital  appropriated 
by  the  Congress  to  capitalize  the  associations.  Through  careful  management 
the  majority  of  the  associations  have  returned  to  the  Production  Credit  Corpora¬ 
tion  all  of  the  Government  capital.  But,  despite  good  management,  adverse 
conditions  have  prevented  some  of  the  associations  from  becoming  completely 
farmer  owned. 

Now,  under  this  proposed  bill,  with  no  choice  of  their  own,  they  are  to  be 
burdened  for  at  least  a  generation  with  the  greater  task  of  purchasing  the 
Federal  Intermediate  Credit  Bank,  and  this,  mind  you,  before  they  have  completed 
the  job  of  farmer  ownership  of  the  associations. 

It  is  popular  to  preach  complete  farmer  ownership  of  the  farm  credit  system. 
It  should  be  more  popular  to  have  a  system  that  gives  the  greatest  amount  of 
credit  service  to  the  farmer  at  the  lowest  cost  to  him. 

We  farmers,  all  of  us  know,  are  in  a  severe  cost-price  squeeze.  We  cannot 
see  the  logic  of  the  Congress  on  the  one  hand  passing  a  farm  bill  to  relieve  the 
pressure  of  low  farm  prices,  and  on  the  other  hand  passing  legislation  that  will 
burden  the  farmers’  credit  institution. 

For  the  duration  of  this  farm  crisis,  we  honestly  believe  that  the  Government 
capital  should  be  kept  in  Federal  Intermediate  Credit  Bank  and  Production 
Credit  Corporation.  Their  operations  should  be  streamlined  for  economy  and 
efficiency.  The  Federal  Intermediate  Credit  Bank  should  in  reality  become  a 
bank  of  discount.  It  should  give  up  the  practice  it  has  followed  for  the  past 
22  years  of  being  a  primary  lender.  . 

We  read  in  the  papers  that  the  President  has  recommended  foreign  aid  of 
$4.8  billion.  We  would  not  question  the  judgement  of  our  President  in  reference 
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to  his  foreign  aid  recommendations.  With  the  well-being  of  our  country  at 
heart!  we  are  confident  that  he  would  make  no  recommendation  except  what  he 

k°The 'reason'  vre  ^nention°thisS foreign  aid  is  that  the  Government  capital  in  our 
Farm  Credit  System  is  just  a  pittance  compared  to  our  annual  foreign  aid 
contribution.  It  would  seem  to  us  that  the  well-being  of  the  American 
is  to  say  the  least,  equal  in  importance  to  thafof  our  presumed  friends  in  foreign 

laWe  believe  that  the  proposed  bill  will  not  reduce— but  may  increase-the  cost 

°f  We  are'confident^it'will' reduce  the  ability  of  the  production  credit  associations 

t°  i^it  means** farmer  ownership,  it  will  be  ownership  without  control. 

It  will  force  farmer-owned  credit  institutions  to  invest  their  capital  in  an- 

0tKwinde0pffve  associations  of  a  type  of  counsel  and  supervision  that  has  proven 

g°It  may  me^nthafthe  Federal  Intermediate  Credit  Bank  will  eventually  be  a 
public  UuS  corporation  instead  of  being  owned  by  the  production  credit  associa- 

tl0Seeing  this  bill  from  the  point  of  view  of  the  farmers  who  own  the  associations, 

We  assume  this  since  they  think  ownership  of  such  stock  will  be  so  acnania 
uftte  StSdi?5S.^ doubt  moi^stock  would  be  better ;  therefore,  should 

s  sxsss  5S 

“Te1: pS P^Tate  ier.1  Immediate  Credit  Bant. 

tflirinff  our  chances  along  with  the  other  financial  institutions.  coo-c 

4  WeSurge  that  you  gentlemen  of  the  committee  do  not  recommend  the  pass®  g 
of  this  bill. 

Senator  Holland.  Mr.  John  C.  Lynn. 

STATEMENTS  OE  JOHN  C.  LYNN,  LEGISLATIVE  DIHECTOR,  AND 
HUGH  E.  HALL,  LEGISLATIVE  ASSISTANT,  AMERICAN  FARM 
BUREAU  FEDERATION 

Mr.  Lynn.  My  name  is  John  C.  Lynn,  and  I  am  legislative  director 

of  the  American  Farm  Bureau.  . 

Mr  Hugh  Hall,  who  is  our  specialist  m  this  field,  is  with  me. 

I  recognize  the  time  factor  and  I  would  like  with  your  permission 
to  file  this  statement  for  the  record  and  make  one  or  two  comments 

arid  noint  out  one  or  two  highlights  of  the  statement.  , 

Senator  Holland.  Without  objection,  the  statement  will  be  filed. 
(The  statement  submitted  by  Mr.  Lynn  is  as  follows :) 

Mr  Chairman  gentlemen  of  the  committee,  we  wish  to  express  our  apprecia- 
M  *  hfhMf  of  the  American  Farm  Bureau  Federation  for  this  opportunity  to 

aSThe1SSkan  Farm  Bureau  Federation  has  for  many  years  actively  supported 
rtSio°nUsSandarth eTeSremS  of  Government  capital  in  the  System.  These  prin- 
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ciples  were  set  forth  in  our  resolutions  of  1952  and  1953  and  support  for  them 
has  been  continued  since  that  time. 

A  number  of  objectives  included  in  our  resolutions  have  already  been  achieved. 

We  would  like  to  review  our  resolutions  of  1953  in  this  regard  and  (make 
comments  on  the  status  of  various  recommendations  and  indicate  those  that  are 
covered  by  the  pending  legislation. 

Our  resolution  of  December  1953  reads  as  follows : 

“The  Farm  Credit  Act  of  1953  is  a  long  step  toward  a  fully  farmer-owned 
and  controlled  Farm  Credit  System.  Much  remains  to  be  done  in  authorizing 
sound  provisions  for  the  retirement  of  Government  capital,  in  authorizing  sound 
and  business-like  procedures  and  in  policy  making  by  the  Federal  Farm  Credit 
Board.” 

This  portion  of  the  resolution  lays  the  groundwork  for  the  establishment  of 
a  fully  farmer  owned  and  controlled  Farm  Credit  structure.  The  Federal  Land 
Bank  System  has  already  reached  this  objective  both  as  to  farmer  ownership 
and  control  and  as  to  the  retirement  of  Government  capital.  The  Farm  Credit 
Act  of  1955  has  set  up  the  program  under  which  the  banks  for  cooperatives  will 
be  able  to  retire  the  Government  capital  invested  therein. 

Continuing  with  the  resolution  : 

“The  Farm  Credit  Act  of  1953  directs  the  Farm  Credit  Board  to  propose 
legislation  designed  to  hasten  the  retirement  of  Government  capital  in  the  Farm 
Credit  System  on  a  sound  basis  and  to  improve  the  operation  and  service  of  the 
system.  The  Farm  Credit  Board  should  give  consideration  to  the  following  in 
its  recommendations : 

(1)  Authority  should  be  provided  for  the  Federal  land  bank  to  purchase 
the  remaining  assets  of  the  Federal  Farm  Mortgage  Corporation.  The  Farm 
Credit  Board  should  study  the  possibility  of  using  this  corporation,  if  acquired, 
to  either  insure  or  to  make  loans  at  appropriate  interest  rates  to  supplement 
those  now  made  by  Federal  land  banks  based  upon  appraised  normal  agricul¬ 
tural  value.  There  is  real  need  for  more  adequate  loans,  and  this  may  be  the 
best  way  to  provide  them  without  jeopardizing  the  financial  condition  of  the 
land  banks.” 

The  purchase  of  the  assets  of  the  Federal  Farm  Mortgage  Corporation  has 
been  provided  for  by  special  enactment. 

The  resolution  continues : 

“There  should  be  authority  for  the  Production  Credit  Associations  to  pay  a 
preferential  dividend  on  class-A  nonvoting  stock  to  encourage  farmer  investment 
and  thereby  provide  more  capital  for  the  retirement  of  Government  investments 
in  the  Production  Credit  Associations.” 

This  authority  was  granted  by  the  Farm  Credit  Act  of  1955. 

The  resolutions  continue : 

“Provisions  should  be  enacted  to  encourage  cooperatives  borrowing  from  the 
banks  for  cooperatives  to  purchase  stock  in  the  banks  on  a  sound  basis  that 
would  speed  the  retirement  of  Government  capital  in  such  banks.” 

This  resolution  also  was  embodied  in  the  Farm  Credit  Act  of  1955. 

The  next  point  in  the  resolution  provides  : 

“Government  capital  remaining  in  the  Farm  Credit  System  should  be  retired 
in  a  manner  and  at  a  rate  that  will  maintain  the  financial  strength  of  each 
unit.  All  the  retired  Government  capital  should  be  placed  in  a  permanent 
revolving  fund  subject  to  being  called  back  into  the  system  by  the  Farm 
Credit  Board  with  the  approval  of  the  Secretary  of  the  Treasury.  When  such 
capital  is  recalled  the  Farm  Credit  System  should  pay  a  rate  of  interest  on  the 
amounts  recalled  that  would  equal  the  average  rate  paid  by  the  Government 
in  that  year  on  funds  it  borrows.” 

We  believe  the  principles  embodied  in  this  bill  are  consistent  with  this  resolu¬ 
tion — as  is  the  Farm  Credit  Act  of  1955  with  respect  to  the  banks  for  cooper¬ 
atives.  The  pending  legislation  provides  for  the  retirement  of  Government 
capital  in  the  Production  Credit  Corporations  and  the  Federal  intermediate 
credit  banks  in  a  manner  designed  to  maintain  the  financial  status  of  each  of 
the  merged  Federal  intermediate  credit  banks. 

The  bill  also  provides  that  the  Government  capital  retired,  as  a  result  of  this 
legislation,  will  be  placed  in  a  permanent  revolving  fund  subject  to  being  called 
back  into  the  System  as  may  be  required.  When  this  is  done  the  Farm  Credit 
System  will  pay  either  interest  or  a  franchise  tax  as  provided  in  a  formula  in 
the  bill  for  determining  the  amount  of  payment  for  use  of  such  funds. 

Our  1953  resolution  also  provides  :  “The  maximum  loan  limit  of  the  land  banks 
should  be  raised  to  a  more  realistic  level.” 
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This  was  (loue  in  the  Farm  Credit  Act  of  1955. 

The  resolution  further  states :  “The  banks  for  cooperatives  should  be  au¬ 
thorized  to  issue  consolidated  debentures. 

This  likewise  was  authorized  in  the  1955  act. 

The  resolution  continues :  “The  Farm  Credit  System  should  be  removed  from 
the  provisions  of  the  Government  Corporation  Control  Act.” 

We  understand  the  pending  bill  will  carry  out  this  recommendation  except 
with  respect  to  the  audit  power  which  exists  with  regard  to  mixed  ownership 
corporations.  Whenever  any  Federal  intermediate  credit  bank  has  retired  its 
Government  capital,  it  will  then  be  free  from  the  latter  requirement. 

Our  resolution  continues :  “The  Farm  Credit  System  has  the  purpose  of  pro¬ 
viding  sound  and  adequate  credit  facilities  for  farmers  and  farmer  cooperatives 
at  the  lowest  possible  cost.  We  urge  the  adoption  of  measures  and  procedures 
including  such  consolidation  and  unification  or  coordination  as  will  best  serve 
the  needs  of  farmers  and  farmer  co-ops.” 

The  proposed  merger  of  the  production  credit  corporations  and  the  Federal 
intermediate  credit  banks,  under  the  plan  recommended  in  these  bills  for  the 
retirement  of  Government  capital,  is  intended  to  place  the  Farm  Credit  insti¬ 
tutions  in  the  position  of  achieving  the  ends  of  the  foregoing  resolutions. 

While  the  production  credit  associations  have  been  doing  the  major  portion 
of  business  with  the  Federal  intermediate  credit  banks  in  recent  years,  there 
have  been  so-called  other  financial  institutions  which  have  been  using  the  loan 
and  discount  facilities  of  the  Federal  intermediate  credit  banks. 

In  the  pending  bills  it  is  proposed  that  the  production  credit  associations  pro¬ 
vide  the  initial  capital  necessary  to  begin  the  retirement  of  the  capital  invest¬ 
ment  of  the  Federal  Government.  They  would  also  become,  in  the  event  of  ulti¬ 
mate  liquidation  or  dissolution  of  the  banks,  the  beneficiaries  of  the  accumulated 
surpluses  in  both  the  production  credit  corporations  and  the  Federal  inter¬ 
mediate  credit  banks.  We  recognize  that  the  bill  provides  these  surpluses  ex¬ 
isting  at  the  time  of  the  merger  are  prohibited  from  being  distributed  as  patron¬ 
age  dividends.  There  remains,  however,  discrimination  as  between  the  pro¬ 
duction  credit  associations  and  the  “other  financial  institutions”  with  respect 
to  surplus  funds  existing  at  the  time  of  the  merger,  in  the  event  of  liquidation  or 
dissolution  of  the  banks  while  in  a  solvent  condition.  In  addition  to  discrimina¬ 
tion  on  this  point,  there  has  arisen  concern  relative  to  the  voting  rights  and 
privileges  of  the  “other  financial  institutions”  as  compared  with  production 
credit  associations.  To  correct  this,  the  executive  committee  of  the  American 
Farm  Bureau  Federation  on  April  16,  1956  adopted  the  following  motion : 

“That  we  support  the  bill  with  an  amendment  to  give  farmer  owned  and  con¬ 
trolled  financing  institutions  which  operate  on  cooperative  principles,  and  which 
have  been  using  the  facilities  of  the  Federal  intermediate  credit  banks,  an  elec¬ 
tion  to  acquire  stock  ownership,  including  voting  rights  and  privileges  and  the 
right  to  participate  in  any  ultimate  distribution  of  the  surpluses  existing  at  the 
time  of  the  merger,  on  the  same  basis  as  the  production  credit  associations,  this 
election  to  be  exercised  within  a  reasonable  time  prior  to  the  effective  date  of 
the  proposed  merger.” 

The  change  on  page  14  of  the  bill  of  the  word  “three”  to  the  word  “seven 
represents  a  very  important  and  constructive  change  in  short-term  credit.  The 
effect  of  this  provision  is  to  authorize  the  banks  to  discount  so-called  intermediate 
term  credit  paper  running  up  to  7  years.  Present  law  now  provides  for  a  3-year 
term  as  maximum. 

Our  resolutions  provide :  “Longer-term  production  loans  are  needed  by  many 
farmers.  Loans  for  2  to  7  years,  bridging  the  gap  between  short-term  and  long¬ 
term  credit,  may  be  desirable  for  the  purchase  of  machinery  and  equipment, 
improvement  and  construction  of  farm  buildings,  and  establishment  of  some 
types  of  livestock  operations.  Commercial  and  cooperative  lending  agencies 
should  provide  intermediate  term  credit  for  farmers  for  these  particular  needs. 
“We  urge  lenders  to  take  steps  to  meet  this  type  of  credit  need.” 

We  believe  that  with  amendments  designed  to  carry  out  our  recommendations, 
the  proposal  should  be  enacted  into  law. 

Mr.  Lynn.  We  are  in  support  of  the  legislation  under  consideration, 
S.  3564.  We  think  it  is  a  step  in  the  right  direction.  We  have  long 
been  for  and  supported  legislation  for  farmer  ownership  and  control 
of  the  farm  credit  institutions. 
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I  would  call  your  attention,  about  the  middle  of  page  4,  and  I  would 
like  to  read  from  the  statement  because  there  has  been  a  problem 
raised  by  several  of  the  States.  We  have  some  special  action  dealing 
with  it. 


While  the  production  credit  associations  have  been  doing  the  major  portion 
of  business  with  the  Federal  intermediate  credit  banks  in  recent  years,  there 
have  been  socalled  other  financial  institutions  which  have  been  using  the  loan 
and  discount  facilities  of  the  Federal  intermediate  credit  banks. 

In  the  pending  bills  it  is  proposed  that  the  production  credit  associations  pro¬ 
vide  the  initial  capital  necessary  to  begin  the  retirement  of  the  capital  invest¬ 
ment  of  the  Federal  Government.  They  would  also  become,  in  the  event  of 
ultimate  liquidation  or  dissolution  of  the  banks,  the  beneficiaries  of  the  accumu¬ 
lated  surpluses  in  both  the  production  credit  corporations  and  the  Federal  inter¬ 


mediate  credit  banks.  ...  ..  -  ,, 

We  recognize  that  the  bill  provides  these  surpluses  existing  at  the  time  of  the 
merger  are  prohibited  from  being  distributed  as  patronage  dividends.  There 
remains,  however,  discrimination  as  between  the  production  credit  associations 
and  the’ “other  financial  institutions”  with  respect  to  surplus  funds  existing  at 
the  time  of  the  merger,  in  the  event  of  liquidation  or  dissolution  of  the  banks 


while  in  a  solvent  condition.  .  , 

In  addition  to  discrimination  on  this  point,  there  has  arisen  concern  relative 
to  the  voting  rights  and  privileges  of  the  “other  financial  institutions”  as  com¬ 
pared  with  production  credit  associations. 

To  correct  this,  the  executive  committee  of  the  American  k  arm  Bureau  Federa¬ 
tion  on  April  16, 1956,  adopted  the  following  motion : 

“That  we  support  the  bill  with  an  amendment  to  give  farmer  owned  and  con¬ 
trolled  financing  institutions  which  operate  on  cooperative  principles,  and  which 
have  been  using  the  facilities  of  the  Federal  intermediate  credit  banks,  an 
election  to  acquire  stock  ownership,  including  voting  rights  and  privileges,  and 
the  right  to  participate  in  any  ultimate  distribution  of  the  sui pluses  existing 
at  the  time  of  the  merger,  on  the  same  basis  as  the  production  credit  associa¬ 
tions,  this  election  to  be  exercised  within  a  reasonable  time  prior  to  the  effec¬ 
tive  date  of  the  proposed  merger.” 


Mr.  Chairman,  we  recognize  that  part  of  this  language  here  might 
be  incorporated  as  an  amendment  to  the  bill,  and  we  also  tecognize 
that  part  of  the  information  in  this  language  will  have  to  be  an  ad¬ 
ministrative  matter  in  that  there  has  to  be  a  determination  of  those 
institutions  which  operate  on  a  cooperative  principle. 

We  simply  bring  this  to  the  attention  of  the  committee. 

It  has  been  brought  to  our  attention  sufficiently  for  us  to  call  a 
special  meeting  of  the  executive  committee  to  give  it  consideration, 
and  we  would  recommend  that  the  committee  give  consideration  to  this 
proposal  in  your  final  consideration  of  the  bill. 

Senator  Holland.  I  note  that  you  tie  together  the  two  things,  the 
giving  of  an  election  to  the  OFI’s  which  operate  on  cooperative  prin¬ 
ciples  to  acquire  voting  rights  and  privileges  and  stock  ownership, 
and  also  to  participate  in  ultimate  distribution  of  the  surpluses  exist¬ 
ing  at  the  time  of  the  merger. 

The  two  do  not  have  to  be  tied  together,  do  they  ? 

Mr.  Ltnn.  No.  .  . 

Senator  Holland.  In  other  words,  the  recognition  of  sound  coopera¬ 
tive  principle  almost  insists  upon  the  recognition  of  the  second  of 
those  items,  because  the  present  surplus  or  reserve  has  been  created  by 
nonstockholders  as  well  as  stockholders,  and  without  in  any  way  handi¬ 
capping  the  use  of  that  fund  as  a  continuing  cushion  or  reserve  up 
to  the  time  of  liquidation.  It  seems  to  me  that  if  we  are  going  to  have 
a  sound  cooperative  principle  recognized,  that  you  must  recognize  that 
those  who  contributed  to  setting  it  up,  creating  it,  ought  to  be  equally 
entitled  to  participation  in  the  event  there  is  a  liquidation. 
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Do  you  support  that  principle  ? 

Mr.  Lynn.  Yes.  •  •  i  .v  .  . 

Senator  Holland.  And  do  you  also  support  the  principle  that  that 

conclusion  is  not  necessarily  tied  to  the  first  part  of  your  position,  that 
is  giving  them  the  right  to  come  in  and  acquire  proprietary  interests  in 

the  capital  structure  of  the  organization  .?  .  , 

In  other  words  your  position  applies  only  to  organizations  ana 

OFI’s  that  are  operated  as  cooperatives  ? 

Mr.  Lynn.  As  cooperatives. 

Senator  Holland.  And  the  latter  part  is  broader  than  that  which 
applies  to  everybody  who  has  participated  in  setting  up  the  surpluses 
on  hand  at  the  time  of  the  merger? 

Mr.  Hall.  May  I  comment,  Senator  Holland  ? 

Senator  Holland.  Yes,  Mr.  Hall.  . 

Mr.  Hall.  I  think  that  the  intention— having  heard  the  discussion 
of  this  matter  in  the  committee — was  to  limit  this  to  farmer  owned  and 

controlled  cooperatives. 

Senator  Holland.  As  to  the  first  part . 

Mr.  Hall.  Well,  as  to  both  parts.  . 

In  other  words,  I  gather  that  your  thought  is  that  noncooperative 
borrowers  have  contributed  something  to  this  surplus  too,  that  is,  the 
existing  surplus. 

Senator  Holland.  Yes. 

Mr.  Hall.  Now  our  thought  was,  however,  that  inasmuch  as  we 
want  this  to  be  a  farmer  owned  and  controlled  institution,  that  it  would 
not  be  possible  to  accord  those  people  rights  in  the  institution. 

Now  you  are  drawing  our  attention  to  the  fact  that  possibly  we 
might  have  meant  to  have  included  them  in  some  rights  in  the  value 

°f Senate? Holland.  You  do  it  after  January  1,  1957,  because  people 
who  are  not  stockholders  that  are  dealt  with,  you  require  to  have  the 
same  interest  in  reserves  and  surpluses  created  after  the  merger 
as  will  the  associations,  and  I  think  that  is  sound  approach. 

That  is  the  cooperative  principle.  But  in  my  view  you  are  not 
on  sound  ground  if  you  are  unwilling  to  apply  that  same  cooperative 

principle  to  the  reserves  now  on  hand. 

And  it  won’t  disturb  the  operation  at  all.  You  could  have  the 
same  conditions  that  the  reserve  surpluses  now  on  hand  should  be 
abandoned  by  the  Government,  should  become  an  asset,  be  maintained 
as  a  reserve,  may  not  be  used  in  connection  with  the  dividends  or 
the  like,  and  can  be  distributed  only  on  liquidation,  but  when  dis¬ 
tributed  on  liquidation,  that  they  shall  be  regarded  as  belonging  to  the 
people  who  created  them,  whether  they  were  members  or  nonmembers. 

I  see  no  way  to  get  away  from  that.  . 

Mr.  Hall.  I  think  that  it  is  possible  to  give  this  construction  to  the 
language,  and  I  do  not  think  that  there  would  be  objection  to  it. 

Senator  Holland.  You  have  no  objection  to  making  the  broader 
principle  applicable  to  the  second  part  of  your  recommendation  . 

Mr.  Hall.  That  is  right. 

Senator  Holland.  You  stand  by  your  recommendation  Mo.  1,  the 
first  part  of  it,  that  those  OFI’s  that  are  bona  fide  cooperatives  should 
have  the  right  at  the  time  of  merger  to  come  in  and  become  stock¬ 
holders  ;  is  that  it  ? 
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Mr.  Hall.  And  have  voting  rights  in  that  regard. 

Senator  Holland.  I  think  I  understand  your  suggestion. 

Senator  Mundt.  We  had  testimony  yesterday  that  a  big  percentage, 

I  have  forgotten  how  large,  of  the  OFI's  who  had  helped  to  create 
the  surplus  had  subsequently  gone  out  of  existence.  What  was  the 
percentage  you  gave  us,  Governor  ? 

Mr.  Tootell.  There  are  84  OFI’s  at  the  present  time  who  do  busi¬ 
ness  with  the  credit  banks  out  of  a  total  of  about  1,200  that  at  some 
time  or  other  since  1923  have  done  business  with  the  credit  banks. 

Senator  Mundt.  Had  the  remainder  of  those  1,200  continued  in 
operation,  they  would  be  entitled  under  this  interpretation  that  you 
have  agreed  to  with  the  Chair,  to  their  pro  rata  share  of  the  surplus 
in  case  of  dissolution. 

Since  they  no  longer  exist  and  no  longer  function  in  that  capacity, 
what  is  your  suggestion  as  to  who  is  entitled  to  pick  up  the  dividend 
that  they  would  have  gotten  had  they  been  in  existence? 

Mr.  Hall.  I  think  as  a  very  practical  matter  it  had  to  be  left  in 
there  for  the  benefit  of  those  who  remain.  I  see  no  other  alternative 
to  that. 

Senator  Holland.  And  if  there  are  some  who  do  not  have  legal 
existence  or  legal  representation,  the  Government  can  reach  in  and 
expropriate  that  part  of  the  undistributed  assets  at  the  time. 

They  have  done  it  in  the  States  time  after  time  after  time  with 
reference  to  banks  that  have  been  liquidated,  and  I  have  no  doubt 
that  precedents  exist  in  the  Federal  law,  though  I  am  not  familiar 
with  that. 

Senator  Mundt.  You  mean  that  the  Government  would  take  that 
part  of  it? 

Senator  Holland.  Oh,  yes.  Many  States  have  laws  to  the  effect 
that  unclaimed  deposits  after  so  many  years  are  expropriated  by  the 
State. 

Senator  Mundt.  That  is  right;  but  I  understood  them  to  say  that 
they  felt  it  should  be  included  in  the  pool  to  enlarge  the  dividends  of 
those  who  continue. 

Senator  Holland.  That  is  what  I  am  afraid  it  might  be  construed 
as,  and  I  think  that  you  are  asking  for  trouble  when  you  put  that  kind 
of  a  provision  in  because  it  is  a  departure  from  the  soundly  cooperative 
practice  that  is  recognized  in  your  operation  after  January  1,  1957. 
You  recognize  everybody  from  that  time  forth  equally - 

Mr.  Hall.  That  is  right. 

Senator  Holland  (continuing).  That  creates  any  reserve,  and  I 
think  that  that  same  principle  should  apply  to  this  watermelon  that 
is  here  that  you  are  going  to  cut,  but  upon  which  you  are  going  to 
build  to  create  a  larger,  continuing  reserve. 

Why  ask  for  trouble  by  applying  in  your  legislation  an  unsound 
rule  to  the  ultimate  distribution  of  that  reserve,  if  it  should  ever  be 
distributed? 

Senator  Mundt.  That  was  my  question  as  to  that  slice  of  the  water¬ 
melon  loan  which  is  unclaimed  because  of  the  fact  that  some  of  these 
OFI’s  have  ceased  to  function. 

Now,  as  I  interpreted  what  you  said,  you  said  you  just  put  that  back 
in  the  watermelon  and  give  each  of  the  participants  a  bigger  slice, 
and  I  understood  the  chairman  to  say  that  is  not  so. 
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That  particular  unclaimed  slice  should  be  returned  to  the  Federal 
Government  as  in  the  case  of  unclaimed  deposits  in  a  lot  of  banks 
which  are  closed. 

Senator  Holland.  What  I  said  is  that  that  remedy  is  available  to 
the  Government  at  that  time  if  it  wants  to  exercise  it. 

It  does  not  have  to  exercise  it.  The  thing  I  do  not  want  is  for  us 
to  include  a  formula  in  the  legislation  when  we  pass  it  that  obviously 
conflicts  with  sound  cooperative  legislation. 

In  other  words,  at  that  time,  50  years  from  now  or  100  years  from 
now,  when  a  few  of  us  who  are  here  won’t  be  much  interested  in  what  is 
going  on,  is  the  time  to  take  care  of  its  own  problem  of  distribution, 
but  I  do  not  want  to  see  an  unsound  principle  of  participation  in  that 
distribution  incorporated  in  this  legislation. 

I  think  we  are  just  asking  for  trouble  if  we  do. 

Mr.  Lynn.  We  would  agree  thoroughly. 

Senator  Humphrey.  What  happens,  Mr.  Chairman,  is  that  this  ac¬ 
cumulated  reserve  becomes  a  part  of  the  general  new  capital  for  the 
consolidated  operation,  the  intermediate  credit  bank  operation. 

Senator  Holland.  Subject,  however,  to  the  condition  in  the  legis¬ 
lation  that  it  may  not  be  used  for  dividends. 

Senator  Humphrey.  That  is  what  I  mean. 

Senator  Holland.  It  is  a  continuing  reserve. 

Senator  Humphrey.  A  continuing  reserve  of  working  capital,  so 

to  speak.  . 

Senator  Holland.  A  continuing  reserve  to  be  drawn  upon  m  the 
event  there  are  losses  that  destroy  your  capital  structure. 

Senator  Humphrey.  Now  let’s  assume  that  something  should  hap¬ 
pen  so  there  would  be  dissolution  of  this  whole  enterprise.  That,  so- 
called,  as  you  put  it,  continuing  reserve  would  be  eligible  for  distri¬ 
bution  on  a  priority  basis  first  to  the  PCA;  would  i,  not? 

Senator  Holland.  First  to  the  people  who  created  it,  and  most  of 
it  would  have  been  put  in  there  by  the  PCA’s.  I  think  our  testimony 
yesterday  showed  80  percent  had  been  put  in  by  the  PCA  s.  Cer¬ 
tainly  nobody  else  would  have  any  claim  to  that. 

Senator  Humphrey.  But  it  would  be  eligible  for  distribution  to 
the  people  who  bought  the  initial  stock  in  this  farm  intermediate 
credit  bank  operation. 

Senator  Holland.  To  the  people  whose  operation  as  interest  pay¬ 
ers  created  the  reserves.  .  . 

You  see,  this  reserve  would  never  have  come  into  being  if  the  con¬ 
cern  had  just  run  on  an  even  line  here  not  to  create  any  reserves. 

Senator  Humphrey.  Yes,  I  understand. 

Senator  Holland.  It  has  been  created  by  people  who  paid  more 
than  they  had  to  pay  to  keep  the  organization  merely  solvent.  So 
the  general  application  of  a  cooperative  law  to  this  situation  would 
require  our  recognizing  this  as  belonging  to  the  people  who  created  it. 

Senator  Humphrey.  That  is  right. 

Senator  Holland.  Eighty  percent  of  it  having  come  from  1CA 
sources  as  I  understood  the  testimony  yesterday,  is  that  right,  Gover¬ 
nor  Tootell  ? 
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STATEMENT  OF  R.  B.  TOOTELL,  GOVERNOR,  FARM  CREDIT 
ADMINISTRATION— Resumed 

Mr.  Tootell.  That  is  right. 

Senator  Holland.  Approximately  20  percent  from  other  sources. 
I  do  not  think  there  is  anything  for  us  to  worry  ourselves  about  here 
except  to  be  sure  that  the  provision  we  have  in  the  legislation  is  un¬ 
assailable  in  the  soundness  of  its  application  of  cooperative  law  to 

this  situation.  .  .  ,  , 

Senator  Humphrey.  The  only  point  I  was  trying  to  suggest  and  it 
may  only  be  a  theoretical  point,  later  on  unless  this  is  made  rather 
clearly  in  the  legislative  history  concerning  this  bill  or  m  express 
statutory  language,  that  you  are  apt  to  have  one  of  these  Orl  s  that 
apparently  went  out  of  existence  or  ceased  to  function  come  back  by 
some  thin  thread  of  continuity  of  life  and  try  to  stake  out  some  kind 
of  a  claim,  even  though  it  has  not  been  an  operating  financial  institu¬ 
tion  for  a  considerable  period  of  time.  You  sometimes  find  the  charters 
along  with  officers  in  sort  of  cold  storage,  and  when  there  is  a  melon  to 
be  cut  up,  why  they  seem  to  have  new  life. 

Now  we  have  witnessed  this  in  terms  of  even  such  things  as  rebates  on 
telephone  rates  and  gas  rates  where  apparently  a  business  institution 
went  out  of  business,  but  you  would  be  surprised  how  quickly  there  is 
resurrection  of  the  economic  body  here  on  this. 

What  I  was  concerned  about  was  whether  or  not  we  are  spelling  this 
out  by  intent  or  legislative  history  to  obviate  such  a  chance. 

Senator  Holland.  You  cannot  preclude  that  chance. 

(Discussion  off  the  record.) 

Senator  Mundt.  May  I  ask  a  question  about  the  other  phase  ot 

your  recommendation  ?  .. 

We  seem  to  be  in  general  agreement  about  the  second  part  and  1  diet 
not  sense  any  objection  to  that  of  any  serious  nature  on  the  part  of 
those  testifying  yesterday  for  the  Farm  Credit  Board,  but  the  Farm 
Credit  Board  did  suggest  that  this  matter  of  including  voting. rights 
and  privileges  be  not  extended  to  the  OFI’s  but  that  you  participate 
as  people  would  participate  in  dividends  of  a  co-op  to  which  they  did 
not  belong.  They  would  get  the  patronage  dividends  and  benefits  but 
not  have  voting  rights.  .  . 

How  seriously  do  you  regard  your  insistence  on  voting  rights  and 

privileges  ?  .... 

Mr.  Hall.  Our  feeling  was  that  those  other  financial  institutions 
which  are  farmer-operated,  farmer-owned  and  controlled,  should  have 
the  opportunity  to  put  up  their  pro  rata  share  of  the  initial  cost,  and 
get  a  certificate,  a  class  of  stock  for  so  doing,  and  in  conjunction  with  it 
would  flow  ownership  including  voting  rights  and  privileges  that 
usually  appertain  to  such  evidences  of  contribution. 

We  felt  that  that  was  desirable.  That  does  not  impair  or  diverge  in 
any  way  from  the  concept  of  farmer  ownership  and  control. 

It  so  happens  that  in  addition  to  production  credit  associations 
which  are  farmer  owned  and  controlled,  that  there  are  other  coop¬ 
erative  associations  which  have,  for  some  time,  used  the  services  of  the 
intermediate  credit  banks  which  are  also  farmer  owned  and  controlled. 

We  felt  that  they  ought  to  be  brought  in  to  that  degree. 
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Senator  Mundt.  I  understand.  With  that  definition  in  mind,  Gov¬ 
ernor,  would  that  meet  the  recommendations  and  the  point  of  view 
of  the  Farm  Credit  Board  ? 

Mr.  Tootell.  Senator  Mundt,  it  definitely  was  not  in  the  thinking 
of  the  F arm  Credit  Board  at  the  time  they  recommended  this  legisla¬ 
tion. 

Senator  Mundt.  They  have  delimited  it  now,  of  course,  to  just  one 
phase  which  is  farmer-owned  and  farmer-operated  on  the  cooperative 
principle. 

Mr.  Tootell.  Yes. 

Senator  Mundt.  So  they  have  got  quite  a  few  limitations. 

Mr.  Tootell.  I  am  sure  our  Board  would  raise  the  question  as  to 
what  restrictions  and  responsibilities  those  cooperatives  would  be  will¬ 
ing  to  assume  in  return  for  the  privileges  that  they  would  be  granted 
under  the  proposal  of  the  Farm  Bureau. 

The  production  credit  associations  are  federally  chartered,  they  are 
subject  to  Federal  supervision,  they  are  restricted  as  to  territory,  and 
they  have  certain  other  limitations  on  them  that  we  would  find  very 
difficult  to  reconcile  with  the  position  of  the  co-ops  that  are  proposed 
to  come  under  this. 

As  a  matter  of  fact,  I  just  do  not  know  how  you  could  give  them 
anything  but  a  preferred  status  in  comparison  with  the  PCA’s  which 
make  up  the  great  body  of  the  users,  and  I  am  sure  that  the  Federal 
Farm  Credit  Board  would  feel  that  the  purchasers  of  the  interme¬ 
diate  credit  banks  should  be  restricted  to  the  production  credit  asso¬ 
ciations  which  are  federally  chartered  institutions  and  are  part  of  this 
great  system  that  Congress  created  in  1933.  The  Board  believes  that 
the  provisions  of  the  bill  and  the  history  of  the  legislation  give  ample 
assurance  to  the  OFI’s  that  they  would  always  have  equal  access  with 
the  PCA’s,  to  the  discount  facilities  of  the  intermediate  credit  banks. 

Senator  Mundt.  I  think  the  Governor  makes  an  interesting  point 
there.  I  would  like  to  hear  the  comment  of  the  Farm  Bureau  people. 

I  think  he  points  up  the  difficulty,  it  is  rather  hard  to  commingle 
voters  who  assume  different  types  of  responsibilities. 

We  do  not  do  that  here  in  the  legislative  business.  We  have  dele¬ 
gates  from  Hawaii  and  the  Philippines  who  exercise  certain  functions, 
but  do  not  exercise  the  function  of  voting  because  they  do  not  ac¬ 
cept  certain  responsibilities.  Now  do  you  recognize  the  validity  of 
that  point  of  view,  and  if  so,  what  is  your  response  ? 

Mr.  Hall.  Yes,  we  recognize  the  validity  of  the  point  of  view. 

However,  as  Governor  Tootell  has  just  commented,  it  would  seem 
that  instead  of  changing  the  privileges  and  the  rights  of  the  farmer- 
owned  and  controlled  co-ops  which  are  part  of  the  other  financial  in¬ 
stitution  group,  that  they  are  actually  cementing  them  more  firmly  into 
the  privileges  that  the  act  confers. 

Senator  Mundt.  How  about  the  responsibility  ? 

Mr.  Hall.  Well,  what  responsibilities  are  there  ?  The  responsibility 
first  here  is  that  these  farmer-owned  and  controlled  co-ops  put  up  their 
money  in  the  same  fashion  as  the  production  credit  associations  put 
up  their  money. 

In  so  doing,  we  would  suggest  that,  they  be  afforded  this  right  to  one 
number,  one  co-op  vote.  I  do  not  know  what  responsibilities  you  can 
assert  other  than  that  the  paper  that  they  offer  be  of  the  same  standard 
that  PCA  paper  is. 
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Now  that  does  not  seem  to  be  a  type  of  responsibility  that  is  any 
different  from  wbat  it  has  been  in  the  past. 

Senator  Holland.  Is  it  true  that  many  of  the  members  of  the  PCA  s 
are  themselves  cooperatives,  cooperative  associations  ? 

Mr.  Hall.  I  cannot  answer  that.  I  do  not  believe  that  members  of 
production  credit  associations  as  such  are  cooperative  associations, 
are  they  ? 

Mr.  Tootell.  Not  cooperative  associations,  no. 

Many  of  the  farmer  members  of  PCA’s  are  members  of  other  co¬ 
operatives. 

Senator  Holland.  But  cooperatives  as  such  cannot  hold  member¬ 
ship  in  the  PCA’s  ? 

Mr.  Tootell.  That  is  right,  sir. 

Senator  Holland.  All  right;  then  how  do  you  meet  this  point,  that 
if  you  start  recognizing  other  co-ops  than  the  PCA’s,  you  are  going  to 
affect  the  desirability  of  membership  in  PCA’s  ? 

Here  is  a  co-op  that  is  trying  to  render  a  rounded  service  to  its  mem¬ 
bers  and  it  will  say  to  its  members  who  are  in  PCA :  “Well,  I  will  take 
a  membership  of  my  own  and  I  do  not  have  to  be  restricted  by  terri¬ 
torial  boundaries  or  anything  of  the  kind.  There  is  no  use  for  you,  my 
members,  being  also  members  of  PCA,  we  will  come  in  here  and  oper¬ 
ate  as  a  separate  unit,  notwithstanding  the  fact  that  we  cut  across  the 
lines  of  the  PCA’s  that  serve  this  general  area.” 

Don’t  you  think  it  would  be  a  weakening  factor  with  the  PCA  s  to 
have  a  situation  under  which  co-ops  could  themselves  become  members 
on  an  equal  basis  with  PCA’s  stockholders? 

Mr.  Hall.  I  am  not  sure  I  gather  your  picture. 

Let  me  see  if  I  can  state  it. 

Senator  Holland.  Let  me  make  it  plainer. 

You  have  a  PCA  here  operating  in  a  territory  which  is  assigned 
to  it.  There  may  be  10, 12,  or  20  cooperatives,  marketing  cooperatives, 
care-tending  cooperatives  and  the  like  operating  in  that  same  territory, 
but  not  exactly  under  the  same  line. 

Senator  Mundt.  It  should  be  in  the  same  line. 

Senator  Holland.  Suppose  each  of  them  says  “Well,  here,  why 
should  we  continue  to  let  our  members  go  over  to  the  PCA  when  we 
can  get  stockholding  representation  in  the  Intermediate  Credit  Bank 
and  take  care  of  them  directlv  and  take  care  of  them  just  as  well  as 
the  PCA’s  have  been  taking  care  of  them  and  have  all  of  our  services 
to  them  joined  together  under  one  roof  and  in  one  organization.” 

Wouldn’t  you  find  each  of  these  co-ops  in  that  area  subjected  to  the 
temptation  of  withdrawing  its  members  who  were  members  of  PCA 
and  going  it  alone,  going  direct  to  the  Intermediate  Credit  Bank? 
Mr.  Hall.  I  suppose  some  of  that. 

However,  there  exists  now  this  group,  a  small  number  of  coopera¬ 
tives,  which  are  in  that  position.  There  has  been  no  difficulty  of  this 
kind  develop. 

Senator  Holland.  They  have  not  been  voting  members  though. 
Mr.  Hall.  No,  they  have  not  been  voting  members. 

Senator  Holland.  And  they  have  not  been  able  to  therefore  repre¬ 
sent  their  people,  their  individual  members  as  effectively  as  they  would 
if  they  became  voting  members,  holding  office  let’s  say,  some  of  them 
in  the  Intermediate  Credit  Bank’s  official  boards. 
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It  seems  to  me  that  it  would  be  a  weakening  maneuver  that  would 
be  sure  to  break  down  to  some  extent  the  strength  of  the  PCA’s. 

How  do  you  meet  that  ? 

Mr.  Hall.  Well,  in  the  first  place  this  was  viewed  in  terms  of  the 
fact  that  there  are  only  24, 1  believe,  of  the  94  other  financial  institu¬ 
tions  now  discounting  paper  of  the  Federal  Intermediate  Credit  Banks 
which  are  of  the  class  concerning  which  we  are  speaking. 

Senator  Holland.  Would  you  limit  the  right  to  become  stockholders 
to  those  who  had  done  business  in  the  past  ? 

Mr.  Hall.  This  was  the  intention. 

Senator  Holland.  You  would  cut  off  the  principal  as  of  January 

1,1957?  .  .  ,  .. 

Mr.  Hall.  This  I  have  to  say  was  the  intention  when  this  recom¬ 
mendation  was  phrased. 

Mr.  Lynn.  I  think  that  is  exactly  right,  and  we  do  not  want  m  any 
way  to  open  up  a  floodgate  here  with  regard  to  this,  because  we  have 
a  great  deal  of  confidence  in  the  Federal  Farm  Credit  Board  and  m 
the  Administrator  and  we  simply  bring  this  up  as  a  problem  that  does 


We  have  had  a  lot  of  questions  raised  about  it,  and  within  the  scope 
of  the  legislation  and  without  weakening  the  system  in  any  way,  work- 
ing  toward  the  objective  that  we  all  seek,  if  the  Congress  or  the  Admin- 
istrator  can  recognize  this  principle  without  weakening  the  system,  we 

would  like  to  see  it  done.  n  a 

However,  we  would  not  want  to  open  up  the  thing,  Senator  Holland., 

to  new  cooperatives  that  might  want  to  come  in. 

Senator  Holland.  How  would  you  justify  confining  this  right  of 
stockholding  and  full  participation  to  a  limited  number  of  co-ops  who 
have  participated  in  it  up  to  this  time,  and  deny  that  same  right  to 
co-ops  who  would  participate  after  J anuary  1, 1957  ? 

Mr.  Lynn.  These  new  ones  certainly  would  not  have  contributed 
anything  to  the  whole  institution,  and  I  think  you  would  be  justified 
in  saying  those  in  existence  now  w*ho  are  using  these  facilities  would 
be  limited. 

Senator  Mundt.  Is  there  another  difference  ? 

I  am  not  sure,  but  Governor  Tootell  said  something  about  a  Fed¬ 
eral  charter  and  I  think  he  said  Federal  audits. 

Mr.  Tootell.  Examination. 

Senator  Mundt.  Do  your  22  institutions  have  Federal  audits  and 
examinations  or  would  you  have  them  subject  to  Federal  audit  and 
examination  if  they  became  voting  members;  or  do  you  have  m  mind 
living  them  sort  of  a  preferred  status  so  they  are  voting  members  but 
do  not  accept  the  responsibility  of  subjecting  their  books  to  a  I  ederal 


81  Mr.  Lynn.  We  would  not  want  to  put  them  in  any  preferred  status, 

Senator  Mundt.  , 

If  they  are  going  to  have  the  privileges,  these  24  that  we  are  speak¬ 
ing  of,  they  ought  to  be  willing  to  accept  the  F  ederal  audit. 

Senator  Mundt.  I  think  it  would  be  a  protection  that  the  i  LA  s 
have  a  right  to  insist  upon,  because  for  whatever  it  is  worth,  the  Fed¬ 
eral  audit  should  have  a  certain  salutary  effect  on  the  fiscal  manage¬ 
ment  of  any  financial  institution. 


Mr.  Lynn. 


That  is  right. 
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Senator  Holland.  Thank  you  very  much,  gentlemen. 

The  committee  will  recess  until  2  this  afternoon. 

(Whereupon,  at  12:  05  p.  m.,  the  committee  was  recessed  to  recon¬ 
vene  at  2  p.  m.  the  same  day.) 

AFTERNOON  SESSION 

Senator  Holland.  The  subcommittee  will  please  come  to  order. 

We  will  now  hear  you,  Mr.  J.  W.  Sartwelle. 

STATEMENT  0E  J.  W.  SARTWELLE,  VICE  PRESIDENT,  HOUSTON 
AGRICULTURAL  CREDIT  CORP.,  HOUSTON,  TEX. 

Mr.  Sartwelle.  My  name  is  J.  W.  Sartwelle,  from  Houston,  Tex. 

Senator  Holland.  Glad  to  have  you  testify.  Go  right  ahead,  sir. 

Mr.  Sartwelle.  I  appreciate  the  opportunity  to  appear  before  this 
committee.  I  have  a  prepared  statement,  but  1  forgot  a  few  remarks 
that  I  would  like  to  interlineate  in  it. 

My  name  is  J.  W.  Sartwelle,  of  Houston,  Tex.,  and  I  am  the  presi¬ 
dent  of  the  Port  City  Stockyards  Co.,  in  Houston,  Tex.  In  such 
capacity  I  have  close  contact  with  the  producers  of  livestock  along  the 
gulf  coast  and  eastern  section  of  Texas  as  well  as  the  southwestern 
portion  of  Louisiana. 

I  am  a  director  and  vice  president  of  the  Houston  Agricultural 
Credit  Corp.,  a  longtime  director  of  the  Texas  &  Southwestern  Cattle 
Raisers  Association,  founder  and  past  president  of  the  American 
Brahman  Breeders  Association,  and  founder  and  past  president  of 
the  Houston  F at  Stock  Show  and  Livestock  Exposition. 

I  mention  those  not  in  any  glorification  but  to  prove  my  interest, 
and  longtime  interest,  in  the  welfare  of  agriculture,  and  particularly 
livestock. 

I  am  also  a  ranchman,  having  a  ranch  in  Calhoun,  Jackson,  and 
Matagorda  Counties,  Tex.,  have  an  additional  small  ranch  in  Lavaca 
County,  Tex.,  and  have  been  engaged  in  this  business  since  1911,  al¬ 
though  the  lands  have  been  in  the  family  for  about  a  century  and  a 
quarter. 

During  the  early  days.  I  have  paid  interest  as  high  as  13  percent 
per  annum  and  have  had  national  banks  tell  me  they  would  as  soon 
lend  money  on  a  school  of  redfish  in  the  Gulf  of  Mexico  as  on  a  herd 
of  Texas  cattle,  and  in  times  of  tight  money  and  distress  the  cattle- 
loan  business  was  confusion  confounded. 

Right  here  let  me  say  that  a  cattle  or  other  agricultural  loan  com¬ 
pany,  whether  OFI  or  PCA,  or  wearing  any  other  brand,  is  only  an 
organization  to  perform  the  mechanics  of  the  loan,  to  receive  the 
application,  investigate  the  borrower  and  his  collateral,  and  to  keep 
in  contact  with  both  until  the  loan  is  repaid. 

They  do  not  have  the  money  or  treasury  to  carry  the  loans  they 
make,  and  accordingly  require  some  bank  of  discount  that  has  a 
knowledge  of  the  several  lines  of  agriculture  to  be  served. 

Before  the  passage  of  the  Federal  intermediate  credit  bank  law, 
our  only  source  was  the  national  banks  or  other  moneylenders.  And 
these  loan  companies  would  switch  that  paper  all  around  the  country. 

A  national  bank  has  its  duty  to  the  Federal  Reserve  System  and  to 
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its  depositors  to  keep  itself  liquid,  and  it  is  just  no  place  for  what  we 

call  short-time  agricultural  paper.  n 

The  passage  in  the  early  1920’s,  by  you  gentlemen  of  the  Congress, 
of  the  law  setting  up  the  Federal  intermediate  credit  banks  was  the 
most  constructive  action  in  the  economic  history  of  this  country  atiect- 
ing  the  livestock  industry — ending  the  exorbitant  interest  rates  and 
the  utter  confusion  in  financing  which  had  prevailed  before,  and  put¬ 
ting  the  livestock-loan  business  on  an  entirely  ditlerent  basis,  method, 

and  foundation.  .  _  _ 

This  will  go  down  as  one  of  the  great  acts  of  Congress,  easily  com¬ 
parable  to  the  law  establishing  the  Federal  land-bank  system. 

1  The  record  of  the  several  intermediate  credit  banks,  especially  the 
one  of  Texas,  speak  for  the  constructive  validity  of  the  system,  and 
their  debentures  have  met  a  favorable  response  from  investors  and 
now  enjoy  an  acceptance  and  confidence  of  which  you  gentlemen  of  the 
Congress^ the  FICB’s,  the  Farm  Credit  Administration,  the  livestock 
producers',  and  ail  of  the  lending  agencies  which  rediscount  with  the 
Federal  intermediate  credit  banks,  can  be  justly  proud  and  thankful. 

While  the  original  act  setting  up  the  Federal  intermediate  credit 
banks  was  wisely  drawn  broad  enough  to  encompass  all  agricultural 
products,  the  first  efforts  of,  at  least,  the  Texas  bank 
of  rediscounting  for  cattle-loan  companies  and  selling  debentures 

based  on  livestock  collateral.  .  j 

And,  indeed,  under  and  through  doubts  and  uncertainties  and  ad¬ 
verse  criticism  from  some  of  the  former  livestock  lending  agencies, 
these  Federal  intermediate  credit  banks  established  and  gained  the  con¬ 
fidence  of  investors  in  their  debentures  to  such  an  amazing  extent  that, 
although  less  than  10  years  old,  they  weathered  the  terrible  depies- 

S10Theytlwererso  well  established  in  the  confidence  of  the  investing  pub¬ 
lic  that  the  Government  had  a  paved  road  in  them  on  which  to  launch 
the  production  credit  corporations  and  their  children— the  production 
credit  associations,  as  well  as  the  bank  of  cooperatives.  , 

This  record  of  the  Federal  intermediate  credit  banks  lias  been  so 
constructive  and  magnificiently  solid  that  you  gentlemen  of  the  Con¬ 
gress,  burdened  with  the  welfare  of  agriculture,  should  give  long  pause 
before  making  any  change  whatsoever  m  the  present  financial  struc¬ 
ture  or  management  of  the  Federal  intermediate  credit  banks,  espe¬ 
cially  in  these  critical  clays  for  agriculture  generally,  but  specifics  y 

thGoSe?noCrk  Tooted  stated  yesterday  that  the  total 

credit  extended  through  the  several  agencies  of  the  FCA  amounts  to 

only  8i/2  percent  of  the  total  agricultural  credit  used  m  this s  count  y. 

I  was  particularly  interested  in  that.  It  was  news  to  me.  But  what 
a  pitifully  small  portion.  What  a  magnificent  opportunity  for  ex¬ 
panded  service.  It  calls  for  all  to  work  together.  And  this  is  no  time 
for  strife  among  ourselves;  the  enemy  are  outside  forces  who  would 

StAnd  I  would  like  to  add  right  in  there  that  I  have  always  regarded 
the  PCA’s  most  highly.  I  have  encouraged  the 
several  of  them.  They  have  done  a  magnificent  job.  And  I  have  been 
just  a  little  amazed  and  astounded  at  some  of  the  things  that  I  have 

learned  up  here. 


150 


FARM  CREDIT  ACT  OF  195  6 


I  do  want  to  say,  however,  that  I  think  the  F arm  Credit  Administra¬ 
tion  from  the  very  first  right  down  to  this  good  day  has  done  a  magnifi¬ 
cent  job.  In  fact,  there  is  nothing  like  it  in  economic  history  any¬ 
where  in  the  world,  the  present  setup  that  we  have. 

The  Governor  of  the  Farm  Credit  Administration  and  the  Farm 
Board  were  and  are,  of  course,  under  mandate  of  the  Congress,  and 
have  presented  bills  that  we  are  considering  here  in  the  Senate  and 
the  other  day  in  the  House. 

But  the  Congress  has — this  Congress — the  power  that  the  other  Con¬ 
gress  had.  One  Congress  does  not  give  any  mandate  to  the  other.  If 
there  ever  was  a  time  for  Congress  to  pause  and  to  look  around,  I  think 
it  is  in  this  time  of  stress  and  strain  that  has  overwhelmed  agriculture. 

And  down  in  certain  parts  of  the  country  there  is  a  terrible  drought 
that  really  is  pitiful,  is  so  extreme  in  some  cases. 

If,  however,  in  the  alternative  you  decide  that  these  institutions 
should  be  sold  and  all  Government  money  taken  out  of  their  financial 
structure — but  I  submit  again,  when  in  all  of  the  history  of  agricul¬ 
tural  development,  has  so  much  been  done  with  so  little  ? — and  I  would 
also  add  that  the  retirement  of  this  capital  is  purely  fictional,  Senator, 
as  it  is  proposed  to  put  this  money  that  is  retired  into  the  revolving 
fund.  I  haven’t  any  objection  to  your  doing  that,  but  it  is  a  fiction, 
anyway. 

Then  I  think  in  fairness  that  the  three  amendments  below  suggested 
should  be  adopted  and  made  a  part  of  this  bill,  S.  3564,  by  this  com¬ 
mittee. 

I  would  like  to  submit,  instead  of  the  amendments  that  I  wrote,  the 
amendments  that  were  adopted  by  the  other  OFI’s  of  Texas,  as  repre¬ 
sented  by  Mr.  Campbell. 

(The  amendments  are  as  follows :) 

Amendments  to  H.  R.  10285  Based  Upon  Sven  Bill  As  it  Was  Introduced  on 

March  29, 1956 

Amend  page  2,  lines  11,  12  and  13  by  changing  the  remainder  of  the  sentence 
following  the  words  “merged  banks”  so  that  the  same  shall  read  “and  to  acquire 
an  interest  in  the  ownership  of  such  merged  banks  on  a  basis  comparable  with  the 
production  credit  associations”. 

Amend  page  6,  line  15  by  adding  after  the  words  “production  credit  association” 
the  words  “or  other  financing  institutions  borrowing  from  and  rediscounting  with 
the  Federal  intermediate  credit  bank”. 

Amend  page  6,  line  23  by  adding  after  the  words  “production  credit  associa¬ 
tions”  the  words  “and  other  financing  institutions  borrowing  from  and  rediscount¬ 
ing  with  the  Federal  intermediate  credit  bank”. 

Amend  page  7,  line  4  by  adding  after  the  ivords  “associations  of  the  district” 
the  words  “and  other  financing  institutions  borrowing  from  and  rediscounting 
with  the  Federal  intermediate  credit  bank  of  the  district,”. 

Amend  page  7,  line  8  by  adding  after  the  words  “production  credit  association” 
the  words  “and  other  financing  institution  borrowing  from  and  rediscounting  with 
the  Federal  intermediate  credit  bank”. 

Amend  page  7,  line  12  by  adding  after  the  words  “production  credit  associa¬ 
tions”  the  words  “and  other  financing  intitutions  borrowing  from  and  rediscount¬ 
ing  with  the  Federal  intermediate  credit  bank”. 

Amend  page  7,  line  13  by  adding  after  the  words  “production  credit  association” 
the  words  “and  other  financing  institution  borrowing  from  and  rediscounting  with 
the  Federal  intermediate  credit  bank”. 

Amend  page  7,  line  21  by  adding  after  the  words  “production  credit  associa¬ 
tion”  the  words  “or  other  financing  institution  borrowing  from  and  rediscounting 
with  the  Federal  intermediate  credit  bank”. 
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Amend  page  8,  line  3  by  adding  after  the  words  “production  credit  associations” 
the  words  “and  other  tinancing  institutions  borrowing  from  and  rediscounting 
with  the  Federal  intermediate  credit  bank”. 

Amend  page  8,  line  5  by  adding  after  the  word  “association”  the  words  or  any 
such  other  financing  institution”. 

Amend  page  8,  line  8  by  adding  after  the  word  “associations”  the  words  or 

other  such  financing  institutions”.  . 

Amend  page  8,  lines  9  and  10  by  eliminating  the  words  ‘and  participation 

certificates”.  „  ,  ..  ,  ... 

Amend  page  8,  lines  11  and  12  by  eliminating  therefrom  the  words  and  partici¬ 
pation  certificates”. 

Amend  page  8,  line  13  by  eliminating  the  words  “or  certificates  . 

Amend  page  8,  line  16  by  eliminating  the  words  “or  participation  certificates”. 
Amend  page  8,  lines  20  and  21  by  eliminating  the  words  “and  participation 
certificates”. 

Amend  page  8,  line  23  by  eliminating  therefrom  the  words  “on  all  participation 

certificates  owned”.  . 

Amend  page  9,  line  2  by  eliminating  therefrom  the  words  or  participation 

certificates”.  ,  „  „  ^  ..  . 

Amend  page  9,  line  6  by  eliminating  therefrom  the  words  of  the  participation 

certificates  held  by  the”. 

Amend  page  9,  line  20  by  eliminating  therefrom  the  words  “and  participation 

certificates”.  ,  „  ,  . 

Amend  page  10,  lines  2  and  3  by  eliminating  therefrom  the  words  ‘and  partici¬ 
pation  certificates”. 

Amend  page  10,  lines  21  and  22  by  eliminating  therefrom  the  words  “and  par¬ 
ticipation  certificates”. 

Amend  page  10,  line  25  by  eliminating  therefrom  the  words  “and  participation 
certificates”. 

Amend  page  11,  line  14  by  eliminating  therefrom  the  words  “and  participation 
certificates”. 

Amend  page  11,  line  20  by  eliminating  therefrom  the  words  “in  participation 
certificates”. 

Amend  page  11,  lines  22,  23,  and  24  by  eliminating  therefrom  the  words  “The 
recipients  of  such  patronage  refunds  shall  not  be  subject  to  Federal  income  taxes 
thereon”.  (Editorial  comment :  There  is  no  legal  justification  for  such  patronage 
refunds  to  be  tax  exempt  and  the  request  for  such  exemption  weakens  the  bill. ) 

Amend  page  12,  line  2  by  eliminating  therefrom  the  words  “and  participation 
certificates”. 

Amend  page  12,  lines  8,  9,  10,  and  11  by  eliminating  the  entire  sentence  which 
reads  “Each  participation  certificate  issued  in  payment  of  patronage  refunds  shall 
be  in  multiples  of  $3  and  shall  state  on  its  face  the  rights,  privileges,  and  condi¬ 
tions  applicable  thereto”. 

Amend  page  12,  line  20  by  eliminating  therefrom  the  words  "and  all  partici¬ 
pation  certificates  at  face  amount;”. 

Amend  page  12,  lines  24  and  25  by  eliminating  therefrom  the  words  “and  the 
holders  of  participation  certificates  pro  rata”. 

Amend  page  17,  line  4  by  adding  after  the  words  “production  credit  association” 
the  words  “and  capital  stock  of  any  other  financing  institution  borrowing  from 
and  rediscounting  with  the  Federal  intermediate  credit  bank”  and  by  adding 
the  words  “and  under  regulations  promulgated  by  him”  immediately  following 
the  words  “in  such  amounts”. 

Amend  page  17,  line  6  by  adding  after  the  word  “association”  the  words  “or 
other  such  financing  institution”. 

Amend  page  17,  lines  10  and  11  by  adding  after  the  words  “production  credit 
association”  the  words  “or  other  such  financing  institution”. 

Amend  page  17,  line  11  by  adding  after  the  words  “class  A  stock”  the  words 
“or  other  capital  stock”. 

Amend  page  17,  line  12  by  adding  after  the  words  “such  association”  the  words 
“or  other  financing  institution”. 

Amend  page  17,  line  13  by  adding  after  the  word  “association”  the  words  “or 
other  financing  institution”. 

Add  another  section  to  the  bill  which  should  read  substantially  as  follows  : 
“Sec.  110.  (a)  Section  5  (b)  of  the  Farm  Credit  Act  of  1937,  as  amended,  is 
amended  by  adding  the  words  ‘and  other  financing  institutions  borrowing  from 
and  rediscounting  with  the  Federal  intermediate  credit  bank’  immediately  fol- 
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lowing  the  words  ‘production  credit  associations  of  the  district’  in  the  third 
sentence  of  said  section  5  (b). 

“(b)  Section  5  (d)  (2)  of  the  Farm  Credit  Act  of  1937,  as  amended,  is  amended 
by  adding  the  words  ‘and  other  financing  institutions  borrowing  from  and  re¬ 
discounting  with  the  Federal  intermediate  credit  bank’  immediately  following 
the  words  ‘production  credit  associations’  appearing  therein. 

“(c)  Section  5  (d)  (2)  (B)  of  the  Farm  Credit  Act  of  1937,  as  amended,  is 
amended  (1)  by  adding  the  words  ‘and  of  the  other  financing  institutions  borrow¬ 
ing  from  and  rediscounting  with  the  Federal  intermediate  credit  bank’  between 
the  word  ‘associations,’  and  the  word  ‘(collectively)’  wherever  they  appear 
therein;  (2)  by  adding  the  words  ‘and  other  financing  institutions  borrowing 
from  and  rediscounting  with  the  Federal  intermediate  credit  bank  of  the  district’ 
immediately  following  the  words  ‘production  credit  associations  of  the  district’ 
where  the  same  first  appear  therein;  (3)  by  adding  the  words  ‘and  other  such 
financing  institutions’  immediately  following  the  words  ‘such  production  credit 
associations’  where  they  appear  in  the  last  sentence  thereof:  and  (4)  by  adding 
at  the  end  of  said  last  sentence  the  words  ‘in  voting  for  directors  who  shall  be 
elected  by  production  credit  associations  and  other  financing  institutions  of  the 
district,  each  such  association  and  financing  institutions  shall  be  entitled  to  one 
vote  for  each  share  of  the  capital  stock  of  the  Federal  intermediate  credit  bank 
of  the  district  owned  by  it’.” 

Mr.  Sartwelle.  I  urge  adoption  of  the  amendments,  not  only  as  a 
matter  of  fairness,  but  for  these  more  broad  and  farsighted  reasons : 

1.  For  the  ultimate  welfare  of  all  agriculture — the  farmer,  dairy¬ 
man,  poultryman,  and  livestock  raiser — all  of  whom  have  peculiar  and 
particular  problems  of  finance,  production,  marketing,  and  distribu¬ 
tion. 

2.  That  the  ownership  and  management  of  the  rediscounting  agency 
(the  FICB’s)  should  not  be  turned  over  to  one  segment  or  faction, 
but  open  to  all  who  rediscount  regularly. 

I  would  like  to  add  right  there  that  the  act  of  1923  was  a  broad 
channel  of  your  old  Uncle  Sam  understanding  that  we  were  in  a 
terrible  emergency,  trying  to  take  care  of  the  farmers  and  ranchers 
and  the  producers  of  this  country. 

And  I  would  like  to  see  that  channel  kept  broad,  instead  of  chan¬ 
neling  it  into  a  narrow  stream.  I  think  it  is  just  like  trying  to  bring 
the  water  of  the  Mississippi  River  and  the  need  for  it  through 
Rock  Creek  here  in  Washington. 

3.  Membership  on  the  boards  of  these  banks  of  and  by  persons 
representing  the  old-line  loan  companies  can  make  immeasurably 
constructive  contributions  of  experienced  management,  which  can, 
and  will,  unquestionably  encourage  and  retain  the  confidence  of  not 
only  the  borrowers  but  of  the  investing  public. 

The  cattle  industry  does  not  seek  either  favoritism  or  subsidy,  but 
does  earnestly  desire  a  strong  rediscounting  agency  that  understands 
its  peculiar  problems  and  will  stand  the  strain  and  stress  of  time. 

Much  has  been  said  about  the  slowness  to  use  the  FICB  credit  ar¬ 
rangements  and  of  the  mortality  of  the  early  OFFs  and  of  the  growth 
of  the  PCA’s  after  1933. 

I  think  that  a  word  of  explanation  by  an  old  graybeard  like  myself 
who  lived  all  through  that  might  be  of  some  interest,  because  quite 
frankly,  since  I  have  been  up  here  I  haven’t  heard  of  anything  except 
the  world  beginning  in  1933. 

There  was  little  knowledge  of  the  1923  law  among  the  people,  but 
chiefly  it  was  the  new  phoilosophy  of  borrowing  money,  Senator. 

Up  to  that  time,  if  you  were  going  to  borrow  money — and  I  do  not 
care  whether  you  were  a  small  farmer  or  whether  you  were  a  pretty 


FARM  CREDIT  ACT  OF  195  6 


153 


goocl-sized  ranchman — you  stood  around  with  your  hat  under  your 
arm  in  the  presence  of  the  moneylender.  The  Good  Book  says  that 
the  borrower  is  a  servant  to  the  lender,  and  it  is  still  pretty  gen¬ 
erally  true. 

But  in  the  early  1920’s  the  idea  of  investing  money  in  a  company, 
putting  a  little  money  in  to  form  a  company,  and  then  borrowing 
money  from  that  company,  was  so  unheard  of  and  it  was  so  strange 
that  although  I  tried — I  was  not  wanting  to  form  one;  I  was  not 
wanting  to  run  any  of  those  companies ;  I  was  just  trying  to  help  some 
of  my  neighbors;  I  was  too  deep  in  to  get  any  help  out  of  them;  I  was 
trying  to  help  the  local  banks  and  neighbors — I  could  not  get  any 
interest  in  the  thing. 

And  one  banker — and  he  was  a  good  banker,  a  private  banker — he 
would  not  talk  to  me  at  his  outside  desk,  Senator.  He  said  when  he 
got  the  general  idea,  “You  come  on  back  in  the  board  room.” 

Amd  when  I  explained  this  new  law  that  had  just  been  passed  by 
I  the  Congress,  and  told  him  what  it  would  do,  he  hit  his  fist  on  the  table 
and  he  thundered  and  roared,  and  he  said,  “I  will  tell  you  now  before 
I  will  permit  anything  in  Jackson  County  like  that”,  he  said,  “I  will 
do  thus  and  so.” 

If  you  can  get  away  from  that  old  8  and  2,  why,  this  law  has  already 
had  its  effect. 

Senator  Holland.  That  very  action  justified  the  new  act,  I  think. 

Mr.  Sartwelle.  Absolutely.  Although  this  percentage — and  that 
was  news  to  me  and  I  was  glad  to  get  those  exact  figures  that  Governor 
Tootell  was  quoting — here  is  a  little  8i/2  percent  of  agricultural  credit 
that  works  as  a  stop.  These  moneylenders  have  realized  that  that  much 
margin  has  changed  the  situation.  And  while  in  the  early  1920’s  and 
in  the  early  1930’s  a  national  banker  did  not  want  to  see  a  cowman 
come  in  the  bank  because  he  knew  he  was  not  going  to  deposit,  he  knew 
he  was  going  to  try  to  borrow — he  didn’t  have  any  money  to  lend  him. 

So,  there  isn’t  any  great  wonderment  that  there  were  not  a  lot  of 
OFI’s  started  there  in  the  early  twenties.  They  were  not  known. 
Conditions  were  bad. 

When  the  depression  of  the  early  thirties  hit,  I  do  not  have  to  tell 
even  these  young  men  around  here" what  happened.  The  great,  long- 

>and  well-established  companies  folded  up.  And  naturally,  many  of 
these  loan  companies  went  under.  My  surprise  is  that  as  many  of  them 
existed  and  came  through  as  did. 

After  1930,  they  were  not  formed  because  we  didn’t  have  the  money. 
We  have  paid  taxes.  My  family  has  paid  taxes  in  several  counties  in 
Texas  ever  since  those  counties  were  formed. 

I  could  not  pay  my  taxes  in  the  early  thirties  for  several  years.  If 
old  Pat  Johnson  had  not  come  over  from  Florida  and  let  me  sell  him 
2  or  3  carloads  of  Brahman  bulls,  I  would  not  have  been  able  to  pay 
them  then. 

When  you  get  the  act  of  1933,  Senator,  the  PCA’s  were  furnished 
with  the  capital,  and  they  were  furnished  with  PCC;  to  wit,  wet- 
nursing  them,  because  that  is  what  it  was. 

“Here  is  the  money;  here  is  your  capital”,  they  said,  and  “We  will 
teach  you  how  to  lend  money  on  cattle.” 

It  is  a  pretty  difficult  business  to  successfully  lend  money  on  live¬ 
stock  and  on  agriculture.  It  is  a  tricky  business. 
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I  will  say  this,  that  the  PCC  has  done  a  wonderful  job.  The  PCA’s 
have  contributed  to  the  success  and  welfare  of  agriculture  to  such  an 
extent  that,  although  I  am  a  pretty  rugged  individualist,  I  will  stand 
up  unabashedly  and  unashamed  and  I  will  tell  anybody  m  the  world 
and  all  of  the  world  that  I  haven’t  any  apology  to  offer  for  having 
$60  million  or  $120  million  of  their  money  in  these  banks. 

I  noticed  a  headline  in  yesterday’s  paper  that  they  had  written  off 
$265  million  on  the  failure  of  a  single  engine.  I  think  they  did  right. 

I  lost  a  boy  in  the  war.  If  it  is  a  bad  engine,  now  is  the  time  to  find 

it  out.  .  .  .  ,, 

Mr.  Chairman,  James  Madison,  of  Virginia,  a  great  patriot,  after 
having  served  in  the  legislature  and  the  Revolutionary  Army,  was  at 
the  Constitutional  Convention  where  they  were  trying  to  establish  our 
great  country  on  a  more  solid  foundation.  I  think  all  of  them  there 
were  patriots,  great  patriots.  But  there  was  a  great  diversity  of  opin¬ 
ion  how  the  thing  was  to  be  done. 

And  Mr.  Madison,  with  his  brilliant  and  incisive  mind  said : 

Well,  if  men  were  only  angels  you  would  not  need  any  constitution,  you  would 
not  need  any  law.  But — 

he  said, 

men  are  not  angels,  and  men  are  men.  And  men  being  men,  you  have  got  to  pass 
these  laws,  and  you  have  got  to  have  a  strong  executive  department  that  will 
govern  the  people,  and  restrain  the  people,  if  it  is  necessary. 

And  then  he  quickly  added,  he  said : 

It  is  just  as  necessary — 

Senator  Scott — 

that  you  have  a  court  with  the  wisdom  and  the  authority  to  oblige  the  Govern¬ 
ment  to  stay  within  the  law,  and  to  oblige  the  Government  to  restrain  itself 
and  not  oppress,  even  the  humblest  citizen. 

I  am  a  little  worried.  I  hear  a  lot  of  talk  about  they  want  to  get 
out  from  Government  supervision,  Government  control.  That  is  prob¬ 
ably  a  good  idea,  but  sometimes  we  just  change  controls.  And  men 
being  men,  when  these  gentlemen  followed  the  example  of  this  gentle- 
man  from  out  West  here  somewhere,  Minnesota  or  North  Dakota  yes¬ 
terday,  that  this  bill  was  just  the  first  step,  taking  the  outpost  and 
then  come  back  in  here  before  you  gentlemen  and  charge  the  citadel, 
I  think  that  fellow  probably  had  some  things  in  mind  that  he  dicln  t 
say.  But  he  certainly  was  bold  enough  to  tell  you  that  he  was  going 
to  demand  a  separate  board  of  directors. 

Your  incisive  mind,  I  think,  got  the  point.  And  you  asked  the 
o-overnor  if  he  had  the  power  to  restrain.  He  said  he  thought  he  did. 
I  hope  he  does,  because  if  there  is  not  the  power  of  restraint  somewhere 

we  are  in  danger,  agricultural  credit  is  in  danger. 

I  was  a  little  amused  yesterday  in  listening  to  some  of  these  old  boys 
bemoaning  the  great  burden  that  they  were  assuming  in  buying  this 
something  over  $200  million  worth  of  assets  or  considerably  over 
$100  million  of  assets  by  paying  down  $13  million  and  then  having 
the  use  and  control  of  another  hundred  odd  million  or  so  m  the  re¬ 
volving  fund,  assuming  that  big  burden.  . 

And  they  were  talking  much  of  how  they  were  going  to  relieve  the 
taxpayers  by  retiring  the  Government  fund. 
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I  couldn’t  help  but  think  of  what  old  King  Solomon  said,  and  he 
said  this : 

It  is  naught,  it  is  naught  to  set  the  buyer  but  when  he  goeth  his  way  he 
boasteth. 

Thank  you,  sir. 

Senator  Holland.  Thank  you,  sir. 

Let  me  ask  you  a  question  there. 

Mr.  Sartwelle.  Pardon  me  ? 

Senator  Holland.  Before  you  get  away,  as  I  understand  it,  you 
are  grateful  for  the  organization  and  the  functioning  of  these  concerns 
as  they  now  exist,  but  you  do  not  want  them  to  be  hurt  or  weakened  ? 

Mr.  Sartwelle.  No,  sir. 

Senator  Holland.  You  are  a  little  skeptical  of  this  reorganization? 

Mr.  Sartwelle.  Yes. 

Senator  Holland.  But  you  have  not  come  out  and  really  opposed  it. 

Just  what  summarizes  your  feeling  on  this? 

Mr.  Sartwelle.  Well,  to  summarize  my  feeling,  I  would  like  to 
see  the  Federal  intermediate  credit  banks  left  as  they  are,  in  their 
present  management,  and  under  the  farm  board.  I  am  not  blaming 
the  Farm  Credit  Administration  at  all.  They  are  under  mandate  from 
you  gentlemen.  They  had  to  come  in  here. 

I  think  that  they  have  done  a  magnificent  job.  They  have  done 
a  pretty  good  job  organizing  this  campaign  to  put  over  this  bill.  I 
think  they  have  done  an  excellent  job  on  that.  It  is  pretty  well  greased 
and  oiled.  Everything  is  taken  care  of,  well  directed,  well  led. 

Senator  Scott.  Does  it  have  any  Texas  oil  in  it,  do  you  believe  ? 

Mr.  Sartwelle.  That  would  be  the  best.  That  is  my  first  thought. 

But  my  friend  Hub  Matthews  here  and  these  other  gentlemen, 
Mr.  Briggs,  have  told  me  personally,  and  I  heard  the  governor  say 
that  this  thing  had  to  go  through.  I  am  not  one  to  butt  my  head 
against  a  brick  wall. 

On  the  other  hand,  I  am  that  kind  of  a  fellow,  and  so  are  you,  that 
I  will  stand  up  and  say  what  I  think.  And  I  think  that  it  ought  to  be 
left  like  it  is,  until  conditions  settle  in  agriculture. 

I  think  it  is  purely  the  problem  for  Congress,  because  Congress  has 
told  these  people,  they  had  to  bring  this  bill  in.  But,  certainly,  Con¬ 
gress  can  stay  the  hand  of  it. 

I  do  not  know  what  the  end  is  going  to  be,  particularly  in  cattle. 
You  have  noticed  that  I  have  been  talking  about  cattle  because  I  am 
familiar  with  the  cattle  situation.  I  am  not  so  familiar  with  the  crop 
situation.  I  have  never  been  a  farmer  except  a  rice  farmer  and  that 
is  when  conditions  were  hard. 

Now  then,  if  we  cannot  leeave  it  that  way,  then  I  think  that  the 
users  of  the  FICB  ought  to  go  into  that  thing  on  an  equal  basis.  I  just 
cannot  help  but  believe  that  everybody  that  is  for  the  good  of  agricul¬ 
ture  could  sit  around  this  table  and  give  each  other  some  assistance 
and  counsel  about  making  a  good  loan,  and  bettering  the  situation. 

And  another  thing,  this  country  is  a  pretty  big  country  and  it  has 
a  lot  of  divergent  interests  and  a  lot  of  divergent  philosophies.  Some 
people  want  to  be  cooperators  and  some  of  them,  those  oldtime  people, 
some  of  them  want  to  be  PCA’s  and  some  of  them  do  not. 
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I  have  had  this  experience.  I  will  make  this  kind  of  confession 
to  you  if  you  want  that.  We  got  out  and  we  worked  just  as  hard  as, 
well,  you  know  what  I  mean. 

Senator  Holland.  I  am  not  strong  for  confessions,  I  will  tell  you 
that. 

Mr.  Sartwelle.  And  we  raised  a  little  old  capital  and  we  gradually 
built  it  up,  by  the  hardest  work. 

And  one  of  my  dearest  friends,  who  was  a  director  of  the  company, 
and  who  could  have  eaten  us  up  in  one  gulp,  if  he  had  had  a  bad  rice 
crop,  kept  insisting  on  borrowing  money  for  rice.  I  had  been  in  rice 
and  you  just  gamble  unless  you  have  got  Government  support.  You 
can  lose  everything  but  your  wife  and  your  car  in  one  season. 

And  I  opposed  him  and  I  whipped  him  out  although  the  balance  of 
the  directors  were  largely  a  bunch  of  “yes”  men.  Many  of  these  com¬ 
panies  are  run  by  one  strong  man,  and  he  is  the  manager  or  the  presi¬ 
dent  of  it. 

Senator  Holland.  You  do  not  expect  us  to  pass  any  law  to  change 
that,  do  you? 

Mr.  Sartwelle.  No,  I  do  not  want  them  to  do  that.  I  have  no 
apology  for  that.  I  went  before  the  Federal  Board— that  is  the  big 
bank  board — I  kept  that  darn  rice  business  out  of  our  company.  And 
I  told  this  gentleman,  I  said,  “Now,  Elmer,  if  you  want  to  form  a  com¬ 
pany  to  discount  the  paper  on  rice,  why  you  rice  growers  put  up  the 
money.” 

And  he  did  that,  he  did  that  very  thing. 

Now,  then,  there  are  many  PCA’s — I  can  call  names  if  I  have  to  do 
h  that  are  interested  in  one  feature  for  the  busines.  They  do  not 
want  some  cowman  coming  in  there  and  taking  their  money,  either. 
Any  they  are  self-governing  institutions. 

I  think  this  may  be  significant  to  you.  I  asked  one  of  these  authori¬ 
ties  around  here  the  other  day  what  the  average  loan  in  that  territory 
^ie  bbiio  and  east  of  the  Mississippi  would  be — taking  in  ail 
of  the  New  England  States  and  everything  like  that. 

After  a  little  cogitation  he  said,  “Sartwelle,  we,  of  course,  have  got 
some  bigger  loans,  but  we  have  got  a  whole  lot  of  smaller  loans  and 
the  average  loan  would  be  about  $5,000.” 

Y  ell,  now,  in  our  little  old  company — and  we  are  still  very  small 
and  I  am  very  proud  to  say  that  the  majority  of  our  loans  are  dairy 
loans,  and  T  want  to  testify  here  that  we  were  the  first  people  that  I 
know  or  in  the  United  States  that  gave  a  dairy  cow  credit  as  a  produc¬ 
tion  unit,  long  before  there  was  any  PCA’s— those  old  boys  had  good 
sense  to  get  a  good  name,  “production”— most  of  our  loans  were  to 
dairy.  We  have  loans  of  $300,000. 

ri^  \°f  ^abc  about  us  taking  the  cream  of  the  crop  or  anything 
like  that  I  have  never  found  it  in  our  company.  I  was  on  the  loan 
committee  and  very  active  for  many  years.  And  I  have  got  a  great 
desire  to  help  people  except  I  am  not  figuring  on  making  a  bad  loan, 
it  I  know  it. 

But  as  Mr.  Wilson  said  the  other  day,  he  didn’t  ever  make  anv  bad 
loans.  _  But  when  you  get  a  drought  and  you  get  a  drop  in  the  market 
it  is  mighty  funny  how  quick  a  good  loan  gets  bad. 

Senator  Holland.  Thank  you  very  much. 

Mr.  Sartwelle.  Thank  you. 


FARM  CREDIT  ACT  OF  1956 


157 


Senator  Holland.  It  has  been  a  pleasure  to  hear  you. 

Is  there  anybody  else  that  has  to  leave  right  away  ? 

If  not,  I  will  start  at  the  top  of  the  list  and  come  on  down. 

We  will  call  Mr.  P.  O.  Wilson. 

STATEMENT  OE  P.  0.  WILSON,  SECRETARY,  NATIONAL  LIVE  STOCK 
PRODUCERS  ASSOCIATION,  CHICAGO,  ILL. 

Mr.  Wilson.  I  am  speaking  for  the  National  Live  Stock  Producers 
Association,  a  livestock  sales  agency  with  headquarters  in  Chicago. 

First,  we  wish  to  express  our  sincere  appreciation  for  this  opportun¬ 
ity  to  appear  and  present  the  view  of  the  National  Live  Stock  Pro¬ 
ducers  Association  on  the  farm  credit  bill,  S.  3564. 

The  National  Live  Stock  Producers  Association  has  had  a  continu¬ 
ing  interest  in  and  experience  with  the  Federal  intermediate  credit 
bank  system  since  April  of  1924.  This,  you  will  recognize  as  being 
shortly  after  the  original  act  was  passed  which  established  the  twelve 
intermediate  credit  banks. 

The  National  Live  Stock  Producers  Association  was  organized 
early  in  1922  for  the  purpose  of  developing  cooperative  livestock  sales 
agencies  to  represent  livestock  producers  in  the  sale  of  their  livestock 
on  the  principal  markets  of  the  Nation. 

In  the  short  period  of  2  years,  between  1922  and  1924,  the  organiza¬ 
tion  had  found  that  there  existed  a  real  need  on  the  part  of  the  livestock 
producers  and  feeders  for  a  sound,  reliable  source  of  credit.  They, 
therefore,  appreciated  the  value  of  the  original  Federal  Intermediate 
Credit  Bank  Act  and  plans  were  developed  for  organization  of  credit 
corporations  necessary  if  the  livestock  producer  and  feeder  members 
were  to  be  afforded  use  of  discount  privileges  provided  in  this  act. 

Our  first  credit  corporation,  known  as  Producers  Livestock  Credit 
Corp.,  opened  for  business  at  St.  Louis,  Mo.,  in  April  of  1924.  Our 
organization  expanded  this  phase  of  its  business  in  1930  when,  with 
the  assistance  of  the  Federal  Farm  Board  (and  I  would  say  not  only 
the  assistance  but  the  insistence)  it  organized  four  additional  credit 
corporations,  namely,  National  Finance  Credit  Corporation  of  Texas, 
Fort  Worth,  Tex.;  National  Livestock  Credit  Corp.,  Oklahoma  City, 
Okla. ;  Producers  Livestock  Credit  Corp.,  Denver,  Colo.;  and  Tri- 

State  Livestock  Credit  Corp.,  San  Francisco,  Calif. 

It  also  made  a  substantial  investment  in  the  stock  of  the  \V  asatcli 
Livestock  Loan  Co.,  Salt  Lake  City,  Utah,  now  known  as  Producers 
Livestock  Loan  Co.,  a  credit  agency  which  had  been  organized  m  1924 
by  99  livestock  producers  of  the  Salt  Lake  area. 

'  With  this  brief  statement  concerning  our  history  m  the  credit  held 
you  will  recognize  that  the  National  Live  Stock  Producers  Association 
now  has  a  direct  interest  in  six  credit  units.  All  of  these  are  owned 
on  a  stock  basis  by  National  Live  Stock  Producers  Association,  its 
member  cooperative  livestock  sales  associations,  and  the  livestock  pro¬ 
ducers  and  feeders  whom  they  serve. 

The  volume  handled  by  these  6  credit  units,  while  not  large,  varies 
from  around  $30  million  to  $45  million.  1  , 

That  is  the  loans  on  the  books  at  any  one  time.  At  the  end  of  last 

year  it  was  $33  million.  ,  T 

Starting  in  1924  we  have  observed  the  growth  and  expansion  oi  tne 
services  of  the  Federal  intermediate  credit  banks. 
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We  have  had  a  chance  to  observe  these,  because  we  used  them. 

We  were  users  of  the  banks’  discount  privileges  when  the  discount 
rates  were  as  high  as  5y2  percent.  As  the  investing  public  gained  con¬ 
fidence  in  the  system  and  with  the  increased  volume  which  was 
brought  into  the  system  through  the  organization  of  the  production 
credit  associations  in  1933,  we  have  been  favorably  impressed  with  the 
improvement  in  discount  rates,  which  reached  a  low  of  iy2  percent. 

They  are  back  now  to  314  • 

The  discount  rates  which  our  credit  corporations  pay  are  of  vital 
importance  to  our  farmer  and  rancher  borrowers.  The  fact  of  the 
matter,  Senator,  is  that  is  the  one  key  to  this  whole  discussion,  interest 
rates. 

Volume  of  loans,  plus  sound  operating  policies  observed  by  the 
banks  have  played  a  very  definite  part  in  determining  the  cost  of 
money  which  was  secured  from  the  investing  public  through  the  sale 
of  debentures  by  the  banks. 

As  the  banks  have  proven  their  soundness,  and  volume  of  loans  for 
discount  have  increased,  there  has  been  a  trend  toward  more  satis¬ 
factory  discount  rates  for  our  farm  and  ranch  users. 

Recently  the  upturn  in  money  markets  has  offset  some  of  the  gains 
that  we  had  experienced  before. 

This  bill,  S.  3549,  is  presented  by  the  Federal  Farm  Credit  Board 
to  meet  a  directive  from  Congress  which,  we  understand,  is  supposed 
to  tie  into  the  Government’s  economy  move. 

It  is  our  understanding  that  Congress  wishes  to  take  the  Govern¬ 
ment  out  of  the  farm  credit  business  and  dispose  of  the  stockholdings 
which  the  Federal  Government  now  has  in  the  farm  credit  system. 

This  is  to  be  accomplished  through  sale  of  the  stock  in  the  various 
banks  in  the  farm  credit  system  to  their  users.  This  was  the  pro¬ 
cedure  followed  in  the  case  of  the  Federal  land  banks,  where  the 
stock  which  was  owned  in  the  Federal  land  banks  was  sold  to  the 
users  of  the  banks ;  namely,  the  farm  loan  associations. 

Last  year  the  same  principle  was  followed  in  amending  the  Farm 
Credit  Act  when  legislation  was  approved  providing  for  the  sale  of 
the  stock  owned  by  the  Federal  Government  in  the  cooperative 
banks  to  the  users  of  these  banks. 

In  the  same  bill  was  a  provision  under  item  2,  for  the  sale  of  the 
PCC,  the  production  credit  corporations,  to  the  PCA’s,  but  that 
was  withdrawn. 

In  both  of  these  cases — the  Federal  land  banks  and  the  cooperative 
banks — no  change  was  made  in  the  service  nor  in  the  organizations  to 
be  served.  The  law  provided  for  the  sale,  over  a  long  period  of  time, 
of  the  stock  belonging  to  the  Government  to  the  users  of  each  of  these 
two  banks. 

So  far  as  we  have  been  able  to  determine  the  users  of  these  banks 
were  treated  equally.  Each  was  given  the  right  to  buy  stock  on  the 
basis  set  forth.  The  users  of  both  the  Federal  land  banks  and  the 
cooperative  banks  have  helped  to  build  such  reserves  and  surpluses  as 
were  in  the  two  banks  and  these  were  permitted  to  be  retained  in  the 
banks  even  though  the  ownership  was  being  transferred  from  the 
Government  to  the  users. 

This  bill — S.  3549 — does  not  follow  the  pattern  set  by  Congress  in 
handling  either  the  Federal  land  banks  or  the  cooperative  banks.  Bill 
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S.  3549  provides  a  plan  for  merging  a  bank  (Federal  Intermediate 
Credit  Bank)  with  a  corporation  (Production  Credit  Corporation), 
each  of  which  has  a  different  service  to  perform  and  this  service  is 
rendered  to  different  types  of  organizations. 

In  the  case  of  the  production  credit  corporations,  their  service  is 
limited  to  the  production  credit  associations;  while  the  Federal  inter¬ 
mediate  credit  banks  discount  paper  for  the  production  credit  associ¬ 
ations,  and  also  serve  other  discounting  agencies  and  banks. 

This  bill  attempts  to  merge  the  two  into  one  corporation  and  at  the 
same  time  provide  for  the  continuation  of  a  portion  of  its  services  to 
the  production  credit  associations  while  denying  these  services  to  the 
other  financing  institutions. 

Senator  Holland.  What  service  would  be  denied  to  the  other  financ¬ 
ing  associations  ? 

Mr.  Wilson.  The  associations  come  under  the  supervision  of  the  cor¬ 
porations  and  would  come  under  the  supervision  of  the  merged  banks. 
The  financing  arrangements  which  they  furnish,  additional  capital 
and  organization  assistance,  which  is  furnished  them,  under  the  plan 
originally  set  out  for  the  PCC. 

This  bill  goes  further  and  provides  for  ways  of  charging  to  other 
financing  institutions  part  of  the  cost  of  the  service  which  the  con¬ 
solidated  bank  will  make  available  only  to  the  production  credit 
associations. 

This  bill  completely  ignores  the  fact  that  the  OFI’s,  from  the  period 
of  1923  to  1933,  provided  the  business  needed  to  start  the  Federal 
Intermediate  Credit  Bank  System;  and  that  for  the  period  of  1923 
to  and  including  the  year  ending  June  30,  1954,  the  other  financing 
institutions  supplied  a  little  more  than  20  percent  of  the  total  business 
handled  by  the  combined  Federal  intermediate  credit  banks. 

During  this  period  of  the  OFI’s  contributed  to  the  building  of  the 
reserves  and  surpluses  which  are  now  shown  in  the  financial  state¬ 
ments  of  the  FICB’s.  This  bill  stipulates  a  specific  program  to  be 
followed  in  the  case  of  liquidation  of  any  merged  Federal  intermediate 
credit  bank  in  which  the  savings  and  reserves  of  the  FICB  which 
have  been  accumulated  over  the  period  1923  to  and  including  the  date 
this  bill  becomes  law,  shall  go  to  the  holders  of  class  A  stock  (Govern¬ 
ment)  and  class  B  stock  (Production  Credit  Associations). 

In  this  the  bill  discriminates  against  the  OFI’s.  We  strongly  urge 
that  fair  and  equitable  treatment  demands  that  this  discrimination 
be  eliminated  and  that  the  OFI’s  be  credited  with  their  share  of 
reserves  and  surplus  since  date  of  origin  in  1923.  Otherwise,  this 
bill  will  give  the  production  credit  associations  title  to  equities  for 
which  they  have  neither  paid  nor  helped  to  create. 

This  bill  limits  the  sale  of  stock  and  the  voting  rights  to  one  group 
of  users — namely,  the  production  credit  associations.  It  discrimin¬ 
ates  against  all  other  users  (that  was  not  true  in  the  cooperative  bank 
bill,  nor  was  it  true  in  the  Federal  land  bank  bill)  regardless  of  their 
past  experience  with  the  Federal  intermediate  credit  banks,  their 
financial  responsibility,  their  financial  contribution  to  the  building  of 
reserves  of  the  Federal  intermediate  credit  banks  or  their  obligation 
to  farmers  and  ranchers  whom  they  serve. 

We  respectfully  urge  that  this  committee  consider  seriously  the 
purpose  for  which  the  Congress  provided  these  two  separate  organiza- 
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tions.  The  Federal  intermediate  credit  banks  were  established  to  pro¬ 
vide  a  discounting  service  for  loan  companies  and  for  banks,  handling 
agricultural  paper. 

The  production  credit  corporations  were  organized,  for  the  purpose 
of  organizing,  financing  and  supervising  production  credit  associ¬ 
ations.  The  Federal  intermediate  credit  banks  are  discount  banks 
which,  through  sale  of  debentures  to  the  investing  public,  can  and 
have  obtained  large  amounts  of  money  to  handle  the  agricultural 
paper  which  they  discount  for  users  that  qualify  for  their  services. 

The  production  credit  corporations  are  not  banks  in  the  true  sense 
of  the  word,  but  are  corporations  set  up  to  promote,  finance,  and  super¬ 
vise  the  production  credit  associations.  All  of  their  funds  are  obtained 
from  the  Federal  Government  and  cost  of  operation  has  been  paid  by 
the  F ederal  Government  either  directly  or  indirectly. 

If  this  bill  becomes  law  one  group  of  users  of  the  Federal  intermedi¬ 
ate  credit  banks  will  be  permitted  to  purchase  the  merged  banks  after 
there  has  been  merged  or  transferred  to  the  banks  the  responsibility 
of  servicing  and  supervising  the  operations  of  the  production  credit 
associations. 

The  result  of  this  merger  and  sale  will  be  that  the  production  credit 
associations  will  own  and  operate  the  Federal  intermediate  credit 
banks,  and  the  Federal  intermediate  credit  banks  will  be  responsible 
for  serving  and  supervising  the  production  credit  associations,  an  un¬ 
sound  policy  and  principal. 

There  is  an  added  factor  that  should  not  be  overlooked.  This  bill, 
while  supposedly  intended  to  take  the  Government  out  of  the  farm 
credit  business,  provides  for  a  revolving  fund  of  some  $160  million. 
This  is  over  and  above  the  investment.  This  is  to  be  available  at  all 
times  to  assist  in  financing  either  the  Federal  intermediate  credit 
banks  or  the  production  credit  associations. 

Stated  in  another  way  with  a  bit  more  detail,  the  Government  now 
Owns  the  Federal  intermediate  credit  banks  with  an  investment  of 
some  $60  million.  The  Government  owns  the  production  credit  cor¬ 
porations  with  an  investment  of  some  $31  million,  or  a  total  invest¬ 
ment  of  around  $91  million  in  the  two  systems. 

Total  reserves  and  surpluses  in  the  two  are  approximately  $61  mil¬ 
lion — approximately  $47  million  in  the  Federal  intermediate  credit 
banks  and  $14  million  in  the  production  credit  corporations.  These 
figures  are  taken  out  of  the  annual  report  ending  June  30,  1954,  if 
you  want  to  check  them. 

To  take  the  Government  out  of  this  division  of  the  farm  credit  field 
this  bill,  if  approved,  will  offer  for  sale  to  the  production  credit  as¬ 
sociations  $91  million  par  value  of  stock  at  par,  the  $61  million  surplus 
and  reserves  to  be  retained  in  the  consolidated  bank.  This  bill  will 
also  place  in  the  revolving  fund  an  additional  $160  million  of  Govern¬ 
ment  funds  to  be  use  when  found  needed  by  the  Governor. 

There  is  nothing  here  that  would  prevent  the  making  of  this  first 
purchase  which  requires  15  percent  to  be  purchased  within  2  years,  of 
having  the  Governor  advance  to  purchase  the  additional  stock  in  each 
of  the  490  some  credit  corporations,  an  amount  of  stock  equal  to  the 
amount  of  payment  which  the  PCA  will  need  to  make  its  first  2-year 
investment. 

I  say  this  to  you  here  to  let  you  know  that  in  our  opinion  the  $160 
million  revolving  fund  stil  keeps  the  Government  in  the  business  and 
could  keep  them  in  as  long  as  the  Governor  chose  to  keep  them  there. 
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Our  association  is  primarily  interested  in  maintaining  a  sound 
credit  structure  for  agriculture.  The  rates  which  our  farmers  and 
ranchers  pay  for  money  is  a  very  definite  item  in  their  cost  of  operation. 

The  ownership  of  the  Federal  intermediate  credit  banks  is  important 
only  as  it  may  affect  the  ability  of  the  banks  to  obtain  funds  at  reason¬ 
able  rates  through  the  sale  of  the  banks’  debentures  to  the  investing 
public. 

These  rates  are  influenced  by  the  public  confidence  in  the  banks  as 
well  as  the  ability  of  the  banks  to  maintain  sound  policies  and  suffi¬ 
cient  volume  for  economical  operation. 

The  record  since  1923  has  been  good,  especially  has  this  been  true 
since  their  volume  was  increased  through  the  organization  of  the  pro¬ 
duction  credit  associations  in  1933.  The  $60  million  invested  in  the 
12  Federal  intermediate  credit  banks  last  year — I  am  referring  to  the 
year  ending  June  30,  1954 — provided  a  structure  through  which  the 
investing  public  made  available  over  $1  billion  for  use  in  agricul¬ 
tural  credit  through  the  system. 

The  Federal  intermediate  credit  banks  have  proven  their  ability 
to  serve  and  the  public  has  accepted  this  system  of  agricultural  credit 
by  their  purchase  of  debentures. 

The  National  Live  Stock  Producers  Association  recommends  that 
the  Federal  intermediate  credit  banks  be  left  in  their  present  form 
until  a  plan  which  is  sound  in  theory  and  fair  to  all  users  of  the  sys¬ 
tem  can  be  developed. 

The  National  Live  Stock  Producers  Association  recommends  that 
legislation  concerning  the  production  credit  corporations  be  handled 
separately,  that  these  corporations  not  be  merged  with  the  Federal 
intermediate  credit  banks  but  that  they  be  continued  in  their  limited 
field  of  servicing  the  production  credit  associations  until  such  time  as 
the  production  credit  associations  reach  a  point  where  they  no  longer 
require  this  service. 

In  summary,  the  National  Live  Stock  Producers  Association  op¬ 
poses  this  bill  on  the  ground  that : 

1.  It  merges  two  institutions  which  were  developed  by  the  Gov¬ 
ernment  to  serve  two  separate  and  distinct  fields  of  activity ; 

2.  It  proposed  to  place  the  control  and  ownership  of  the  dis¬ 
count  agency  in  the  hands  of  one  group  of  users,  discriminating 
against  all  other  users ; 

3.  It  places  on  the  consolidated  bank  the  responsibility  of  super¬ 
vising  and  servicing  the  production  credit  associations,  which  will 
be  the  owners  of  the  bank. 

I  think  you  catch  my  point  on  that  subject,  the  owner  of  the  banking 
system  being  supervised  by  the  bank.  It  is  kind  of  ‘A  ou  scratch  my 
back  and  I  will  scratch  yours  theory”  which  does  not  work  too  well. 

4.  The  bill  provides  ways  and  means  of  paying  the  cost  of  this 
supervision  of  the  production  credit  associations  out  of  funds 
derived  from  other  financing  institutions.  The  OFI’s  should  not 
be  required  to  pay  any  part  of  the  cost  of  a  service  which  is  not 

available  to  them ;  . 

5.  In  case  of  dissolution  the  bill  provides  for  distribution  to 
the  production  credit  associations — the  stockholder — of  the  earn- 
ing  represented  in  the  present  surplus  and  reserves.  This  is  defi¬ 
nite  discrimination  against  the  other  financing  institutions. 
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I  would  like  to  add  to  this  statement  that  I  have  presented  1  or  2 
questions  and  then  make  a  further  recommendation. 

We  are  trying  to  economize,  at  least,  that  is  the  theory  that  we 
are  going  on  and  we  are  trying  to  get  the  Government  out  of  this 
this  business  of  farm  credit. 

If  this  sale  goes  through,  which  is  provided  for  in  this  bill,  the 
borrowers,  regardless  of  what  association  or  what  credit  unit  they 
are  using,  must  expect  to  transfer  to  carry  with  it  the  cost  of  opera¬ 
tion  of  the  production  credit  corporations  as  they  stand  today. 

I  have  seen  or  heard  of  no  testimony  that  would  indicate  that  they 
were  going  to  reduce  any  of  that  cost.  I  believe  the  Governor  did 
mention  last  Aveek  one  place  where  as  some  of  the  older  employees 
retired  they  Avould  not  be  replaced. 

I  would  like  to  call  to  your  attention  and  the  other  members  of 
this  committee  the  last  year  that  I  have  the  final  records  on,  the 
operations  of  the  production  credit  corporations  cost  $1,702,000.  Those 
costs  must  be  transferred  over  to  the  combined  bank.  The  loss  in 
that  last  year  was  half  a  million  dollars  and  the  year  preAdous  it 
was  three-quarters  of  a  million  dollars  in  the  production  credit 
corporation  operation. 

That  loss  Avas  all  taken  out  of  the  reserves  which  were  built  up 
when  the  Government  had  $90  million  invested  in  the  production  credit 
corporation.  They  are  down  now  to  about  $31  million  in  this  last 
report  that  I  have. 

So  the  revenue  from  Government  money  invested  in  the  system  has 
dropped  to  a  point  where  they  are  rapidly  using  up  the  surplus,  at 
the  rate  of  half  to  three-quarters  of  a  million  a  year. 

This  proposed  consolidation  carries  all  of  that  cost  into  the  con¬ 
solidated  bank,  and  our  revenue  will  come  from  the  intermediate 
credit  banks  to  pay  for  it. 

Up  to  this  time  the  Government  has  paid  for  it.  The  Govern¬ 
ment  has  had  the  surplus  in  there  but  up  from  their  funds  and  they 
have  stood  tire  loss  of  half  to  three-quarters  of  a  million  dollars 
annually. 

Our  borrowers  across  this  country  are  in  no  position  now,  mem¬ 
bers  of  this  committee,  to  face  additional  costs  in  their  operating 
money.  Lower  prices  for  agricultural  products,  droughts,  flood,  and 
the  other  troubles  that  we  have  had  puts  us  in  a  very  bad  position 
noAv  to  shoulder  this  load. 

I  ask  the  committee  to  definitely  consider,  if  you  unite  the  two,  and 
take  the  Government  out,  if  you  do  not  place  that  $1,700,000  over  on 
our  interest  payers  to  pick  up  the  bills. 

I  have  said  to  you  that  we  would  like  to  see  the  Federal  intermediate 
credit  banks  left  as  they  are  until  a  plan  can  be  worked  out  that  will 
be  fair  to  all  users.  I  have  not  taken  this  bill.  I  took  the  House  bill, 
H.  R.  10285,  and  made  the  changes  necessary,  most  of  the  changes 
necessary,  to  effect  a  change  in  this  system  which  I  think  gives 
some  chance  of  working  and  being  fair  to  all. 

I  would  like  the  privilege,  Mr.  Chairman,  to  take  this  bill,  S.  3564, 
and  make  similar  changes  and  submit  it  at  a  later  date  to  your  secretary. 
I  haven’t  got  those  changes  written  into  it  today. 

Here  is  what  I  do  in  the  bill :  Remember  that  I  would  like  to  see 
the  two  kept  what  they  are.  That  is,  our  association  would.  But  if 
you  are  going  to  change  it,  let  us  be  fair  to  all  users. 
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My  changes  will  provide  these  changes  in  your  bill,  S.  3564. 

Instead  of  merge,  we  liquidate.  We  liquidate  the  PCC’s. 

And  we  transfer  the  assets,  the  responsibilities  of  the  PCC,  over  the 
district  farm  credit  boards,  all  over  to  the  district  boards,  supervision 
to  be  arranged  as  is  necessary  to  carry  it. 

We  certainly  do  not  need  the  supervision  today  in  our  PCA’s  that  we 
did  20  years  ago. 

We  would  provide  for  the  elimination  of  B  stock  and  issue  to  all 
users  of  the  intermediate  credit  banks  certificates  of  interest,  or  partici¬ 
pating  certificates,  as  you  might  call  them. 

And  as  those  certificates  were  issued  they  retired  the  class  A  stock, 
until  it  is  retired  in  its  entirety  out  of  the  earnings  of  the  intermediate 
credit  bank. 

What  do  you  have  then?  You  have  the  Government’s  money  out. 
You  have  this  in  the  form  of  a  trust.  The  lawyers  can  tell  us  how 
that  could  be  set  up. 

All  users,  participating  in  its  operation,  still  operating  under  the 
farm  credit  board,  and  with  no  special  services  to  any — all  of  the  spe¬ 
cial  services  will  come  over  in  the  farm  credit  board,  to  handle  such 
as  is  needed. 

And  do  not  misunderstand  us  on  that,  we  would  like  to  have  the 
PCA’s  to  be  given  such  help  and  aid  as  is  needed  from  here  to  carry 

on  through.  .  , 

I  would  like  the  privilege  of  filing  that  with  those  changes  with  tne 
secretary  of  your  committee  at  a  later  date.  .  . 

Senator  Holland.  That  will  be  permitted,  provided  you  get  it  in 
before  the  hearings  are  closed.  They  will  be  closed  within  the  nest  3 
or  4  days. 

Mr.  Wilson.  I  will  get  in  here  yet  this  week. 

Senator  Holland.  All  right,  sir.  Thank  you. 

Senator  Scott,  do  you  have  any  questions  ? 

Senator  Scott.  No  questions. 

Senator  Holland.  Thank  you,  sir. 

(The  bill  with  the  proposed  changes  is  as  follows:) 

[S.  3564,  84th  Cong.,  2d  session] 

(The  part  in  which  no  change  is  proposed  is  shown  in  roman,  the  part  to  be 
omitted  is  struck  through,  and  new  matter  is  printed  in  italic.) 


A  BILL  To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks;  to  proyWe  Jbr 
retirement  of  Government  capital  in  Federal  intermediate  credit  banks;  to  provide  for  supervision  of  pro¬ 
duction  credit  associations;  and  for  other  purposes 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of 
America  in  Congress  assembled,  That  this  Act  may  be  cited  as  the  Faim  Cre  i 
Act  of  1956.” 

DECLARATION  OF  POLICY 


Sec  2  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide 
agriculture  with  a  sound,  dependable,  and  effective  source  of  credit;  to  promote  the 
efficiency  of  the  farm  credit  system  by  merging  liquidating  production  credit  cor¬ 
porations  kt  Federal  k^^nediate  eredit  banks  and  te  faeibtate  farmer  ownernlup 
ef  the  merged  banks  and  retirement  of  Government  capital  therein  m  Lederal 
Intermediate  Credit  Banks ;  to  encourage  and  promote  the  continued  growth  and 
development  of  the  production  credit  associations  as  self-supporting  cooperative 
lending  institutions  operating  on  a  sound  credit  basis  with  maximum  ocal 
authority  to  determine  credit  needs  and  loan  policies  consistent  with  the  mainte- 
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nance  of  a  national  production  credit  system;  and  to  continue  to  provide  other 
financing  institutions  making  loans  to  farmers  and  ranchers  with  the  right  to 
borrow  from  and  rediscount  with  eueh  merged  the  Federal  Intermediate  Credit 
banks  on  a  basis  comparable  with  the  production  credit  associations  regardless 
of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  be  construed 
in  keeping  with  this  declaration  of  policy. 


TITLE  I— PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  LrquiDATioir  of  Production  Credit  Corporations  pn 
Federal  Intermediate  Credit  Banks — (a)  Transfer  of  Assets. — The 
production  credit  corporation  in  each  farm  credit  district  is  hereby  merged  m 
the  Federal  intermediate  credit  bank  ef  the  dietriet  directed  to  be  liquidated  by  the 
Farm  Credit  Administration  and  all  assets,  funds,  contracts,  property,  and  records 
belonging  to  such  corporation,  except  stock  in  production  credit  associations,  are 
hereby  transferred  to  and  vested  in  ouch  bank  the  Farm  Credit  Administration 
of  the  district.  All  obligations  and  liabilities  of  the  production  credit  corporation 
shall  be  assumed  by  the  F ederal  intermediate  credit  bank  Farm  Credit  Ad¬ 
ministration  of  the  district.  Stock  held  by  each  production  credit  corporation  in 
production  credit  associations  is  transferred  to  the  Governor  of  the  Farm  Credit 
Administration  to  be  held  by  him  on  behalf  of  the  United  States^  ami  the  Governor 
shall  eaneel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associations. — 
In  order  to  carry  out  the  declared  policy  of  this  Act  with  respect  to  the  production 
credit  associations  the  Farm  Credit  Administration  shall,  by  appropriate  provi¬ 
sions  in  the  charter  and  bylaws  regulations,  or  otherwise,  provide  for  such  organi¬ 
zation  and  assignment  of  functions  within  the  Federal  intermediate  eredit  banks 
F arm  Credit  Administration  Districts  as  will  assure  proper  supervision  of  and 
assistance  to  the  production  credit  associations  in  a  manner  which  will  enable 
them  to  make  sound  credit  available  to  farmers  and  ranchers.  The  income 
derived  from  the  surplus  transferred  from  the  production  credit  corporation  to 
the  F ederal  intermediate  credit  bank  Farm  Credit  Administration  of  the  district 
shall  be  used  to  pay  expenses  of  the  bank  in  providing  such  supervision  and  assist¬ 
ance,  and  expenses  in  excess  of  such  income  may  be  paid  ent  ef  ether  resources  of 
the  bank  shall  be  paid  by  the  Production  Credit  Associations  receiving  the  service, 
the  rate  of  charge  to  be  determined  by  the  Farm  Credit  Board  of  the  District  and 
approved  by  the  Federal  Farm  Credit  Board. 

(c)  Officers  and  Employees. — Notwithstanding  any  provision  of  law,  the 
employment  of  the  officers  and  employees  of  each  Federal  hiter-mediate  credit 
bank  and  each  production  eredit  corporation  is  terminated  on  the  effective  date 
of  this  Act  and  the  board  of  directors  of  the  F ederal  in termedi ate  credit  bank 
district  Farm  Credit,  Administration  shall,  not  later  than  sixty  days  prior  to  the 
effective  date  of  this  Act,  take  all  necessary  action  to  reemploy  as  of  such  effective 
date  such  of  the  officers  and  employees  so  terminated  in  such  capacities  as  the 
board  determines  they  are  qualified  and  needed  to  carry  out  the  functions,  powers, 
and  duties  of  the  Federal  intermediate  eredit  bank  liquidation  of  the  Production 
Credit  Corporations  and  supervision  of  the  Production  Credit  Associations.  Such 
reemployment  shall  be  subject  to  the  approval  of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended 
to  read  as  follows: 

“capital  stock 


Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividends;  and  Retirement 
of  Stock.  Each  Federal  intermediate  credit  bank  is  authorized  to  issue  class  A 
and  dass  B  stock  as  follows: 


“(1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall  be  issued  to 
and  held  by  the  Governor  of  the  Farm  Credit  Administration  on  behalf  of  the 
United  States.  Stock  of  all  Federal  intermediate  credit  banks  held  by  the  Secre¬ 
tary  of  the  Treasury  shall  be  transferred  to  the  Governor  and  may  be  reallocated 
by  him  in  such  manner  as  he  determines  necessary  to  meet  the  needs  of  the  respec¬ 
tive  banks.  The  Governor  shall  then  exchange  such  stock  of  each  bank  for  an 
equal  par  amount  of  class  A  stock  of  the  bank.  Stock  of  each  production  eredit 
corporation  held  by  the  Governor  (less  the  amount  canceled  pursuant  to  section 
+dt  of  the  Farm  Credit  Act  of  F&5b)  shad  be  exchanged  for  an  equal  par  amount 
of  Gass  A  stock  of  the  Federal  intermediate  credit  bank  hi  which  such  eorpora- 
tioft  is  merged  pursuant  to  section  FO-f  of  such  AcG  No  dividends  shall  be  paid 
on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year  each  such  bank  shall 
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determine  the  amount  of  its  class  A  stock  which  shall  be  retired  Whenever  the 
total  of  the  capital  stock,  participation  certificates,  surplus,  and  reserves  of  the 
bank  is  more  than  one-sixth  of  the  highest  month-end  balance  of  debentures 
and  other  obligations  issued  by  or  for  the  bank,  outstanding  during  the  imme¬ 
diately  preceding  five  years,  the  minimum  amount  of  class  A  stock  to  be  retired 
shall  be  the  total  amount  ef  class  ft  steek  and  participation  certificates  issued 
for  that  vear.  All  class  A  stock  shall  be  retired  at  par.  The  proceeds  of  such 
class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury  as  mis¬ 
cellaneous  receipts  untd  there  is  e©  paid  a  swb  eqmd  t©  the  amount  ef  elaes  A 
efeek  ©f  the  bank  issued  in  exchange  fee  steek  ef  the  predneften  eredft  corpora- 
44^-  The  proceeds  ef  any  further  sueh  steek  retirements  shah  he  paid  rate  the 
revolving  frmd^stablished  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933  as 
amended.  The  Governor  of  the  Farm  Credit  Administration  is  authorized  to 
purchase  from  time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he  de¬ 
termines  is  needed  to  meet  the  credit  needs  of  the  bank  and  such  revolving  fund 
shall  continue  to  be  available  for  such  purchases  as  provided  in  said  section  5  (e). 
The  Governor  mav  at  any  time  require  the  bank  to  retire  such  class  A  stock  if, 
in  his  judgment,  the  bank  has  resources  available  therefor,  and  the  proceeds  of 
such  retirements  shall  be  returned  to  such  revolving  fund.  . 

“(2)  Glass  ft  steek  shaft  have  a  par  value  ef  &fi  per  ©bare  and  may  he  looued  ofdy 
production  eredit  associations  in  series  and  amounts  approved  by  the  Eaip 
Credit  Adminintratiom  Seek  steek  shall  he  issued  only  at  par  and  may  be 
transferred  t©  another  production  eredft  association  with  the  approval  ef  the 
isouim*  bank.  Whenever  a  bank  has  no  class  A  stock  outstanding  it  may  pay 
like  dividends  on  elaes  ft  steek  and  participation  certificates  in  an  amount  not  to 
exceed  5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Defends 
en  elass  ft  steek  and  participation  certificates  shall  not  be  cumulate.  ffithm 
eivtv  days  after  the  effective  date  ©f  the  Farm  Gredit  Aet  ef  the  production 

rrrriit,  associations  shall  subscribe  te  elass  ft  steek  in  the  banks  m  an  aggregate 
nmo.,,rt  tettpu  centum  ef  the  total  amount  ef  elass  A  steek  m  all  banks. 

guc]1  rcc|uircd  amount  ef  subscriptions  shad  be  allotted  among  the  several  dist  ricts 
theprepertien  that  the  average  amount  ef  the  bankG  leans  te  anddiscount5 
for  the  product  ion  credit  associations  ef  the  dietriety  outstanding  during  the 
immediately  preceding  five  fiseal  ycarsy  is  ef  the  average  ef  sueh  loans  and  dis¬ 
counts  ef  ad  hanks  outstanding  during  sneh  five-year  periods  The  amennt  ee 
ftp0t4ed  te  eaefi  diotriet  efiad  be  further  adetted  te  each  production  credit,  asseeur- 
tien  en  the  basis  ef  the  proportion  that  its  average  indebtedness  Goans 
counts}  te  the  bank  during  the  bnmediateiy  preceding  five 

average  ef  sneh  indebtedness  ef  ad  produeften  credit  associations  te  Gie  bank 
during  sneh  five-year  period.  Eaefi  production  eredit  association  sh  d  subscribe 
*©  elass  ft  steek  in  the  bank  ef  the  district  m  the  amount  so  allotted  te  iG  Ene- 
ftded  ef  the  pnrebase  price  ef  sueh  steek  subscription  shad  be  paid  at  th etune  ef 
aaeh  subsoriptienr  one  third  shad  he  paid  within  one  year  after  the  effective  date 
ef  said  AeG  and  the  balance  shad  be  paid  within  two  years  after  sneh  effective 
date.  £ueh  ejese  ft  steek  shad  he  issued  as  payment©  therefor  are  made.  Any 
nrndnetirm  credit  assoeiatien  chartered  after  the  effective  date  ef  the  Farm 
rvr4if,  ef  i-Qgg  shad  thereupon  purchase  class  ft  stock  m  tke  bank  m  the 
ftflfteent  ef  &5y09fiy  and  sueh  amount  shad  be  adjusted  at  the  end  Zc;n,r! 

thereafter  te  an  amount  determined  hy  applymg  te  its  average  ii^Ptemreesre 
the  bank  during  sneh  five  year  period  tke  same  percentage  as  the  pcrc enrage 
which  the  hfitiai  euhseriptiefts  ef  .ether  preduetien  eredit  ***** atiens 
their  indebtednessy  as  provided  m  tins  subocctien .  Provided-;  ™!’  proven 

shad  net  apply  te  any  association  owning  steek  m  the  bank  m  sueh  required 
nmr,,.n1-  M  ef  mcrgef_  conaolidatiom  er  reorganization  ef  ene  or  mere 

eegeeiefieee.  After  all  class  A  stock  has  been  retired,  the  bank  may  retire  elaes 
ft  efeefe  af  par  and  participation  certificates  at  face  amount  under  policies  estab- 
lished  by  the  Farm  Credit  Administration.  Glass  ft  steek  and  participation 
Participation  certificates  shall  be  retired  without  preference  and  in  such  manner 
that  the  oldest  outstanding  stock  er  certificates  at  any  given  tame  will be Retired 
first.  In  case  of  liquidation  or  dissolution  of  any  production  credit  association 
or  other  financing  institution,  the  steek  er  the  participation  certificates  of  the  bank 
owned  by  such  association  or  institution  may  be  retired  by  the  bank  at  the  fair 
book  value  thereof,  not  exceeding  par  or  face  amount,  as  th«  fase  may  be. 

i«(b)  Lien  on  Steek  and  Participation  Certificates.— -Each  Fedeiab inter¬ 
mediate  credit  bank  shall  have  a  first  lien  en  ad  steek  in  tke  bank  owned  by  eaek 
production  credit  assoeiatien  and  on  all  participation  certificates  owned  by 
production  credit  associations  and  other  financing  institutions  as  additional 
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collateral  for  any  indebredness  of  the  holders  thereof  to  the  bank:  Provided, 
That  the  bank  shall  make  no  loan  or  advance  on  the  security  of  its  own  steel*  ee 
participation  certificates.  In  any  case  where  the  debt  of  a  production  credit 
association  or  other  financing  institution  is  in  default,  the  bank  may  retire  and 
cancel  all  or  a  part  ef  the  eteeh  e#  the  hank  field  by  the  aaaociatie»  or  of  the 
participation  certificates  held  by  the  production  credit  associations  or  the  other 
financing  institution  at  the  fair  book  value  thereof,  not  exceeding  par  or  face 
amount,  as  the  case  may  be,  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  to  read  as  follows : 


"APPLICATION  OF  EARNINGS 

“Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year,  each 
Federal  intermediate  credit  bank  shall  determine  the  amount  of  its  net  earnings 
after  paying  or  providing  for  all  operating  expenses  (including  reasonable  valua¬ 
tion  reserves  and  losses  in  excess  of  any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows:  (1)  To  the  restoration  of  the  amount  of  the  impair¬ 
ment,  if  any,  of  capital  stock  and  participation  certificates,  as  determined  by  its 
board  of  directors;  (2)  to  the  restoration  of  the  amount  of  the  impairment,  if 
any,  of  the  surplus  account  established  by  this  subsection,  as  determined  by  its 
board  of  directors;  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used  to 
create  and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  outstanding 
capital  stock  and  participation  certificates  of  the  bank;  (4)  if  said  bank  shall 
have  outstanding  capital  stock  held  by  the  United  States  during  the  whole  or 
any  part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a  franchise 
tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not  exceeding, 
however,  a  rate  of  return  on  such  Government  capital  calculated  at  a  rate  equal 
to  the  computed  average  annual  rate  of  interest  on  all  public  issues  of  public  debt 
obligations  of  the  United  States  issued  during  the  fiscal  year  of  the  United  States 
Treasury  ending  next  before  such  tax  is  due,  as  certified  to  the  Farm  Credit  Admin¬ 
istration  by  the  Secretary  of  the  Treasury;  (5)  dividends  on  efites  B  stock  and 
participation  certificates  may  be  declared  as  provided  in  section  205  (a)  of  this 
Act;  and  (6)  any  remaining  net  earnings  shall  be  distributed  as  patronage  refunds 
as  provided  in  subsection  (b)  of  this  section.  Notwithstanding  the  provisions  of 
item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the  sum  of  the  surplus 
and  the  reserve  account  of  any  bank  is  less  than  its  outstanding  capital  stock  and 
participation  certificates,  the  bank  shall  continue  to  apply  such  25  per  centum 
of  its  net  earnings  to  the  reserve  account  until  the  sum  of  the  surplus  and  the 
reserve  account  is  equal  to  its  outstanding  capital  stock  and  participation  cer¬ 
tificates.  Each  bank  shall,  on  the  effective  date  of  the  Farm  Credit  Act  of  1956, 
establish  a  surplus  account  consisting  of  its  earned  surplus  account,  and  its  reserve 
for  contingenciesT  and  the  surplus  of  the  production  credit  corporation  transferred 
te  the  bank*  No  part  of  such  surplus  of  any  bank  shall  be  distributed  as  patronage 
refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year  after  providing  for  all  operat¬ 
ing  expenses  (including  reasonable  valuation  reserves  and  losses  in  excess  of  any 
such  applicable  reserves),  such  loss  shall  be  absorbed  by:  First,  charges  to  the 
reserve  account;  second,  charges  to  surplus  other  than  that  transferred  from  the 
production  credit  corporation  of  the  district-;  third,  charges  to  surplus  transferred 
from  the  production  credit  corporation  of  the  district;  fourth,  the  impairment  of 
class  -B  stock  aad  participation  certificates;  and  fifth-  fourth,  the  impairment  of 
class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end  of  its  fiscal  year  a  Federal 
intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  refunds  declared 
for  that  year  shall  be  paid  in  class  B  stock  to  production  credit  associations  a»4 
in  participation  certificates  ^  Production  Credit  Associations  and  to  other  financing 
institutions  borrowing  from  or  rediscounting  with  the  bank  during  the  fiscal  year 
for  which  such  refunds  are  declared.  The  recipients  of  such  patronage  refunds  shall 
not  be  subject  to  Federal  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal 
year  a  Federal  intermediate  credit  bank  has  no  class  A  stock  outstanding,  patron¬ 
age  refunds  declared  for  that  year  may  be  paid  in  such  class  B  stock  and  participa¬ 
tion  certificates  or  in  cash  as  determined  by  the  bank.  All  patronage  refunds  shall 
be  paid  in  the  proportion  that  the  amount  of  interest  earned  by  the  bank  on  its 
loans  to  and  discounts  for  each  production  credit  association  or  other  financing 
institution  bears  to  the  total  interest  earned  by  the  bank  on  all  such  loans  and 
discounts  outstanding  during  the  fiscal  year.  Each  participation  certificate  issued 
in  payment  of  patronage  refunds  shall  be  in  multiples  of  $5  and  shall  state  on  its 
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face  the  rights,  privileges,  and  conditions  applicable  thereto.  Patronage  refunds 
shall  not  be  paid  to  any  other  Federal  intermediate  credit  bank,  or  to  any  Federal 
land  bank  or  bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution.  In  the  case 
of  liquidation  of  dissolution  of  any  Federal  intermediate  credit  bank,  after  the 
payment  or  retirement,  as  the  case  may  be,  first,  of  all  liabilities;  second,  of  all 
class  A  stock  at  par;  third,  of  ttH  etess  ©  stock  at  par  and  all  participation  certi¬ 
ficates  at  face  amount;  any  surplus  established  pursuant  to  subsection  (a)  of  this 
section  shall  be  paid  to  the  holders  of  class  A  and  elaee  ©  seek  -participation 
certificates  pro  rata,  and  any  remaining  assets  shall  be  distributed  to^the  holders 
e#  eiaos  b  steek  aad  the  holders  of  participation  certificates  pro  rata. 

Sec  104  (a)  Section  201  (b)  of  the  Federal  Farm  Loan  Act,  as  amended,  is 

hereby  amended  by  adding  at  the  end  thereof  the  following  sentence:  “The 
directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct  of  the  business 

of  the  banks.”  ,  ,  „  T  .  ,  ,  ,  .  ,  , 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 

amended  to  read  as  follows:  ,  ,  ,  ,  ,  ,  , 

“Sec  202  (a)  The  Federal  intermediate  credit  banks,  when  chartered  and  estab¬ 
lished  shall  have  power,  subject  solely  to  the  restrictions,  limitations,  and  condi¬ 
tions  contained  in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Adminis¬ 
tration  not  inconsistent  with  the  provisions  of  this  Act — 

“(1)  to  discount  for,  or  purchase  from,  any  production  credit  association 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  and  any  other 
financing  organization  meeting  the  bank’s  requirements  with  its  endorsement, 
any  note,  draft,  or  other  such  obligation  presented  by  such  association;  and 
to  make  loans  and  advances  to  any  such  association  secured  by  such  collateral 
as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Administration;^ 

“(2)  to  dkjeeuut  fur?  or  purchase  from?  any  at rrl^/i'.xctocliGoan 

Lmpanv-  savings  inatitwtieB?  credit  uufea?  and  any  asaoeiatioft  of  agricultural 
producers  engaged  in  the  making  of  loans  to  farmers  and  ranchers?  with  its 
endorsement,-  any  note?  draft?  or  other  sneh  obligation  the  proceeds  of  whieh 
have  been  advanced  or  need  in  the  first  instance  for  any  agricultural 
including  the  breeding?  raising?  fattening?  or  marketing  of  hvestoea?  ana  to 
make  loans  and  advances  to  any  saehfinancmg  institution  secured  by  sneh 
eoUateral  as  mav  be  approved  by  the  Governor  of  the  ©arm  Credit  Adminis¬ 
tration'  -Provided-  -That  no  sneh  loan  or  advanee  shall  be  made  upon  the  ee- 
euritv  eoUateral  other  than  notes  or  ether  sneh  obligations  of  farmers  and 
ranehers  eligible  for  discount  or  purchase  under  the  provisions  et  this  section; 
unless  sneh  loan  or  advanee  is  made  to  enable  the  financing  institution  to 
make  or  earrv  loans  for  any  agricultural  purpose?  and  ,  .  .  , 

“i qx  (2)  to  make  loans  to  and  discount  paper  for  any  other  federal  mtei- 
mediate  credit  bank,  any  Federal  land  bank,  or  any  bank  for  cooperatives 
organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms 
and  at  rates  of  interest  or  discount  approved  by  the  Farm  Credit  Adminis- 

(c^Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended  by 

changing  the  word  “three”  to  the  word  seven  .  ,  .  ,  ,  ra 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is  amended  to 

^  “Sec  f 204.  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit  bank 
shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors  of  the  bank 
shall  from  time  to  time  determine  with  the  approval  of  the  Farm  Credit  Admin  s 
tration  but  the  rates  charged  financing  institutions  other  than  production  credit 
associations  shall  be  the  same  as  those  charged  production  credit  associations, 
(ei  Section  204  (b)  of  the  Federal  Farm  Loan  Act  is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby  amended 
bv  inserting  in  paragraph  “Seventeenth”,  after  the  words  Federal  land  banks  , 
a  comma  and  the  words  “to  Federal  intermediate  credit  banks  or  to  banks  for 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as  amended,  • 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended 

t0  “Sec  &2  f  ThToovernor  of  the  Farm  Credit  Administration,  hereinafter  in  this 
Act  referred  to  as  the  ‘Governor’,  is  authorized  and  directed l  to ^gajjize >  and garter 
twelve  banks  to  be  known  as  ‘banks  for  cooperatives  .  One  such  bank  shall  he 
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established  in  each  city  in  which  there  is  located  a  Federal  land  bank.  The  mem¬ 
bers  of  the  several  farm  credit  boards  of  the  farm  credit  districts  provided  for  in  sec- 
tion  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  shall  be  ex  officio  the  directors 
of  the  respective  banks  for  cooperatives.  Such  directors  shall  have  power,  subject 
to  the  approval  of  the  Governor,  to  employ  and  fix  the  compensatoin  of  such  officers 
and  employees  of  such  banks  as  may  be  necessary  to  carry  out  the  powers  and 
duties  conferred  upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  from  the 
first  sentence  the  words  “the  production  credit  corporations  and”  and  by  striking 
from  the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by.  changing  “$120,000,000”  in  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by 
striking  from  subsection  (b)  thereof  the  words  “the  production  credit  corporations 
ancT  /aP  by  ?h?nSing  “$40,000,000”  in  subsection  (e)  thereof  to  “$100,000,000”; 
aiT  (4)  by  striking  from  subsection  (e)  thereof  the  words  “and/or  paid-in  surplus”! 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  to  read 
as  follows: 

“investment  by  governor  in  stock  of  production  credit  associations 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production  credit 
association  in  such  amounts  as  he  determines  are  required  to  meet  the  credit  needs 
of  farmers  in  the  area  served  by  such  association.  Payments  for  such  stock 
purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  authorized 
by  section  5  (a)  of  this  Act  and  such  stock  shall  be  held  by  him  on  behalf  of  the 
United  States.  The  Governor  may  at  any  time  require  any  production  credit 
association  to  retire  and  cancel  any  class  A  stock  held  bv  him  in  such  association 
if,  in  his  judgment,  the  association  has  resources  available  therefor,  and  the 
proceeds  of  such  stock  retirements  shall  be  paid  into  such  revolving  fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is  amended  by  changing  the 
fourth  sentence  to  read  as  follows:  “Such  articles  shall  be  signed  by  the  individuals 
uniting  to  form  the  association  and  a  copy  thereof  shall  be  furnished  to  the 
Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1) 
by  striking  from  the  first  sentence  the  words  “production  credit  corporations” 
and  substituting  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by  deleting 
the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  “Federal  intermediate  credit  bank.” 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
changing  the  first  sentence  to  read  as  follows:  “Each  production  credit  association 
shall,  under  such  rules  and  regulations  as  may  be  prescribed  by  the  farm  credit 
board  of  the  district  with  the  approval  of  the  Farm  Credit  Administration,  invest 
its  funds  and  make  loans  to  farmers  for  general  agricultural  purposes  and  other 
requirements  of  the  borrowers”;  (2)  by  deleting  the  second  sentence;  (3)  by  striking 
from  the  third  sentence  the  word  “corporation”  and  inserting  in  lieu  thereof  the 
words  -Federal  immediate  eredit  feanlU-  “Farm.  Credit  Administration' and  (4) 
by  changing  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon  and 
adding  the  following:  “Provided,  That  an  association  may,  under  rules  and  regula¬ 
tions  issued  by  the  Farm  Credit  Administration,  make  loans  to  any  class  B 
stockholder  secured  by  warehouse  receipts  covering  agricultural  commodities 
stored  in  bonded  warehouses  without  the  purchase  of  additional  class  B  stock.” 

(j)  Section  34  of  the  harm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks.” 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  hereby  amended 
by  adding  before  the  semicolon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks.” 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
striking  from  the  first  sentence  the  words  “the  production  credit  corporations,”: 
(2)  by  striking  from  the  second  sentence  the  words  “association,  or  corporation’ ’ 
and  substituting  in  lieu  thereof  the  words  “or  association”;  and  (3)  by  striking 
from  the  third  sentence  the  words  “production  credit  corporation  or”,  “or  corpora¬ 
tion”,  and  “corporation  or”,  wherever  they  appear  therein. 
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(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is  amended  (1)  by  striking  from 
the  first  sentence  the  words  “production  credit  corporation  ;  and  (2)  by  striking 
from  the  second  and  third  sentences  the  words  association,  or  corporation  , 
wherever  they  appear  therein,  and  substituting  in  lieu  thereof  the  words  or 

^(nTtertion  62  of  the  Farm  Credit  Act  of  1933,.  as  amended,  is  amended  by 
striking  out  the  words  “production  credit  corporations,  •  ,  .  .  , 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 

striking  from  the  first  sentence  the  words  “the  production  credit  corporations,  ; 
(■21  bv  striking  from  the  first  and  second  sentences  the  words  associations,  or 
corporations”  and  “associations,  and  corporations,”  and  substituting  in  lieu  thereof 
the  words  “or  associations”  and  “and  associations,  ,  respectively ,  a  (  )  y 
changing  the  last  sentence  to  read  as  follows:  The  exemption  provided  herein 
shall  not  apply  with  respect  to  any  production  credit  association  or  its  property 
or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has  been  retired  or 
with  respect  to  any  bank  for  cooperatives  or  its  property  or  income  after  the  stock 
held  in  it  by  the  United  States  has  been  retired.  _  .  ,  ,  * 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  amended  (1)  by 
striking  out  the  words  “production  credit  corporation,  ;  and  (2)  by  striking  out 
the  words  “association  or  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting  in  lieu  thereof  the  words  “or  association  . 

fol  Section  86a  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

Sec  106  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended  is  amended 
(1)  by  striking  from  subsection  (d)  (2)  (B)  the  words  “production  credit  corpora¬ 
tion  of  the  district”  and  substituting  in  lieu  thereof  the  words  Governor  of  the 
Farm  Credit  Administration”;  and  (2)  by  striking  from  subsection  (h)  the  woids 

“P(b)dUS<etctk>nr6doif  the^Sm  Credit  Act  of  1937  is  amended  (1)  by  striking  from 

the  first  sentence  of  subsection  (a)  the  words  “P^d^ction  credit  corporation 

(21  bv  striking  from  the  third  sentence  of  subsection  (a)  the  word  ttnee  ,  J 

bv  striking  from  the  first  sentence  of  subsection  (b)  the  words  “the  bank  for 

cooperatives  and  the  production  credit  corporation  and  substituting  in  lie 

thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4)  by  striking  from  the 

last  sentencrof  subsection  (b)  the  words  “production  credit  corporation, 

last  sentence  o  s^d  ^  g  ^  Farm  Credit  Act  of  1853  is  amended  by  striking 

out  the  words  “production  credit  corporation”,  wherever  theyappear  there  , 
and  substituting  in  lieu  thereof  the  words  ^Federal  intermediate  credit  banfe- 

“ District  Farm  Credit  Administration  amended 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  1953  is  amended 

t0  “f a)d  An v*  other  provisions  of  law  to  the  contrary  notwithstanding,  after  the 
effective  date  of  this  Act  any  production  credit  association  may,  with  the  approval 
of  the  Farm  Credit  Administration,  issue  nonvoting  preferred  stock,  to  be  known 

of  the  Farm  Credit  Administration)  by  the  holders  thereof  in  peison  oi  v  P  o- 
and  by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of  c^ss  B  tock 
of  the  association  by  the  holders  thereof  in  person  orbyproxyandor 
hnlHprs  of  class  A  stock  (other  than  the  Governor  of  the  1  arm  Ureaii  * 

Act^f^S^a^amen^ed,1  mnf  th^jmoceeds^frm^th^retirement  of  any  such  stock 

ShSEC>ei08ld  Section*^  1° of  ^he  Department  of  Agriculture  Organic  Act  of  1944^ 
as  amended  is  hereby  amended  (1)  by  striking  from  subsection  (»)  «»  words 
“production  credit  corporations,”  wherever  they  appear  therein ^  and  word 

credit  corporation  holds  stock  . 
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TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201  (a)  The  Government  Corporation  Control  Act,  as  amended,  is  amended 

Prnrn  ?.tnkl£g  jr-<?n^seotlon  .101  the  words  “Federal  Intermediate  Credit  Banks- 

StoSr  “ Sv^the0 wnr°^at'°E ^  ’  12t  FV  ins('rting  in  section  201  immediately 
iouowmg  (3)  the  words  “Federal  Intermediate  Credit  Banks,  (4)”-  (3)  bv 

aid  30n3g  2 f1™20,1  to  “(g).";  and  (4)  by  striking  from  sections  302 
an“  “7  the  ^oids  production  credit  corporations,” 

ma(vuUH/e%he1reSiVfe  datu  0f  tllis  Act’  the  Federal  intermediate  credit  banks 
1  +  • eJI  ?unds  for  administrative  expenses  without  regard  to  the  limita- 

SiS;  any  0ther  Act  0f  CongreSS  "he  expenditure^of 

SeVicnth. of  section  5136  of  the  Revised  Statutes  as  amended  is 
“Fp,WU  I  by  sorting  m  next  to  the  last  sentence  immediately  before  the  words 

of  them  n??w-LoaH  ?o^kS  \the  words  “thirteen  banks  for  cooperatives  or  any 
wtf?1  °r  ’  aYd  ¥  by  changing  the  last  sentence  to  read  as  follows:  “The 
limitations  and  restrictions  herein  contained  as  to  dealing  in  and  underwritino- 

B-mk* fifrntRSeCUri+ieS  +ShaU  no,t  apply  to  obligations  issued  by  the  International 
nurchnle  hveCOnS^UCt!°K  a,ndf  DeveloPment  which  are  at  the  time  eligible  for 

sha^hold^bhcraSn^i  f°r  account:  Provided,  That  no  association 

™!!w„  obligations  issued  by  said  bank  as  a  result  of  underwriting,  dealing  or 
p  rchasing  for  its  own  account  (and  for  this  purpose  obligations  as  to  which  it  is 
under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total  amount  exceeding 

and  lO  dot  PT  C'e,lt,Im  of  .Its  capital  stock  actually  paid  in  and  unimpaired 

aiiu  lu  per  centum  of  its  unimpaired  surplus  fund.” 

enactment.”  ^  ThiS  ACt  Sha11  become  effective  on  January  1  next  following  its 
(C  PurP°ses  of  applying  the  amendment  in  section  103  of  this  Act  that 

to  be  l  separate  SVye^™^118  ^  effeCtiV°  date  °f  this  Act  sha11  be  d^emed 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  application  thereof  to  anv 
' or  circumstance,  is  held  invalid,  the  remainder  of  the  Act,  and  the  applica- 
thereby.  Provlslons  to  other  persons  or  circumstances,  shall  not  be  affected 

AbmenHe+higH+it0  alter  amend,  or  repeal  this  Act  is  hereby  expressly  reserved, 
ortvidf  for  r.  !lS°  af  t0r  r7ad:  To  bquidate  production  credit  corporations;  to 
blnksd  tof  nrnv^  f  nt  °f  government  capital  in  Federal  intermediate  credit 
purposes  ”P  d  f  suPervision  of  production  credit  associations;  and  for  other 

Senator  Holland.  Next  is  Mr.  J ames  Crouch. 

STATEMENT  OP  JAMES  CROUCH,  SECRETARY,  10TH  FARM  CREDIT 
DISTRICT  PRODUCTION  CREDIT  ASSOCIATIONS  COMMITTEE 
BURLESON,  TEX. 

Tn)lr'  Crouch.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  am 
James  Crouch,  of  Burleson,  Tex.  I  have  been  a  member  of  the  Step- 
henville  Production  Credit  Association  since  1945,  on  the  board  of  di¬ 
lectors  of  this  association  since  1949,  now  vice  president  of  this  board, 

Committember  and  SeCretary  of  the  10th  Farm  Credit  District  PCA 

I  operate  a  dairy  and  general  farm  near  Burleson,  Tex.,  and  my 
father  was  one  of  the  early  users  of  production  credit,  being  one  of 
* w*iom  the  system  saved  during  the  depression. 

1  he  10th  district  PCA  committee  has  met  many  times  during  the 
past  year  to  represent  the  associations  in  our  disrtict,  and  in  more 
recent  months  to  consider  proposed  farm-credit  legislation. 

lPpf^aXeennm°ATM;YChi  °i  this  year’ the  committee  as  a  whole  se- 

l!lt  f  clJairman>  Mr-  J-  B-  Chambers,  and  my¬ 

self,  to  represent  the  PCA’s  of  the  10th  district  at  this  hearing.  Mr. 

Northcutt  and  Mr.  Chambers  were  not  able  to  attend  at  this  time. 
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It  is  a  pleasure  to  appear  before  you  and  express  the  desires  of  the  36 
production  credit  associations  in  the  10th  Farm  Credit  District  con¬ 
cerning  S.  3564  and  identical  bills,  which  would  combine  the  produc¬ 
tion  credit  corporations  and  Federal  intermediate  credit  banks  into 
1  organization,  and  to  provide  a  means  by  which  this  institution  could 
become  wholly  farmer  owned. 

The  associations  of  the  10th  district  have  had  a  desire  for  several 
years  to  own  these  two  organizations  and  have  not  changed  our  views 
m  this  matter. 

Our  district  was  divided  in  opinions  regarding  section  201  of  the 
bill,  which  became  the  Farm  Credit  Act  of  1955,  to  the  extent  that 
further  unity  within  the  district  appeared  doubtful. 

We  are  now  convinced  that  deletion  of  section  201  of  that  bill  was 
justified  to  the  extent  that  we  have  been  able  to  iron  out  most  of  our 
differences  and  become  more  unified  in  our  line  of  thinking. 

In  August  of  1955,  the  Federal  Farm  Credit  Board  held  a  hearing 
in  Houston,  Tex.,  which  was  attended  by  representatives  of  all  36  as¬ 
sociations  and  most  OFI's  of  the  district. 

The  purpose  of  this  hearing  was  to  give  every  association  and  OFI’s 
an  opportunity  to  express  their  views,  and  these  views  to  be  used  by 
the  F ederal  Board,  along  with  the  opinions  of  all  other  districts  in  the 
development  of  legislation  more  nearly  representing  the  desires  of  the 
farmers  using  short-term  credit. 

In  November  of  1955  the  Federal  Board  held  a  similar  meeting  in 
Houston,  at  which  time  a  proposed  bill  was  presented  that  resulted 
from  the  earlier  hearings.  We  realize  that  this  new  bill  could  not  be 
exactly  as  each  individual  wished  and  that  it  would  of  necessity  repre¬ 
sent  majority  thinking. 

After  detailed  explanation  of  the  proposed  bill  and  lengthy  discus¬ 
sions,  we  realized  that  the  Federal  Board  had  done  a  masterful  piece 
of  work  that  we  concluded  was  fair  to  everyone  concerned. 

At  the  conclusion  of  this  hearing  every  PCA  in  this  district  went 
on  record  supporting  the  proposed  bill  and  desired  that  the  10th  dis¬ 
trict  be  represented  as  100  percent  in  favor  of  it.  Minor  changes  in 
the  bill  since  that  time  have  made  no  difference  in  this  position  as  ex¬ 
pressed  at  our  recent  meeting  of  the  district  committee. 

The  OFI’s  of  the  10th  district  have  consistently  opposed  the  wishes 
of  the  PCA’s  on  legislative  matters  pertaining  to  the  FICB’s  and 
PCC’s.  Becommendations  made  by  the  OFI’s  were  of  such  nature 
that  we  could  conclude  only  that  they  actually  did  not  want  any  change 
made  in  the  present  setup,  and  wanted  to  eliminate  all  supervision  that 
has  been  vital  to  past  development  of  the  PCA  system. 

Last  year  they  opposed  that  part  of  section  201  of  the  Farm  Credit 
Act  of  1955  that  pertained  only  to  PCA’s.  Now  they  are  opposing 
the  purchase  of  the  FICB’s  by  the  users  of  that  institution. 

We  believe  that  the  proposed  Farm  Credit  Act  of  1956  deals  more 
than  justly  with  the  OFI’s  and  others  discounting  with  the  FICB’s 
because  they  are  not  required  to  make  any  form  of  initial  payment  yet 
have  full  access  to  us  of  the  bank  on  the  same  terms  as  PCA’s,  and  will 
participate  in  any  dividends  the  same  as  if  they  were  stockholders. 
We  fail  to  find  any  part  of  this  bill  that  could  be  construed  as  detri¬ 
mental  to  any  user  of  the  bank. 

76921—5,6 - 12 
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The  10th  Farm  Credit  District  PCA  committee  unanimously  re¬ 
quests  and  urges  prompt  passage  of  S.  3564  or  an  identical  bill,  in 
order  to  relieve  the  unsettled  conditions  in  our  district  and  in  others. 

Senator  Holland.  I  have  sketched  through  your  statement.  I 
know  that  you  are  strongly  supporting. 

Mr.  Crouch.  Just  exactly. 

Then  I  would  like  to  make  a  statement  in  regard  to  S.  3699. 

Senator  Holland.  All  right,  sir. 

Mr.  Crouch.  This  bill  in  regard  to  S.  3699. 

Senator  Holland.  What  is  that  bill  ? 

Mr.  Crouch.  That  has  been  introduced.  Our  committee  of  the  10th 
district  has  discussed  this  matter  in  the  past. 

Senator  Holland.  You  mean  the  permitting  of  a  manager  for  one 
of  the  Farm  Credit  Administration  units  to  serve  as  a  member  of  the 
board  of  directors  of  any  other  unit  ? 

Mr.  Crouch.  Yes,  sir.  We  would  be  in  very  bitter  opposition  to 
that. 

Senator  Holland.  In  other  words,  you  think  that  managers  should 
not  be  allowed  to  serve  ? 

Mr.  Crouch.  Should  not  be  permitted  to  serve. 

Senator  Holland.  Thank  you,  sir. 

Mr.  Crouch.  And  we  would  be  in  bitter  opposition  to  this  bill  as 
submitted  by  the  Budget  Bureau,  too. 

Senator  Holland.  On  the  principal  matter  ? 

Mr.  Crouch.  Yes,  sir. 

Senator  Holland.  In  other  words,  you  are  favoring  S.  3564  ? 

Mr.  Crouch.  Yes,  sir. 

Senator  Holland.  And  you  are  opposing  S.  3699  ? 

Mr.  Crouch.  Yes,  sir. 

Senator  Holland.  And  you  are  acting  for  the  whole  group  of  as¬ 
sociations  mentioned  in  your  statement? 

Mr.  Crouch.  Yes,  sir. 

Senator  Holland.  Thank  you  very  much. 

Gentlemen,  I  am  sorry;  there  is  a  quorum  call.  I  will  have  to  ask 
to  be  excused  until  I  can  get  back  here.  It  may  be  quite  a  little  while. 
I  hope  you  will  bear  with  me. 

If  you  can  arrange  to  submit  statements  which  do  not  mention  what 
has  already  been  covered,  that  will  be  satisfactory  and  that  will  ex¬ 
pedite  the  hearing. 

( Recess. ) 

Senator  Holland.  Mr.  Roy  Davis. 

STATEMENT  0E  ROY  B.  DAVIS,  MANAGER,  PLAINS  COOPERATIVE 

OIL  MILLS,  LUBBOCK,  TEX. 

Mr.  Davis.  Mr.  Chairman,  I  do  not  have  a  prepared  statement  to 
submit  and  I  will  make  mine  pretty  brief  because  I  know  everything 
has  been  covered. 

I  am  Roy  B.  Davis,  manager  of  the  Plains  Cooperative  Oil  Mills, 
of  Lubbock,  Tex. 

I  own  a  small  farm  and  am  a  director  of  the  10th  district  at  Houston. 
I  want  to  say  in  the  beginning  that  I  heartily  endorse  and  our  board 
has  endorsed  this  Federal  Farm  Board  bill  highly,  S.  3564. 
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We  think  the  consolidating  of  the  credit  bank  and  the  corporation 
will  be  good,  be  good  from  the  grassroots  up. 

We  think  that  it  needs  to  have  that  integration  that  it  takes  that 
can  best  be  had  in  a  consolidated  unit.  We  think  too  that  it  will  tend 
to  a  make  a  little  bit  more  harmony.  We  find  that,  as  times  get  a  little 
bit  rough,  we  are  sort  of  divided. 

Some  fellows  think  we  ought  to  pass  on  the  loan  and  approve  it; 
some  think  we  should  not.  So  we  believe  when  it  all  gets  under  1  roof, 
where  the  responsibility  is  with  1  man,  that  there  will  be  more  har- 
mony  and  the  borrower  will  be  served  best. 

We  think,  too,  that  in  due  time  the  production  credit  of  a  consoli¬ 
dated  bank  can  and  will  handle  a  greater  part  of  the  short-term 
credit  than  it  does  now,  so  I  want  to  say  we  are  heartily  in  favor. 

There  is  one  question  that  bothers  me  in  it,  and  that  is  the  OFI  s. 

To  my  way  of  thinking  it  would  probably  be  better  for  the  bor¬ 
rowers  of  short-term  credit  if  the  Farm  Credit  Administration  would 
lay  down  the  qualifications  whereby  OFI  could  become  a  cooperative 
unit,  and  if  it  met  those  qualifications  and  if  it  operated  within  the 
rules  and  regulations  as  laid  down  by  Farm  Credit,  that  they,  too, 
should  become  a  voting  member. 

4Ve  personally,  I  have  observed  that  there  is  always  room  tor  any 
good  credit  lending  agency  to  the  producer  if  it  is  soundly  financed 
and  soundly  managed  and  if  it  is  operating  to  the  producer’s  interest. 
So  I  think  there  is  room  for  it.  I  have  noticed,  too,  among  the  OFI’s 
that  they  tend  to  sort  of  have  what  I  would  call  commodity  or  special 
financing.  There  is  some  financing  that  fits  better  the  cattleman,  some 
on  dairy,  some  on  rice,  and  so  forth,  and  they  seem  to  fit  in  those  cate¬ 
gories  and  possibly  have  a  place.  _  .  . 

But  certainly  if  they  were  to  enjoy  the  privileges  of  membership, 
they  should  also  be  qualified  and  they  should  assume  the  responsi¬ 
bilities  of  it. 

I  believe  if  those  things  are  done,  particularly  if  they  were  given  an 
opportunity  to — I  am  afraid  without  it  that  there  may  be  some  fear  on 
the  part  of  the  OFI’s  that  they  are  being  discriminated  against,  and 
so  forth,  so  I  would  raise  the  question  and  ask  the  committee  to  give 
consideration  to  that  point. 

Other  than  that  I  do  not  believe  I  have  anything  to  add  that  has  not 

been  covered.  . 

Senator  Holland.  Thank  you  very  much,  sir.  I  believe  that  I 

have  no  questions. 

Mr.  Davis.  Thank  you,  sir. 

Senator  Holland.  Thank  you,  Mr.  Davis. 

Mr.  Watkins  Johnston.  Mr.  Leonard  Read  ? 


STATEMENT  BY  LEONARD  E.  READ,  JR.,  MANAGER,  CALIFORNIA 
COTTON  CREDIT  CO.,  LOS  ANGELES,  CALIF. 

Mr.  Read.  Thank  you,  Mr.  Chairman.  .  . 

My  name  is  Leonard  Read.  I  represent  an  OFI,  California  C  otton 
Credit  Co.,  with  offices  in  Los  Angeles  and  Fresno,  Calif.,  and  L  uma, 
4.1*12 

I  also  speak  on  behalf  of  three  OFI’s  in  the  Berkeley  District  who 
were  unable  to  be  present  at  this  hearing,  namely :  California  Cattle 
Security  Co.,  Ltd.  of  Glendale,  Calif. ;  Producers  Cotton  Credit  Co. 
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of  Phoenix,  Ariz. ;  and  J.  G.  Boswell  Farm  Loan  Co.  of  Los  Angeles. 

With  your  permission  I  would  like  to  digress.  I  am  sorry  that 
Governor  Tootell  is  not  here.  I  would  like  to  say  as  an  OFI  member, 

I  felt  rather  maligned  the  other  day  in  part  of  Lis  testimony  regard- 
ing  two  remarks  that  were  made,  one  that  the  OFI’s  take  only  loans 
on  which  a  profit  can  be  realized,  and  No.  2,  that  our  loans  are  mainly 
large  and  of  a  gilt-edged  nature  and  sort  of  the  cream  off  the  top,  so  to 
speak,  the  inference  being  that  we  leave  the  poor  loans,  the  sorrv  ones, 
for  the  PCA’s. 

Regarding  the  first,  I  merely  would  like  to  ask  when  has  profit 
been  suspect  ? 

Whether  you  call  it  a  net  margin  or  savings  or  what  have  you,  it  is 
still  a  reauirement  for  sound  business  operation  and  growth.' 

PCA’s  need  a  profit  to  prosper  and  flourish. 

In  regard  to  the  second,  I  would  like  to  ask  the  Governor  if  he  knows 
anything  about  this  history  of  our  company  that  went  broke  in  the 
early  thirties. 

It  was  several  of  those  large  gilt-edge  loans  that  did  it.  It  not  only  ( 
took  down  the  financing  company,  it  took  the  parent  company  with  it. 

If  he  will  inspect  our  company’s  loan  portfolio,  he  will  find  loans 
ranging  from  $500  to  $140,000  with  the  largest  percentage  of  which, 
as  these  difficult  times  have  created,  they  are  of  a  very  marginal 
character. 

I  wanted  to  express  to  him  that  if  that  was  the  cream,  then  maybe 
I  was  in  the  sour  cream  and  cheese  business  instead  of  the  loan 
business. 

Gentlemen,  I  wish  to  offer  testimony  opposing  the  bill  before  this- 
committee. 

The  OFI’s  in  the  Berkeley  District  account  for  35  to  40  percent  of 
the  Federal  Intermediate  Credit  Bank  of  Berkeley’s  annual  business 
volume.  Many  have  been  discounting  with  FICB  as  early  as  1924, 
nearly  10  years  before  PCA’s  were  organized.  As  to  individual  bor¬ 
rowers,  we  provide  agricultural  credit  to  about  10  percent  of  the  11th 
District’s  total,  which  includes  both  large  and  small  producers. 

The  part  that  I  would  like  to  read  here,  because  you  might  have 
some  question  about  it,  is  this  part  relating  to  costs  in  this  merger. 

First,  I  should  like  to  discuss  some  of  the  important  costs  connected  a 
with  this  proposed  merger.  According  to  my  calculations,  the  PCA’s  I 
will  not  make  sufficient  earnings  to  pay  for  ownership  of  the  Federal 
intermediate  credit  banks,  let  alone  build  their  surplus. 

When  various  plans  for  retiring  Government  capital  from  the  Farm 
Credit  System  were  first  discussed  in  Berkeley  by  the  Farm  Credit 
Board  on  July  18, 1955,  the  plan  before  us  now  was  presented  as  feas¬ 
ible,  based  on  a  discount  rate  of  2  percent. 

In  the  light  of  FICB’s  last  debenture  issue  at  3.6  percent  we  feel 
this  fundamental  assumption  of  a  2  percent  discount  rate  is  fairly 
unrealistic. 

The  cost  of  operating  a  PCA  or  OFI  is  the  largest  controllable 
cost.  The  operating  need  of  small  PCA  is  about  3.5  percent.  That  is 
assuming  he  wants  to  put  a  little  something  into  surplus. 

Some  of  the  larger  PCA’s  can  operate  at  3  percent.  Except  for  the 
cost  of  operating  the  credit  banks,  the  cost  of  money  is  the  largest  un¬ 
controllable  cost  with  which  we  must  contend  and  is  consequently  of 
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vital  importance  in  forecasting  the  outcome  of  a  purchase  program  as 
proposed  in  the  bill. 

Percent 


If  FICB  debentures  sell  at - 3.5 

Commission _  -1 

If  FIBC  operates  at  a  cost  of -  -25 

Reserve  against  losses -  -15 

Total  cost  of  money - 4.0 

If  cost  of  retailing  money  to  farmer  is - 3.0 

Rate  charged  to  growers  would  be - 7.0 


However,  competition  determines  interest  rates  and  we  are  currently 
charging  the  grower  5.5  to  6  percent,  even  though  with  FICB’s  latest 
rate  quoted  at  3.5  percent,  we  are  technically  authorized  to  charge  7 .5 
percent,  which  is  out  of  the  question. 

If  PCA’s  or  OFI’s  increase  the  interest  rate  arbitrarily  above  the 
level  charged  in  the  market  place,  onr  best  customers  will  be  lost  to  the 
commercial  banks  and  other  financing  competitors. 

Therefore,  the  squeeze  is  on  the  earnings  of  PCA’s  and  OFI’s. 
If  the  competitive  rate  is  5.5  to  6  percent,  and  the  cost  of  money  is  now 
3.5  percent,  that  leaves  PCA’s  a  spread  of  2  to  2.5  percent  while  it  cost 
them  3  to  3.5  to  operate.  Where  is  the  margin  for  purchase  of  the 
FICB’s  or  building  surplus  ? 

I  am  assuming  here  the  average  volume  of  business  of  $60  million 
done  by  the  Berkeley  Bank. 

A  short  time  ago  we  were  given  the  opportunity  to  review  a  report 
to  the  Farm  Credit  Board  by  Arthur  Andersen  &  Co.,  which  esti¬ 
mated  savings  to  be  realized  from  consolidation,  personnel  cuts,  and 
changes  in  loan  supervision  and  rediscount  procedures. 

We  consider  the  report  to  be  very  narrow  in  its  appreciation  of  the 
consequences  of  its  recommendations.  It  evaluates  none  of  the  real 
fundamental  questions  voiced  for  some  time  now  by  the  OFI’s  re¬ 
garding  the  propriety  of  merging  two  institutions,  largely  dissimilar 
in  concept,  purpose  and  service  rendered.. 

But  most  important,  it  fails  to  place  in  proper  perspective  the  fact 
that  even  the  generous  estimate  of  savings  of  $28,000  from  consoli¬ 
dation  in  the  Berkeley  district  would  mean  a  net  reduction  in  the  cost 
of  money  of  only  .04  of  1  percent. 

In  the  face  of  no  earnings  or  operating  deficits,  it  is  now  proposed 
that  sharp  reductions  in  loan  supervision,  in  personnel,  and  ques¬ 
tionable  alteration  in  rediscount  procedures  be  implemented  to  realize 

a  saving,  which  is  nominal  in  relation  to  overall  costs. 

Now  the  question  of  the  surplus.  The  OFIs  in  the  Berkeley  district 
helped  build  the  present  $3  million  surplus.  Of  course,  Federal  land 
bank  ownership  by  the  national  farm  loan  associations  and  co-op 
ownership  of  the  Bank  for  Cooperatives  established  the  precedent  to 
give  the  surplus  to  the  users. 

In  this  case,  the  stock  would  be  purchased  at  par  of  $5  million 
with  a  book  value  of  $8  million.  The  OFIs  will  be  issued  no  stock, 
but  rather  are  to  receive  from  the  net  earnings  of  the  bank,  after 
reserves  and  franchise  taxes  are  provided  for,  participation  certifi¬ 
cates,  these  to  be  redeemable  at  par  upon  liquidation  of  an  OFI  or 
when  all  the  class  A  stock  has  been  retired.  .  , 

In  other  words,  for  an  OFI  to  realize  any  value  from  the  participa¬ 
tion  certificates  issued  to  it,  if  any,  that  lending  institution  must  either 
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go  out  of  business  or  await  the  occurrence  of  an  event  which  has 
all  the  earmarks  of  requiring  50  to  100  years  to  accomplish.  Do  not 
the  OFIs  have  claim  to  FICB  surplus  as  valid  as  the  PCAs,  if  it  is 
construed  that  the  users  earned  it  ? 

Who  will  pay  for  PC  A  ownership?  The  policy  set  forth  in  the 
bill  before  this  committee  is  to  encourage  and  promote  continued 
growth  of  the  PCAs.  If  this  to  be  actively  undertaken  by  the  FICB 
or  is  this  to  be  done  by  the  Farm  Credit  Administration  in  Washing¬ 
ton  ?  In  any  event,  who  is  to  pay  for  it  ? 

The  banks  now  pay  Washington’s  expense  as  assessed  by  the  Farm 
Credit  Administration.  But  the  consolidation  plan  contemplates  that 
the  cost  of  supervision  be  paid  out  of  Production  Credit  Corporation 
surplus  and  expenses  beyond  that  amount  “out  of  other  resources.” 

If  this  must  be  borne  in  the  discount  rate,  OFIs  will  be  paying  part 
of  the  cost. 

Section  205  (a)  covers  class  of  stock,  ownership,  dividends,  and 
retirement  of  stock,  and  raises  two  pertinent  questions: 

(a)  How  long  is  the  purchase  expected  to  take? 

(b)  What  increase  in  the  FICB  discount  rate  will  be  required 
to  accomplish  it  ? 

In  view  of  competitive  money  rates  to  borrowers  and  the  cost  of 
money  in  the  market  place,  we  would  question  Governor  Tootell’s  es¬ 
timate  of  10  to  40  years. 

Another  question  we  must  ask:  Does  change  of  ownership  take 
the  Federal  Government  out  of  the  agricultural  credit  field.  The 
proposed  bill  provides  that  the  Government  may  reverse  the  intended 
transfer  of  ownership  at  any  time  the  Governor  deems  it  expedient  to 
reinvest  in  the  class  A  stock  of  the  banks. 

Thus,  the  question  of  ownership  is  largely  academic.  Who  holds 
title  to  part  of  the  Farm  Credit  System  is  of  little  importance  com¬ 
pared  to  the  possible  adverse  effect  the  announced  change  of  owner¬ 
ship  may  have  on  acceptance  of  FICB’s  debentures. 

What  has  the  present  FICB  system  cost  the  U.  S.  taxpayer  ?  It  is 
well  known  that  on  its  investment  of  $60  million — $5  million  in  each 
district  bank — the  Federal  Government  has  received  $9,200,000  in 
franchise  taxes  since  the  banks  were  organized  in  1923. 

The  $60  million  is  still  intact,  as  of  June  30,  1955.  Surplus  and 
reserves  in  the  12  months  totaled  more  than  $47  million.  Total  net 
earnings  of  $56,200,000  on  an  invested  capital  of  $60  million.  Thus 
the  banks  have  not  been  a  burden  on  taxpayers  or  the  Treasury  since 
all  of  its  funds  have  been  obtained  in  the  open  market  and  expenses 
have  been  provided  for  out  of  earnings. 

Begarding  the  matter  of  supervision,  the  proposed  law  does  not  spell 
out  the  details  of  supervision.  What,  broadly,  are  the  duties  of  super¬ 
vision  of  PCA’s  to  be  delegated  to  FICB?  Are  these  not  likely  to 
conflict  with  the  primary  purpose  of  FICB’s  to  serve  as  banks  of  dis¬ 
count  for  agriculture  through  discounting  agricultural  and  livestock 
paper  for,  and  making  loans  to,  all  financing  institutions  qualified  to 
use  the  bank’s  facilities. 

Assuming  the  FICB’s  are  to  exercise  the  duties  of  supervising 
PCA’s,  what  sort  of  relationship  is  created  when  the  credit  directs  the 
affairs  of  the  debtor  who  in  turn  owns  the  creditors’  business? 


FARM  CREDIT  ACT  OF  195  6 


177 


There  is  a  presumption  here  that  the  owners  of  a  business  would 
want  to  sit  on  its  board  and  have  a  voice  in  its  management  and  policies. 
It  appears  to  us  the  fundamentally  sound  relationship  of  independence 
between  lender  and  borrower  would  no  longer  exist.  As  financing 
companies  we  do  not  tryto  run  the  affairs  of  our  borrowing  customers 
— we  either  make  a  loan  or  we  do  not. 

Heretofore,  and  presently,  the  bank  has  not  attempted  to  manage 
our  affairs  in  making,  servicing  or  collecting  loans.  It  has  merely  re¬ 
served  the  right  to  grant  or  deny  the  discount  privilege  and  to  refuse  to 
accept  loans  offered  for  discount. 

With  further  regard  to  the  question  of  having  a  voice  m  the  credit 
system  of  which  we  have  considered  ourselves  a  part,  OFI’s  have  no 
representation  on  either  the  District  Farm  Credit  Board  or  the  Federal 
Farm  Credit  Board.  In  defense  of  our  reluctance  to  accept  assurances 
that  we  will  be  “taken  care  of”,  we  ask,  where  will  our  voice  be  heard? 

One  other  important  thing,  the  money  market  is  of  primary  concern 
to  us  and  it  has  reached  a  height  that  we  did  not  think  possible  right 

n°We  are  always  concerned  about  the  reaction  of  debenture  buyers  to 
this  change.  I  would  like  to  point  out  where  we  believe  the  strength 
of  the  debentures  lay. 

Wherein  lies  the  strength  of  FICB  debentures  m  the  money  market  ? 
The  assets  of  every  PCA  and  OFI  now  underwrite  the  paper  dis- 
counted  with  the  FICB’s  and  this,  in  turn,  strengthens  the  collateral 
behind  the  bank’s  debentures. 

Even  though  the  initial  stock  subscription  by  each  PCA— 15  per¬ 
cent  in  the  first  2  years — is  small,  by  that  amount  is  the  System  weak¬ 
ened  when  gilt-edge  liquid  assets  (i-  Government  bonds)  are  ex¬ 
changed  for  a  nondividend-paying  frozen  equity  in  FICB. 

Only  in  the  Governor’s  authority  to  reinvest  Government  capital  at 
his  discretion  do  we  find  an  avenue  to  avoid  endangering  marketability 
of  the  banks’  securities.  To  the  users  of  the  banks’  facilities,  any  dis¬ 
turbance,  especially  now,  of  the  money  market  could  be  exceedingly 
costly  and,  in  our  opinion,  any  contemplated  change  in  the  Systems 
structure  should  be  approached  with  more  than  ordinary  caution. 

Another  point  that  we  feel  is  unjust  is  the  bill  before  this  committee. 
The  bill  before  this  committee  also  gives  the  FICB  Board  authority  to 
terminate  employment  of  all  PCC-FICB  personnel  and  then  reemploy 
such  of  them  in  such  capacities  as  determined  by  the  Board.  The 
Farm  Credit  Administration,  however,  need  not  approve  the  district 
board’s  selection  which  clearly  gives  it  direct  control  down  to  the  last 

employee.  „ 

The  OFI’s  have  long  voiced  their  admiration  and  approval  ot  the 
FICB’s  management,  personnel  and  operating  efficiency  in  our  district. 

They  operate  like  no  Government  agency  I  know  of.  It  is  run  like 
a  private  business. 

We  do  not  favor  changes  in  the  present  bank  personnel  nor  do  we 
believe  jurisdiction  for  such  selection  should  rest  outside  the  district 
boards.  We  are  opposed  to  further  concentration  of  authority  in 

Washington.  „ 

To  summarize:  In  the  opinion  of  the  private  finance  institutions  tor 
whom  I  speak,  the  proposed  PCC-FICB  merger — 
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1.  Will  take  too  long.  The  time  required  to  retire  Government  cap¬ 
ital  will  be  entirely  dependent,  on  earnings  under  changing  competitive 
conditions. 

2.  Comes  at  a  time  when  agriculture  is  in  a  distressed  state  and  any 
adverse  eftects  resulting  from  the  merger  would  accentuate  this  condi¬ 
tion. 

3.  Although  we  do  not  pretend  to  speak  for  the  PCA's,  we  believe 
the  purchase  plan  will  impose  an  unnecessary  burden  on  them. 

4.  Does  not  remove  Government  control  from  the  FICB  system 
when  and  if  Government  is  finally  repaid. 

5.  Is  inequitable  to  the  OFI’s : 

(a)  Gives  ownership  of  the  surplus  to  PCA's  despite  contributions 
OFT’s  have  made  to  the  surplus. 

(b)  Our  competition — and  they  are  competitors — will  own  the 
banks.  .  I  hey  will  elect  two  directors,  OFI's  will  elect  none,  and  the 
policy  instructs  those  who  are  to  administer  this  law  to  promote  and 
encourage  development  of  the  PCA’s. 

We  have  no  argument  with  them.  In  fact,  ive  work  fairly  closely 
with  them  in  many  of  the  areas  we  serve. 

(o)  OFI’s  will  be  expected  to  share  the  cost  of  supervision. 

(d)  If  FICE’s  are  to  exercise  supervision,  what  assurances  have 
we  that  they  will  not  attempt  to  supervise  all  discounting  agencies? 

(e)  We  believe  the  OFI's  will  ultimately  be  driven  out  of  the  system. 

The  alleged  mortality  rate  of  OFI’s  (i,200  down  to  94)  may  be  in 

some  measure  due  to  the  rise  of  PCA’s  (0  to  498)  and  the  growth  and 
competitiveness  of  the  commercial  banks  rather  than  our  ineptitude 
or  unwillingness  to  provide  credit  to  agriculture. 

The  OFT  s  interest  is  to  provide  money  to  farmers  and  ranchers  at 
competitive  rates  through  a  self-supporting  system. 

Naturally,  we  are  more  interested  in  the  rates  our  borrowers  must 
pay  for  capital  than  we  are  in  who  owns  the  banks. 

The  OFI’s  for  whom  I  speak  would  prefer,  over  the  present  bill, 
a  long-term  retirement  program,  based  on  FICB  earnings,  and  pro¬ 
viding  for  no  purchase  of  stock  (credit  bank  plan  II) . 

This  I  believe  was  the  plan  submitted  by  the  Federal  intermediate 
credit  banks’  presidents  to  the  Board,  and  this  was  submitted  with 
six  others  at  these  first  hearings,  but  not  given  much  consideration. 

I  he  rate  of  retirement  of  Government  money  would  depend,  as  it 
must  under  any  plan  based  on  earnings,  on  the  spread  available  in  the 
rediscount  rate. 

When  the  Federal  Government  was  finally  paid  out  there  would 
be  no  stockholders  but  rather  an  independent  trust,  held  in  perpetuity 
for  agriculture  and  available  to  all  qualifying  lending  agencies. 

Senator  Holland.  You  think  that  the  new  organization  would  not 
be  freed  from  Federal  interfei’ence  and  regulation? 

Mr.  Read.  No,  sir. 

Senator  Holland.  You  heard  the  Bureau  of  the  Budget  this  morn¬ 
ing  take  exactly  the  opposite  position.  I  hey  think  that  it  is  too  much 
freed  and  that  there  should  be  provisions  put  in  there  to  restore  bud¬ 
getary  control  and  other  controls  that  they  think  are  necessary  over 
these  local  institutions. 

Do  you  have  any  comment  to  make  on  their  position  ? 
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In  other  words,  they  were  taking  the  opposite  extreme  of  the  posi¬ 
tion  that  you  are  taking  ? 

Mr.  Read.  Yes,  sir/  I  believe  that  as  long  as  we  have  Government 
money  in  the  system,  that  I  can  understand  the  Government’s  re¬ 
luctance  to  release  it. 

In  fact  I  do  not  know  that  turning  the  surplus  over  to  the  users  is 
necessarily  right.  We  say  that  the  users  earned  it  and  they  con¬ 
tributed  to  it  and  the  farmers  contributed  to  it,  but  that  is  a  matter 
of  policy. 

Senator  Holland.  Well,  it  would  follow  a  policy  or  course  that 
has  been  established  in  the  case  of  Federal  land  banks  and  the  banks 
for  cooperatives  already. 

Mr.  Read.  Yes,  sir;  I  brought  that  out  in  here,  if  that  policy  was 
followed. 

I  would  not  say  that  it  is  perhaps  necessarily  correct. 

Senator  Holland.  Thank  you  very  much,  Mr.  Read. 

Mr.  Watkins  Johnston. 

Mr.  Johnston,  we  would  like  to  hear  you,  sir. 

STATEMENT  OF  WATKINS  JOHNSTON,  REPRESENTING  THE  PRO¬ 
DUCTION  CREDIT  ASSOCIATIONS  OF  THE  FIFTH  FARM  CREDIT 
DISTRICT,  MONTGOMERY,  ALA. 

Mr.  Johnston.  Senator,  there  has  been  so  much  said  and  so  much 
that  duplicates  that  the  thinking  of  our  group  and  others  that  I  will 
try  to  eliminate  that  which  is  a  duplication  and  get  to  the  point. 

I  represent  the  PCA’s  of  the  fifth  district.  I  was  given  a  letter 
which  I  understood  had  been  pretty  thoroughly  passed  among  the 
interested  parties  stating  their  original  position.  It  was  adopted  in 
answer  to  the  first  call  in  the  summer  of  1955,  readopted  in  answer 
to  the  second  call  in  the  fall  of  1955,  and  was  transcribed  and  readopted 
at  a  meeting  of  April  9, 1956. 

It  purports  to  speak  for  22  of  the  26  associations  of  the  fifth  district. 
I  understand,  though  I  cannot  vouch  for  the  correctness  of  it,  that 
it  now  speaks  for  all  but  one,  the  association  represented  here  yester¬ 
day  by  Mr.  Thomson  of  the  Jennings  Credit  Association. 

To  brief  the  resolution  which  I  will  ask  be  placed  in  the  record, 
the  resolution  first  opposes  the  proposed  change. 

Second,  it  suggests  that  if  there  is  to  be  the  adoption  of  the  proposed 
change,  that  the  effective  date  of  the  adoption  or  the  effective  date 
of  the  change  be  deferred  for  a  period  of  5  years. 

It  approves  Senate  bill  3564  if  there  must  be  a  bill. 

May  I  offer  that  in  evidence  ? 

Senator  Holland.  Yes,  it  will  be  admitted. 

(The  document  is  as  follows:) 

Resolution  Unanimously  Approved  by  22  of  the  26  Associations  of  the  Fifth 
Farm  Credit  District  Represented  at  a  Meeting  Held  in  Jackson,  Miss.,  at 
the  Heidelberg  Hotel  on  April  9,  1956 

Be  it  resolved,  That  the  Production  Credit  Associations  of  the  Fifth  Farm 
Credit  District  recommends  to  the  Federal  Farm  Credit  Board  that  no  legisla¬ 
tion  be  enacted  to  change,  in  any  way ;  the  present  Production  Credit  System  or 
the  Federal  Intermediate  Credit  Bank ;  be  it  further 

Resolved,  That,  if  the  Congress  of  the  United  States  demands  such  legisla¬ 
tion  for  the  merger  of  the  PCC’s  and  FICB’s  and  the  purchase  of  the  merged 
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institutions,  by  the  users,  it  is  recommended  that  the  effective  date  of  such  legisla¬ 
tion  be  deferred  5  years ;  be  it  further 

Resolved,  That  if  there  must  be  legislation,  as  above  indicated,  effective  either 
5  years  from  now  or  sooner,  it  is  recommended  that  the  bill  offered  by  the 
Farm  Credit  Board  of  Washington  and  introduced  as  S.  35(14  or  any  identical 
bill,  be  enacted  into  law  ;  be  it  further 

Resolved,  That  a  copy  of  this  resolution  be  sent  to  each  Production  Credit  As¬ 
sociation  in  the  United  States,  to  directors  and  secretary-treasurer  of  each  Pro¬ 
duction  Credit  Association  in  the  New  Orleans  Farm  Credit  District  and  to 
Mr.  P.  F.  Williams,  National  Advisory  Committeeman  and  to  each  Senator  and 
Representative  in  the  States  of  Alabama,  Louisiana  and  Mississippi  and  par¬ 
ticularly  to  Senator  Allen  J.  Ellender,  Chairman  of  the  Agricultural  Committee 
of  the  Senate  and  any  agricultural  organization  which  might  be  deemed  advis¬ 
able  by  the  District  Advisory  Committee  and  to  each  member  of  the  Farm  Credit 
Board  of  New  Orleans. 

Certified  to  be  a  true  copy. 

A.  T.  Shields, 

Chairman,  District  Advisory  Committee,  Production  Credit  Associations, 
Fifth  Farm  Credit  District. 

Mr.  Johnston.  Today  I  received  copies  of  two  identical  telegrams, 
one  sent  to  the  Honorable  Allen  J.  Ellender  from  the  Shreveport,  La., 
.Association,  which  I  would  like  to  also  offer  if  I  may,  and  a  second 
directed  to  the  Honorable  Russell  B.  Long,  from  the  same  association. 

Senator  Holland.  A  copy  will  be  inserted  in  the  record. 

(The  telegram  referred  to  above  is  as  follows :) 

Shreveport,  La., 

April  23, 1956. 

Hon.  Allen  J.  Ellender, 

Hon.  Russell  B.  Long, 

United  States  Senate, 

Washington,  D.  C. 

We  the  undersigned  directors  of  the  Shreveport  Production  Credit  Associa¬ 
tion  in  an  official  meeting  held  on  this  date  urgently  request  your  opposition  to 
any  change  in  the  present  Production  Credit  Corporation  system  or  the  inter¬ 
mediate  credit  bank.  We  express  the  opinion  of  our  membership  totaling  642. 
We  would  appreciate  your  reception  of  Mr.  Watkins  C.  Johnston,  who  is  repre¬ 
senting  us  as  well  as  other  associations  in  this  district  in  opposition  to  said 
change. 

C.  C.  Whittington, 

President. 

L.  S.  Frierson,  Jr., 

Vice-President. 

S.  W.  Cavett, 

Clarence  H.  Smith, 

E.  R.  Prince. 

Mr.  Johnston.  Because,  Senator,  I  am  so  convinced  in  my  mind 
that  our  associations,  though  they  feel  that  this  possibly  is  not  the 
correct  move  at  this  time,  that  they  are  sold  on  production  credit  and 
short-term  credit  and  the  good  work  that  has  been  done  and  the  neces¬ 
sity  for  the  continuance  of  it. 

I  ask  if  I  might  review  the  proceedings  here  and  possibly  offer  some 
alternative  to  their  opposition  so  that  we  might  go  along  with  the 
group. 

I  have  here  2  or  3  suggestions  which  I  gathered  from  this  meeting 
and  about  which  I  have  talked  with  Governor  Tootell. 

I  offer  them  by  way  of  conciliation,  hoping  that  if  the  position  as¬ 
sumed  by  them  of  opposition  is  not  followed,  that  we  then  may  go 
along  with  these  suggestions  which  might  eliminate  the  fears  that 
they  have  of  the  changes. 
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The  first  one  is  based  upon  the  fact  that  a  great  many  of  the  asst  - 
ciations  in  the  fifth  district  are  so  lowly  capitalized,  so  inadequately 
capitalized  that  they  are  afraid  that  if  they  are  called  upon  to  pay 
the  15  percent  or  their  proportionate  part  of  the  5  percent  within  the 
period  ^stated,  that  it  will  deplete  their  capital  and  j  eopardize  their 
capital  position,  and  therefore  we  suggest  that  that  15  percent  be  ie- 

C^Ve  suggest,  second,  that  the  payment  of  that  10  percent  be  extended 
over  a  period  of  5  years  rather  than  2  years,  and  we  suggest  that  the 
Governor  give  to  these  associations  whose  interest  we  primarily  seek 
to  protect,  an  assurance  that  if  they  find  their  capital  impaired,  1 1 
he  will  come  to  their  rescue  from  his  revolving  fund. 

And  then  finally,  the  matter  of  representation 

Throughout  all  of  the  meetings,  the  thought  has  peisisted  that  they 
were  beiim  called  upon  against  their  desire  to  purchase  a  situation,  and 
that  sufficient  control  was  not  given  them  of  the  new  situation,  and 
therefore  to  remedy  that,  we  suggest  that  a  change  be  made  m  the  bill 

to  allow  separate  boards,  district  boards.  • 

I  believe^  Senator,  as  succintly  as  I  can,  I  have  expressed  the  desi  e 

°f  Senator  Holland.  You  mean  there  would  be  two  sets  of  boards  with¬ 
in  the  one  corporate  organization  ? 

Mr.  Johnston.  Yes,  sir.  .  ,  , 

Senator  Holland.  Do  you  have  any  precedent  for  that  kind  of  a 

86  Mr?  Johnston.  Of  my  own  knowledge,  Senator,  I  do  not  know  that 
there  is,  but  from  my  conversations  with  the  officials  of  the  board,  1 

1 ' ’'They ''are  not  officiahy’separate  boards,  but  they  become  separate 
boards  by  a  manner  of  conducting  their  business. 

One  I  quote : 

The  two  representatives  of  the  PCA  acts  with  the  appointed  member  to  be¬ 
come  the  committee  for  the  consideration  of  all  PCA  matteis. 

It  is  an  accepted  fact  within  the  organization  that  the  recommenda¬ 
tions  of  that  committee  with  reference  to  PCA  are  accepted  by  the 

^understand  that  that  arrangement  has  worked  satisfactorily  and 
is  carried  out  in  other  PCA  s.  ,  , 

Based  upon  the  desire  of  our  group  and  our  assurance  that  that 

is  good,  then  we  would  like  to  make  it  official.  , 

Senator  Holland.  You  mean  really  one  board  of  directors  divided 
into  two  subcommittees,  subboards  to  handle  the  two  types  of  business . 
Mr.  Johnston.  That  would  be  all  right;  yes,  sir. 

Senator  Holland.  All  right,  sir.  , 

Mr.  Johnston.  Before  leaving,  Senator,  I  was  asked  by  the  Go\ei 

nor  my  opinion  with  reference  to  a  bill 

Senator  Holland.  Mr.  Tootell  has  come  back  now.  .  . 

Mr.  Johnston.  Yes,  sir.  He  asked  me  to  express  my  opinion  of 
a  bill  which  would  permit  secretaries  and  treasurers  to  become  mem¬ 
bers  of  district  boards. 

Our  district  would  be  opposed  to  that. 


182 


FARM  CREDIT  ACT  OF  195  6 


Senator  Holland.  You  would  oppose  having  paid  full-time  execu¬ 
tives  in  any  branch  of  the  Farm  Credit  Administration  setup  available 
and  qualified  for  membership  in  boards  of  other  units  ? 

Mr.  Johnston.  Yes,  sir.  We  see  them  as  career  men,  probably  bet¬ 
ter  better  qualified  than  others  of  the  associations,  but  theirs  is  an  ad¬ 
ministrative  capacity  and  not  executive  capacity,  and  I  think  it  would 
weaken  the  association  if  we  breached  that  line. 

Snator  Holland.  Thank  you  very  much,  sir. 

Mr.  J ohnston.  I  thank  you,  sir,  very  kindly. 

Senator  Holland.  It  has  been  a  helpful  statement.  Mr.  Ray 
Cowden. 

Mr.  Cowden.  I  would  prefer  to  let  Mr.  Armer  go  on  first  if  I  may, 
sir. 


STATEMENT  OF  FRANK  C.  ARMER,  CHAIRMAN,  OTHER  FINANCING 
INSTITUTIONS  COMMITTEE  OF  ARIZONA,  PHOENIX,  ARIZ. 


Mr.  Armer.  I  have  prepared  a  short  statement  which  I  wfill  submit. 
I  am  representing  all  the  OFI’s  we  have  in  Arizona.  We  have  had  a 
number  of  meetings  since  the  draft  of  the  bill  was  presented  to  us  by 
the  members  of  the  Farm  Credit  Board  in  Berkely  on  November  28, 
and  we  set  up  a  committee  and  as  a  member  of  that  committee  I  am 
representing  those  companies. 

I  do  want  to  mention  that,  out  of  Arizona  there  is  a  total  of  about 
$15  million  to  $18  million  that  have  been  discounted  in  the  bank  at 
Berkeley ,  and  these  OFI’s  that  I  represent  here  discounted  and  han¬ 
dled  $12  million  to  $15  million  of  that.  In  other  words,  all  of  the 
PCA’s  in  our  State  handled  about  $3  million  to  $3i/2  million  of  their 
peaktime  of  the  money  that  is  discounted  at  Berkeley.  I  wanted  to 
mention  that  particular  point,  and  then  I  will  summarize. 

Senator  Holland.  Let  me  get  that  again.  The  PCA’s  alltold 
handle  how  much  ? 

Mr.  Armer.  About  $3  million  to  $3i^>  million  of  the  monev  out  of 
about  $18  million. 

Senator  Holland.  And  the  OFI’s  handle  the  rest  ? 

Mr.  Armer.  The  OFI’s  handle  around  75  percent  of  it. 

Senator  Holland.  Well,  your  area  is  exceptional  then,  isn’t  it,  in 
that  regard  ? 

Mi .  Armer.  Yes,  it  is.  We  are  a  deficit  area  out  there,  an  area  of 
expanding  economy.  We  are  a  deficit  credit  area,  and  it  is  an  im¬ 
portant  thing  to  us  to  have  this  discount  privilege. 

Senator  Holland.  All  right,  sir ;  proceed. 

Mr.  Armer.  I  will  read  the  last  paragraph  that  I  have  here. 


We  would  much  prefer  to  see  the  FICB’s  capital  retired  by  earnings  and  op¬ 
erated  as  a  public  trust,  thus  leaving  the  surplus  with  the  Government  where  it 
probably  belongs. 


If  I  may  digress  right  here,  Mr.  Chairman,  I  would  like  to  ask  one 
question  that  has  been  discussed  a  lot  about  this  earned  portion  of  the 
$47  million  surplus  that  might  be  credit  to  the  sum  of  1,200  OFI’s 
that  at  one  time  or  another  did  business  but  a  large  portion  of  which 
are  not  now  doing  business  with  the  credit  banks. 

In  the  Berkeley  district  I  think  there  were  originally  about  39. 
Jhere  are  10  left,  OFI  s,  now  using  the  discount  privilege.  However, 
that  difference  was  not  what  you  would  call  mortality. 
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If  I  am  correctly  informed,  only  two  of  those  went  clear  out  of  ex¬ 
istence.  Most  of  those  charters  are  still  kept  alive,  and  for  various 
reasons  the  discount  privilege  is  not  being  used  in  Berkeley. 

I  know  one  of  them  belongs  to  a  large  company  there  in  the  north¬ 
ern  part  of  the  State  that  quit  using  discount  privileges,  but  they  still 
use  the  company  within  segments  of  their  own  operation,  but  they  quit 
using  the  privilege  when  the  Production  Credit  Act  was  passed  in 
1933  because,  after  all,  it  was  more  convenient  to  them  to  let  some¬ 
body  else  take  care  of  it.  . 

But  what  I  am  wondering  is :  Where  would  these  companies  that 

are  really  still  alive  and  not  using  the  privilege  figure  into  that  cal¬ 
culation  of  a  surplus  if  there  was  ?  . 

I  think  it  just  adds  more  confusion  to  it — I  will  state  it  that  way — 
and  I  would  rather  see  it  left  as  the  Budget  Bureau  would  like  to 

Senator  Holland.  In  other  words,  you  would  like  to  see  that  ac¬ 
cumulation  of  surplus  remain  as  a  cushion  for  credit  during  the  op¬ 
eration  of  the  concern,  but  in  the  event  of  liquidation  it  would  be  a 
Government  asset  ? 

Mr.  Armer.  Yes,  sir. 

Senator  Holland.  All  right,  sir.  .  ..  T  ,, 

Mr.  Armer.  The  company  that  I  represent  individually  1  would, 
like  to  make  1  or  2  statements  because  of  this  cream-of-the-crop  busi- 


Of  the  loans  that  we  have,  there  are  22  percent  that  are  under 
$2  500. 

I  do  not  know  whether  that  is  a  small  loan  or  a  large  loan  in  the 
judgment  of  being  the  cream  of  the  business.  And  we  have  14  more 
percent  of  our  loans  that  are  under  $10,000 ;  in  other  words,  a  total 
percentage  of  30  percent  of  our  loans  are  under  $10,000. 

In  the  livestock  business  we  think  that  is  small  loans. 

In  fact,  too  small  if  it  is  the  limit  that  a  man  can  borrow. 

I  do  not  think  I  would  have  anything  else  to  add  and  I  do  thank  you. 

Senator  Holland.  What  is  your  largest  ?  . 

Mr.  Armer.  Our  largest  loan  is  around  $90,000,  a  commitment  of 


$98,000.  . 

(The  prepared  statement  of  Mr.  Armer  is  as  follows : ) 


My  name  is  Frank  Armer.  I  am  from  Phoenix,  Ariz.,  and  I  am  appearing  in 
behalf  of  the  OFI’s  of  Arizona  who  have  met  on  several  occasions  to  discuss  this 
legislation  since  it  was  presented  as  a  tentative  bill  last  November. 


The  companies  are : 

Producers  Cotton  Credit  Co.,  Phoenix,  Ariz. 

Casa  Grande  Cotton  Credit  Co.,  Casa  Grande,  Ariz. 

J.  G.  Boswell  Farm  Loan  Co.,  Litchfield  Park,  Ariz. 

Tri-Stable  Livestock  Credit  Co.,  Phoenix,  Ariz. 

Producers  Livestock  Credit  Corp.,  Phoenix,  Ariz. 

Arizona  Stockmen’s  Loan  Co.,  Phoenix,  Ariz.  . 

Of  loans  discounted  at  Berkeley  from  the  State  of  Arizona  winch  in  the  past 
have  reached  peaks  of  from  $15  million  to  $18  million,  these  companies  have 


handled  from  $12  million  to  $15  million. 

Arizona  is  an  area  of  expanding  economy  and  therefore  a  deficit-credit  area,  so 
that  this  is  a  most  important  source  to  us.  We  realize  that  the  bill  spells  out 
what  is  considered  by  some  to  be  equitable  availability  of  this  credit  to  us,  but 
we  simply  must  question  that  it  will  prove  so  in  practice.  It  seems  to  us  that  the 
PCA’s  will  have  considerable  influence  on  the  new  institution  and  while  we 
have  no  quarrel  at  all  with  them  in  our  area,  still  we  anticipate  a  day  m  the 
future  when  this  arrangement  will  be  to  our  disadvantage.  For  this  reason 
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some  of  the  larger  members  of  our  group  have  already  made  other  discounting 
arrangements  to  be  used  if  this  bill  passes. 

In  July  of  1955,  at  Berkeley,  we  were  told,  among  other  things,  that  the 
Federal  Board  had  been  requested  to  submit  to  Congress  by  January  of  this  year 
proposals  for : 

( а )  Transferring  to  the  PCA’s  their  own  costs  of  supervision;  and 

(б)  Eliminating  Government  capital  from  short-term-credit  institutions 
(PCC  and  FICB). 

In  accomplishing  those  things  we  have  felt  the  bills  before  Congress  much  too 
drastic.  We  feel  that  under  these  bills  a  part  of  the  cost  of  PCA  supervision 
will  be  borne  by  borrowers  of  the  OFI’s.  We  do  not  feel  that  just  consideration 
has  been  given  to  the  part  that  OFI’s  had  in  contributing  to  the  surplus  of  the 
credit  banks.  While  we  grant  that  it  is  a  matter  of  speculation,  we  feel  that  this 
is  no  time  to  risk  increased  costs  of  money  by  disturbing  the  reputable  well-run 
credit  banks  through  changes  in  management,  personnel,  and  otherwise. 

We  would  much  prefer  to  see  the  FICB’s  capital  retired  by  earnings  and  oper¬ 
ated  as  a  public  trust,  thus  leaving  the  surplus  with  the  Government  where  it 
probably  belongs.  We  do  not  feel  the  credit  banks  should  be  drawn  into  the 
settlement  of  problems  between  the  PCA’s  and  the  PCC.  We  agree  wholeheart¬ 
edly  with  all  who  say  the  system  has  been  well  and  efficiently  managed,  and  has 
been  of  great  service  to  agriculture.  Why  then  change  it  so  drastically  at  a 
time  so  critical  to  agriculture? 

Senator  Holland.  Mr.  Cowden  ? 

STATEMENT  OF  E.  RAY  COWDEN,  PRESIDENT,  ARIZONA 
STOCKMEN’S  LOAN  CO.,  PHOENIX,  ARIZ. 

Mr.  Cowden.  Mr.  Chairman,  I  have  not  a  prepared  statement,  sirr 
but  I  have  just  made  a  few  notes,  because  I  think  if  I  had  a  prepared 
statement,  a  great  deal  of  it  would  have  been  repetitious. 

Senator  Holland.  I  notice  your  company  is  one  of  the  six  listed  in 
Mr.  Armer’s  statement  as  operating  in  your  district. 

Mr.  Cowden.  That  is  right. 

I  have  lived  in  Arizona  for  44  years,  and  for  all  that  period  of  time  I 
have  either  been  farming,  cattle  producing,  or  cattle  feeding. 

I  was  associated  for  several  years  with  the  people  that  organized  the 
first  OFI  in  the  State.  That  was  the  Arizona  Livestock  Loan  Co., 
and  I  actively  worked  with  them  in  the  operation  of  that  company. 

It  is  inactive  today.  The  manager  of  that  company  continued  with 
it  until  the  late  thirties,  and  then  as  it  became  inactive  retired  from  the 
organization  that  had  owned  it  and  organized  what  today  is  known  as 
the  Arizona  Stockmen's  Loan  Co. 

He  passed  away  in  1952. 

I  gathered  up  a  group  of  26  ranchers  and  farmers,  with  the  exception 
on  1  at  that  time  and  3  now,  and  persuaded  them  to  purchase  that  loan 
company  to  keep  it  from  being  liquidated  because  I  felt  it  would  injure 
a  good  many  livestock  people  very  seriously. 

These  26  stockholders — there  is  not  1  of  them  borrowed  from  that 
company.  As  I  stated,  they  were  all  ranchers  and  farmers  except 
three.  One  of  them  is  an  attorney  and  two  of  them  at  the  present  time 
have  not  any  livestock  interests,  but  they  have  been  in  it. 

There  is  one  thing  that  concerns  me  about  this  change  at  the  present 
time.  We  know  that  our  loans  in  all  of  the  commercial  banks  are  high 
in  relation  to  our  deposits. 

We  just  had  a  statement  call  on  the  10th  of  April,  and  as  far  as 
Arizona  is  concerned,  why  you  might  say  that  they  are  up  to  the  high 
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point  on  their  loans  and  the  season  for  their  higher  loans  has  not 

arrived.  .  , 

I  believe  that  situation  will  adversely  affect  the  sale  o±  our  deben¬ 
tures  in  the  future,  so  it  is  only  reasonable  to  expect  that  we  will  have 
increasing  interest  rates.  t  .  . 

Along  with  that  we  have  had  a  continuing  decline  m  agricultural 
income.  I  picked  up  two  little  cards  that  someone  had  that  shows  our 
farm-mortgage  debt  in  1953  went  up  $1.1  billion,  our  farm  bank  bor¬ 
rowing  went  up  $1  billion,  our  farm  real-estate  inventory  went  down 
$7i/2  billion,  while  on  the  other  hand  from  1952  to  1955  our  industrial 
stock  prices  went  up  62  percent,  our  corporate  profit  after  taxes  went 
up  32  percent,  our  stockholders’  dividends  up  19  percent,  nonfarm  in¬ 
come  14  percent,  and  net  farm  income  down  23  percent. 

So  I  do  not  think  there  is  any  question  but  what  the  agricultural 
producer  today  is  in  a  pinch. 

Now  if  there  is  any  steps  taken  that  would  m  any  way  increase  his 
cost,  that  will  only  increase  the  financial  burden  that  he  has  to  carry. 

Another  reason  that  I  am  familiar  with  the  agricultural  needs  m 
that  area,  I  have  been  a  member  of  the  local  F arm  Loan  Association 

Board  for  25  years.  _  . 

At  the  present  time  I  am  the  president  of  it,  and  every  day  1  see 
increasing  application  for  loans  coming  in  from  people,  that  T  did 
not  think  would  have  to  borrow,  but  I  think  it  is  an  advisable  thing 
that  they  are  transferring  some  of  their  current  debt  into  long-term 
debt  so  as  to  reduce  the  amount  of  annual  payments  they  have  to  make. 

That  is  the  method  that  we  used  with  a  great  many  of  the  borrowers 
in  this  loan  company  that  we  acquired  from  Mr.  Watson’s  estate  m 
1952.  We  persuaded  them  to  go  out  and  put  ranch  loans  on  their  prop¬ 
erty  and  reduce  their  current  debt  so  as  to  spread  their  annual  pay¬ 
ments  over  a  longer  period  of  time  and  be  able  to  keep  their  cattle  and 
their  ranches,  because  their  paper  would  have  been  of  a  type  that  it 
would  have  been  unacceptable  to  Berkeley  for  rediscount. 

I  think  anything  else  that  I  might  add  on  this  would  only  be  repe¬ 
titious  of  what  has  been  said  with  the  exception  of  maybe  one  thing. 

I  can’t  speak  on  how  this  would  affect  other  areas,  but  knowing  the 
large  amount  of  business  that  is  transacted  in  Arizona  by  the  OFI  s 
compared  to  the  PCA’s,  also  knowing  the  close  cooperation  there  is 
between  all  of  them,  I  am  sure  that  if  there  is  any  move  taken  nov 
that  would  change  that  arrangement,  it  would  certainly  injure  the 
borrower. 

Thank  you. 

Senator  Holland.  Thank  you,  Mr.  Cowden. 

I  see  here  one  remaining  name,  Mr.  Kenneth  M.  McLeod. 

Is  he  here  ? 

All  right ;  Mr.  McLeod. 

STATEMENT  OF  KENNETH  M.  McLEOD,  CHAIRMAN,  COMMITTEE  OF 
PRIVATELY  OWNED  AGRICULTURAL  CREDIT  COMPANIES  IN  THE 
SEVENTH  FARM  CREDIT  DISTRICT,  FOND  DU  LAC,  WIS. 

Mr.  McLeod.  Mr.  Chairman,  I  appear  here  today  as  chairman  of  a 
committee  serving  with  Donald  Harrington  of  Plain  View,  Minn.; 
Russell  Hanson  of  Benson,  Minn.,  and  G.  A.  Redding  of  Windon, 
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Minn.,  as  committee  representatives  of  the  privately  owned  agricul¬ 
tural  credit  companies  located  in  the  seventh  Federal  Farm  Credit 
District. 

There  is  in  our  district  one  privately  owned  credit  company  which 
we  do  not  represent,  for  whom  we  are  not  authorized  to  speak.  That 
credit  company  was  organized  by  the  Midland  Co-op  in  Minnesota, 
and  after  the  meeting  of  last  summer  when  the  rest  of  the  associations 
took  a  position  on  this  proposed  legislation  the  Midland  advised  us 
that  that  position  was  contrary  to  its  convictions  and  withdrew  from 
our  association  accordingly. 

We  appreciate  this  opportunity  to  sumbit  to  you  our  conclusions 
with  regard  to  the  proposed  transfer  to  the  borrowing  or  discounting 
institutions  of  the  ownership  and  control  of  the  Federal  intermediate 
credit  banks  and  the  merger  of  those  banks  with  the  production  credit 
corporations. 

We  understand  that  the  Federal  farm  credit  board  has  interpreted 
the  1053  b  arm  Credit  Act  as  a  mandate  of  Congress  requiring  by  one 
method  or  another  elimination  of  Government  ownership  and  control 
of  I  ederal  intermediate  credit  banks  and  the  production  credit  corpo¬ 
rations. 

.  We  seriously  question  the  wisdom  of  that  so-called  mandate  and  be¬ 
lieve  that  the  Federal  intermediate  credit  banks  system  should  be 
maintained  as  a  separate  independent  credit  entity,  wholly  owned  and 
controlled  by  the  United  States  Government. 

We  agree  that  the  various  institutions  supervised  by  the  Farm 
Credit  Administration  should  be  operated  on  a  self-sustaining  basis. 
It  is  our  conviction,  however,  the  the  Federal  intermediate  credit 
banks  are  endowed  with  certain  functions  which  render  unwise  the 
retirement  of  the  Government  capital  and  the  removal  of  Government 
control. 

In  arriving  at  our  conclusions  we  have  given  consideration  to  some  of 
the  background  against  which  the  intermediate  credit  banks  were 
created. 

We  recall  that  prior  to  1923  the  Congress  and  the  Federal  farm  loan 
board  gave  careful  consideration  to  a  proposal  that  intermediate 
credit  be  provided  by  establishing  in  the  existing  Federal  land  banks 
intermediate  credit  departments. 

After  an  exhaustive  study  conducted  by  the  Commission  of  Agri¬ 
cultural  Inquiry,  a  joint  commission  of  the  two  Houses  of  Congress, 
that  proposal  was  abandoned.  It  was  pointed  out  at  that  time  that 
in  establishing  the  Federal  land  banks  provision  was  made  in  the 
law  for  the  ultimate  retirement  of  the  investment  of  the  Government 
as  stock  was  issued  to  the  national  farm  loan  associations. 

It  was  also  pointed  out  that  the  Federal  land  bank  was  not  designed 
as  a  bank  of  discount,  that  it  was  intended  to  serve  borrowers  directly, 
that  its  services  would  be  limited  to  those  borrowers  who  would  ulti¬ 
mately  become  its  owners  and  that  it  granted  its  loans  upon  the  basis 
of  appraisals  furnished  by  an  independent  appraisal  system. 

The  studies  of  the  Commission  of  Agricultural  Inquiry  and  the 
proceedings  conducted  before  the  Committee  on  Banking  and  Currency 
during  the  57th  Congress  indicated  that  the  intermediate  credit  re¬ 
quired  by  agriculture  could  only  be  supplied  by  a  bank  of  discount 
available  to  all  segments  of  the  agricultural  credit  industry  and  that 
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the  service  which  would  be  rendered  by  this  instrumentality  of  dis¬ 
count  would  of  necessity  fluctuate  as  the  needs  of  credit,  the  volume 
of  deposits,  and  the  economic  status  of  the  agricultural  economy 

f1UIt"was!  therefore,  concluded  that  the  ownership  of  that  instru¬ 
mentality  could  not  be  vested  in  the  many  diverse  institutions  which 
from  time  to  time  would  require  the  use  of  its  facilities. 

Accordingly,  no  provision  was  written  into  the  law  which  created 
the  Federal  intermediate  credit  banks  which  in  any  way  indicated 
that  their  capital  and  assets  (including  the  disputed  surplus  account) 
were  ever  intended  to  become  the  sole  property  and  consequently  sub¬ 
let  to  the  sole  control  of  any  particular  segment  of  the  agricultural 
credit  industry.  No  provision  was  made  for  acquisition  of  stock  by 

anyone  other  than  the  Government. 

It  was  thus  clearly  indicated  that  the  Federal  intermediate  credit 
banks  were  intended  to  remain  in  a  permanent  establishment  of  the 
Govrenment  designed  to  supplement  and  thus  stabilize  the  structuie  o 

farm  credit  as  the  need  arose.  .  .  , 

It  was  in  reliance  upon  that  law  that  our  companies  were  organized 
and  it  was  in  reliance  upon  that  law  that  the  owners  of  our  companies 
have  devoted  the  greater  part  of  their  productive  lives  in  servicing 
the  farm  credit  needs  of  our  communities. 

The  law  which  brought  the  intermediate  credit  bank  system  into 
existence  clearly  stated  that  its  discount  facilities  were  to  be  available 
to  all  of  the  institutions,  private  and  cooperative,  then  engaged  m 
furnishing  credit  to  agriculture.  And  from  1923  to  the  end  of  1940 
the  banks  extended  credit  to  1,800  different  financing  institutions  Of 
these  235  were  commercial  banks,  854  were  livestock  and  agricultural 
credit  corporations,  12  were  regional  agricultural  credit  corpora- 

The  remainder  consisted  of  production  credit  associations  and  banks 

for  cooperatives.  .,  ,.  ,  .  , 

There  was  then  before  the  eyes  of  Congress  the  very  situation  which 
brou "lit  the  banks  into  being  and  that  situation  indicated  that  private 
ownership  of  the  bank  of  discount  could  not  function  as  the  interme¬ 
diate  credit  banks  were  designed  to  function.  The  basic  purpose  of  the 
banks  is  clearly  indicated  by  a  statement  of  the  Farm  Credit  Adminis¬ 
tration  in  1937,  reading  as  follows : 


The  banks  (Federal  intermediate  credit  banks)  were  created  to  provide  a 
permanent  and  dependable  source  of  funds  required  by  local  institutions  m 
financing  the  seasonal  production  credit  needs  of  farm  and  range  at  rates  of 
interest  comparable  to  those  available  to  other  industries,  but  with  maturities 
adaptable  to  the  normal  liquidating  seasons  of  agriculture.  . 

The  intermediate  credit  banks  were  not  created  as  emergency  agencies.  1  hey 
cannot  therefore,  be  expected  to  take,  directly  or  indirectly,  inadequately  se¬ 
cured  paper.  They  were  intended  by  the  law  which  brought  them  into  existence 
to  represent  a  permanent  system  of  intermediate  banking,  to  handle  farm  credits 
for  a  longer  period  than  ordinarily  may  be  extended  by  banks  of  deposit  and 
falling  short  of  the  long-term  farm  loan,  with  maturities  of  not  less  than  <> 
months  nor  more  than  3  years. 

Their  permanence  and  usefulness  are  dependent  upon  making  sound  loans  be- 
cause,  to  procure  their  funds,  they  must  rely  upon  the  ready  marketability  of 
debentures  supported  by  these  securities. 

AVe  believe  that  it  is  Unwise  to  be  guided  in  our  conclusions  with 
respect  to  this  proposed  legislation  on  the  basis  of  our  experience  dui- 
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ing  the  period  from  1933  to  the  present  time.  During  the  greater 
part  of  that  period  we  have  been  in  an  era  of  expanding  bank  deposits. 

The  commercial  banks  have  thus  been  able  to  grant  and  retain  a 
larger  proportion  of  the  farm  loans  than  they  were  in  the  period  from 
1923  through  194.  Several  OFI’s  ceased  operations  during  that  pe¬ 
riod  because  the  credit  facilities  of  the  banks  fulfilled  the  needs  in 
their  communities  and  the  volume  of  discounts  made  by  the  Seventh 
District  Intermediate  Credit  Bank  on  behalf  of  OFI’s  fell  from  a 
total  of  approximately  $22  million  to  a  total  of  approximately  $6,500,- 
000  at  the  present  time.  We  do  not  believe  that  that  era  can  be  used 
as  a  guide  for  the  development  of  legislation  in  this  field. 

There  are  strong  indications  that  that  trend  is  already  about  to 
be  reversed.  First,  our  commercial  banks  have  quite  generally 
reached  their  maximum  loan  limits. 

Second,  within  the  past  4  months  8  or  10  commercial  banks  have 
conferred  with  the  officials  of  the  FICB  of  the  seventh  district  for  the 
purpose  of  reestablishing  their  discount  privileges. 

Third,  one  new  OFI  has  been  organized  and  started  business  in 
our  district  within  the  past  month. 

Fourth,  the  Federal  Reserve  board  in  our  district  is  holding  a  meet¬ 
ing  this  week  and  has  requested  FICB  officials  to  confer  with  the 
board  for  the  purpose  of  studying  the  procedures  necessary  to  rees¬ 
tablish  the  rediscount  privilege  on  behalf  of  many  of  its  members. 

Fifth,  a  recent  study  of  the  Chase-Manhattan  Bank  indicates  that 
during  the  next  10  years  the  loan  demand  of  agriculture  will  increase 
by  75  percent.  That  same  study  indicates  that  commercial-bank  de¬ 
posits  during  the  same  period  will  increase  approximately  40  percent. 

Sixth,  with  little  or  no  demand  from  commercial  banks  and  with 
limited  demand  from  other  financial  institutions,  the  discount  volume 
of  the  FICB  for  the  Seventh  Farm  Credit  District  has  continued  to 
grow  during  the  past  few  years. 

We  are  informed  that  if  the  demand  continues  only  in  proportion 
to  its  increase  of  the  last  few  years,  the  bank  should  add  approximately 
$250,000  to  its  basic  capital  or  surplus  during  each  of  the  next  10 
years. 

It  is,  therefore,  our  conclusion  that  the  credit  needs  of  agriculture 
are  in  a  period  of  expansion  and  we  are,  therefore,  greatly  concerned 
about  any  legislation!  which  may  curtail,  impair,  or  otherwise  limit 
the  functioning  of  the  intermediate  credit  system. 

In  this  connection  we  quote  to  you  from  the  task  force  report  of  the 
lending  agencies  issued  by  the  Hoover  Commission : 

The  Federal  intermediate  credit  banks  also  are  Federal  Government  agencies 
engaged  in  direct  lending  to  private  business  enterprises.  They  differ  from  the 
banks  for  cooperatives,  however,  in  that  they  lend  to  the  production  credit  asso¬ 
ciations  and  to  other  financial  institutions  instead  of  directly  to  the  users  of  the 
funds,  and  they  differ  in  that  a  much  higher  proportion  of  the  funds  which  they 
lend  are  funds  borrowed  from  private  sources  and  not  public  funds  raised  by 
pledge  of  the  Government’s  credit. 

The  Federal  Government  has  provided  the  entire  investment  of  ownership 
capital  in  the  Federal  intermediate  credit  banks.  This  furnishes  the  equity 
which  helps  to  make  possible  the  banks’  large  borrowings  from  private  sources. 
The  intermediate  credit  banks  Issue  their  consolidated  debentures  to  com¬ 
mercial  banks  and  other  institutions  so  that  they  may  supply  the  loan  funds 
for  borrowers  financed  by  the  production  credit  associations  and  other  financial 
institutions. 
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The  significant  statement  in  this  quote  is  that  the  Government  in¬ 
vestment  constitutes  the  equity  which  helps  to  make  possible  the  banks’ 
large  borrowings  from  large  private  sources.  We  must  have  in  mind 
that  the  functioning  of  the  FICB's  is  almost  wholly  dependent  upon 
the  ability  of  the  system  to  sell  its  debentures  in  the  commercial  money 
markets. 

It  was  through  the  sale  of  those  debentures  that  over  $1  billion  was 
made  available  to  agriculture  during  the  year  1955.  TV  e  have  tried  to 
determine  whether  this  proposed  legislation  would  in  any  way  impair 
the  ability  of  the  banks  to  sell  the  debentures.  We  conferred  by  tele¬ 
phone  with  the  fiscal  agent  of  the  system  and  were  advised  about  as 
follows : 

1.  The  Federal  intermediate  credit  banks  are  regarded  as  govern¬ 
mental  agencies  subject  to  Government  control. 

2.  They  are  recognized  as  being  wholly  independent  and  separate 
from  the  institutions  for  which  they  discount  loans. 

3.  There  is  a  feeling  that  the  Government  is  always  m  a  position 
to  advance  more  funds  to  protect  its  investment  in  the  banks. 

4.  The  continued  availability  of  the  $40  million  in  the  revolving 
fund  in  the  past  has  always  been  a  factor  influencing  the  marketability 
of  the  debentures. 

This  legislation  contemplates  the  ultimate  retirement  of  all  Govern¬ 
ment  capital.  With  the  loss  of  ownership  the  Government  can  rea¬ 
sonably  expect  the  loss  of  control.  When  ownership  of  a  bank  of  dis¬ 
count  is  vested  in  one  class  of  its  customers,  fertile  soil  is  created  for  a 
desire  to  discriminate  among  customers  who  are  in  competition  with 
eacTi  other. 

Before  passing  to  a  summary,  Senator,  I  have  not  said  anything 
about  the  effect  that  the  legislation  may  have  on  the  marketability 
of  the  debentures  as  a  result  of  the  fact  that  the>  conversion  from  a 
governmental  institution  into  a  privately  owned  institution  may  de- 
stroy  some  elements  of  marketability  that  are  now  available  to  the 
debentures  because  the  Federal  Reserve  System,  I  am  infoimed,  re¬ 
gards  those  debentures  in  the  portfolio  of  its  members’  banks  as  the 
equivalent  of  Government  bonds. 

A  question  was  asked  of  a  member  of  a  Federal  bank  who  does  not 
desire  to  be  quoted,  Federal  Reserve  bank,  and  he  stated  merely  that 
if  the  ownership  of  the  institution  ivere  to  pass  to  nongovernmental 
hands,  the  Federal  Reserve  Board  would  have  to  reappraise  its  entire 
analysis  of  the  debentures,  and  the  probabilities  are  that  they  would 
be  regarded  in  the  same  light  as  the  securities  of  any  other  private 

institution.  ,  , 

In  fairness,  however,  I  must  say  that  I  am  also  advised  that  the 
American  Bankers  Association  has  stated  that  it  did  not  think  it 
would  make  much  difference.  , .  _  . 

Senator  Holland.  lie  thought  the  debentures  would  hud  an  equally 

ready  market  under  the  reorganization? 

Mr.  McLeod.  That  statement  was  made.  I  am  inclined  to  think 
that  the  statement  may  have  been  made  because  the  American  Bankers 
Association  is  quite  interested  in  getting  the  Government  out  of  what 
it  calls  business.  And  the  statement  may  have  been  a  self-serving 
statement. 

In  summary,  we  conclude : 
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(a)  The  intermediate  credit  banks  were  designed  to  function  as 
permanent  banks  of  discount  for  all  institutions  granting  intermediate 
credit  to  agriculture.  It  was  never  intended  that  they  should  become 
privately  owned  and  it  is  naive  to  expect  that  anyone  will  purchase 
the  banks  without  acquiring  control  and  having  acquired  control,  it 
is  naive  to  expect  that  control  to  be  exercised  for  any  purpose  other 
than  the  dominant  benefit  of  the  owner. 

(b)  Under  the  proposed  legislation  the  Government  will  continue 
to  have  an  investment  in  the  intermediate  credit  banks  of  approxi¬ 
mately  $82  million  (exclusive  of  the  unallocated  revolving  funds  and 
exclusive  of  earned  surplus  of  approximately  $63  million) . 

We  see  no  imperative  need  for  the  retirement  of  that  investment. 
In  the  hands  of  Government  and  under  its  control,  it  has  purchased 
agricultural  credit  during  the  past  year  in  excess  of  $1  billion.  We 
know  of  no  other  method  by  which  the  Government  can  purchase  that 
same  amount  of  credit  at  less  cost  to  itself  and  to  its  borrowing 
farmers. 

It  is  not  a  losing  proposition  for  the  Government.  Nine  million 
dollars  has  already  been  returned  in  the  form  of  franchised  taxes 
to  the  Government.  It  is  reasonable  to  expect  a  continuance  of  a  com¬ 
parable  return. 

(c)  The  potential  effect  of  the  proposed  legislation  has  not  been 
sufficiently  explored.  The  entire  testimony  before  this  committee,  as 
well  as  before  the  companion  committee  of  the  House,  fails  to  indi¬ 
cate  that  any  study  has  been  made  of  its  effect  on  the  marketability 
of  the  debentures,  which  constitutes  the  essence  of  the  system. 

( d )  So  long  as  our  Government  can  continue  to  spend  billions  of 
dollars  for  the  rehabilitation  of  the  economy  of  many  different  foreign 
nations,  it  is  not  too  much  to  expect  that  our  own  farmers  will  be 
granted  what  is  in  proportion  a  mere  pittance  for  the  maintenance  of 
an  admittedly  sound  system  of  intermediate  credit. 

( e )  The  intermediate  credit  banks  and  the  production  credit  corpo¬ 
rations,  both  wholly  owned  by  the  government,  have  earned,  largely 
as  a  result  of  the  use  of  interest-free  Government  money,  a  surplus  in 
excess  of  $60  million. 

That  fund  in  our  minds  is  today  legally  and  morally  the  property 
of  the  Government. 

The  legislation  proposed  by  the  Farm  Credit  Board  will  in  effect 
make  a  gift  to  that  fund  to  the  production  credit  associations. 

From  the  standpoint  of  a  private  citizen,  that  is  legally  and  morally 
indefensible. 

I  was  impressed  yesterday,  Senator,  by  your  approach  to  this  prob¬ 
lem  of  the  surplus  and  I  thought  I  was  going  to  change  my  position 
after  listening  to  you. 

During  the  period  from  1942  to  the  present  time  I  have  been  the 
maker  of  a  loan  that  has  been  rediscounted  with  the  Federal  Inter¬ 
mediate  Credit  Bank. 

I  have  paid  the  interest  on  the  loan,  and  I  cannot  honestly  accept 
your  argument  because  during  that  period  of  time  I  received  from  an 
OFI  through  the  instrumentality  of  the  intermediate  credit  bank  a 
lower  rate  of  interest  than  I  would  have  had  to  pay  elsewhere. 

And  since  I  received  a  lower  rate  of  interest,  I  have  concluded  that 
I  was  a  borrower  having  contributed  nothing  to  that  surplus,  and  I 
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therefore  take  a  position  that  is  a  little  contrary  to  some  of  the  OFI’s 

liere. 

I  do  not  believe  that  either  the  OFI’s  or  the  PCA’s  have  contributed 
in  any  real  sense  to  the  creation  of  that  surplus,  and  that  it  is  still  and 
should  be  regarded  as  the  sole  property  of  the  United  States  Govern¬ 
ment. 

Thank  you. 

Senator  Holland.  Well,  that  is  a  tenable  position. 

I  wonder  if  you  would  care  to  differentiate,  if  you  have  thought  it 
through,  between  the  disposition  of  the  reserve  and  surplus  in  this 
case  and  that  in  the  case  of  land  bank  legislation  and  the  bank  for 
cooperative  legislation,  both  of  which  expressed  the  deliberately 
adopted  policy  of  the  nation  in  this  field  of  agricultural  credits. 

Mr.  McLeod.  I  do  not  think  I  am  sufficiently  familiar  with  the  bank 
for  cooperatives. 

I  think  a  valid  distinction  so  far  as  the  Federal  land  bank  is  con¬ 
cerned  is  found  in  the  fact  that  from  its  very  inception  it  was  to  be 
a  privately  owned  institution,  and  provisions  were  made  in  the  law  for 
the  retirement  of  the  Government  capital  which  in  effect  started  coinci¬ 
dent  with  the  creation  of  the  system. 

I  do  not  think  it  would  have  been  feasible  to  try  to  segregate  that 
surplus  and  say  that  part  of  it  was  attributable  to  Government  money 
and  part  of  it  to  private  money. 

I  think  that  the  handling  of  that  situation  by  the  Congress  was 
consistent  with  the  act  under  which  the  Federal  land  banks  were 
created.  I  do  not  think  that  that  is  true  in  this  case. 

Senator  Holland.  Well,  now  that  is  a  thoroughly  tenable  point 
of  view  and  could  only  be  met  by  two  things : 

First,  the  strong  desire  of  the  Government  as  represented  through 
the  establishment  of  the  production  credit  institutions  to  supply  the 
field  of  short-term  credit  for  farming  people  as  an  incident  to  serving 
the  national  interest,  so  farmers  would  not  be  choked  out  of  existence 
but  financed  by  short-term  loans  for  production  purposes. 

And  second,  the  fact  that  the  loans  thus  made  were  allowed  to  be 
made  at  an  interest  rate  which  did  set  up  a  surplus  which  was  needed 
because  the  Government  was  there  to  meet  the  demands  for  ordinary 
surplus  use. 

If  it  was  just  planned  to  simply  operate  in  the  black  but  not  ac¬ 
cumulating  anything  from  smaller  interests  rates,  the  service  cou  d 
have  been  supplied  all  along  without  accumulating  any  surplus. 

Of  course  the  third  position  is  that  it  is  considered  as  sound  pio- 
cedure  in  cooperative  setups  generally  to  accumulate  surpluses  and 
in  this  very  legislation  it  is  regarded  as  sound  procedure,  to  become 

effective  as  soon  as  the  institutions  are  merged. 

It  would  be  difficult  to  me  to  draw  a  line  of  distinction  e  ween 
what  occurred  before  January  1,  1957,  and  say  one  principle  app.  ie 
to  that,  and  a  different  one  applied  thereafter,  and  there  was  no  sim 

larity  of  the  operation  both  before  and  after. 

Maybe  there  is  real  reason  for  differentiation  but  1  dou  t  1  •  _ 

Now,  gentlemen,  we  have  appreciated  the  very  frank  ami 
testimony  that  has  been  received,  and  we  are  grateful  to  you  ° 
having  come  here  long  distances  to  be  heard  and  T  am  suie  :l  ■ 
testimony  will  be  helpful  to  our  committee  and  through  the  commit¬ 
tee  to  the  Congress. 
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I  understand  that  Mr.  Briggs  perhaps  wants  to  supplement  his 
earlier  statement,  is  that  correct  ? 

STATEMENT  OE  MARVIN  J.  BRIGGS,  CHAIRMAN,  FEDERAL  FARM 

CREDIT  BOARD — Resumed 

Mr.  Briggs.  There  has  been  a  divergence  of  opinion  here  on  the 
status  of  OFIs  under  Senate  bill  3564,  and  most  of  the  testimony 
presented  by  such  orginizations  has  been  in  opposition  to  the  provisions 
of  this  bill. 

I  would  like  to  read  a  comment  made  recently  by  the  Producers 
Marketing  Association,  Inc.,  of  Indianapolis,  Ind. 

This  association  is  the  second  largest  livestock  marketing  coopera¬ 
tive  affiliated  with  the  National  Livestock  Producers  Association  repre¬ 
sented  at  these  hearings  by  Mr.  P.  O.  Wilson,  of  Chicago.  Although 
the  Indianapolis  organization  maintains  or  has  maintained  a  separate 
agricultural  credit  corporation,  it  is  my  understanding  that  it  now 
finances  its  livestock  paper  through  the  Producers  Livestock  Credit 
Corp.  at  Chicago,  Ill. 

I  shall  read  only  one  paragraph  from  the  association’s  statement 
and,  with  the  permission  of  the  committee,  file  for  the  record  a  copy 
of  the  letter  from  which  I  quote : 

H.  R.  10285  makes  it  possible  for  the  same  to  be  accomplished  with  the  Federal 
Intermediate  Credit  Banks  and  the  Production  Credit  Corporations.  We  be¬ 
lieve  this  bill  treats  all  users  of  these  two  corporations  fair  and  equitable  and 
warrants  your  support.  Identical  bills  have  been  introduced  by  both  Congressman 
Hope  and  Congressman  Poage. 

On  March  28,  1956,  I  met  in  Chicago  with  Mr.  P.  O.  Wilson  and 
representatives  of  several  of  the  organizations  affiliated  with  the  Na¬ 
tional  Livestock  Producers  Association  to  discuss  Senate  bill  3564,  and 
to  explain  how  that  bill,  if  enacted,  would  affect  the  OFI’s.  If  I  may 
I  would  like  to  read  a  statement  made  by  one  of  the  organizations 
represented  at  the  meeting. 

Senator  Holland.  Can’t  you  put  this  in  the  record  ? 

Mr.  Briggs.  Yes,  I  can;  but  would  like  to  call  particular  attention 
to  the  fourth  paragraph  which  reads  as  follows ; 

Regarding  the  reorganization  of  the  Federal  intermediate  credit  bank,  we 
should,  of  course,  like  to  see  the  OFI’s  be  accorded  representation  and  considera¬ 
tions  as  nearly  equal  or  comparable  to  those  accorded  PCA’s  as  is  possible.  How¬ 
ever,  we  think  the  plan  finally  agreed  upon  and  proposed  by  you  to  the  Producers 
group  in  Chicago  may  be,  as  we  understand  it,  as  near  the  desired  objectives 
we  seek  as  is  possible  to  attain  at  this  time.  It  seems  obvious  that  no  proposals 
can  now  be  unanimously  agreed  upon  which  will  fully  satisfy  all  parties  and 
assure  immunity  from  later  political  implications.  Such  situations  must  be  met 
as  they  arise  by  the  leadership  of  the  Farm  Credit  Administration  and  the  au¬ 
thorized  participants. 

I  should  like,  if  I  may,  also  to  put  in  the  record  the  findings  of  an  in¬ 
vestigation  made  at  the  request  of  the  Federal  Farm  Credit  Board  hav¬ 
ing  to  do  with  the  sale  of  credit  bank  debentures. 

Last  fall  the  Board  employed  Mr.  Macdonald  G.  Newcomb,  who  was 
fiscal  agent  for  farm  credit  institutions  from  March  1,  1949,  to  Janu¬ 
ary  31,  1955,  to  study  and  report  to  it,  possible  effect  on  the  market¬ 
ability  of  credit  bank  debentures  which  might  result  from  a  change  in 
ownership  of  the  credit  banks.  Mr.  Newcomb  asked  the  following 
question  of  responsible  investment  officials  in  each  of  10  of  the  leading 
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banks  ancl  securities  dealers  who  buy  these  securities.  These  10  firms 
are  located  in  the  large  money  centers  throughout  the  country. 

Possible  effect  of  change  of  ownership  of  Federal  intermediate  credit  banks  to 
production  credit  associations,  on  marketability  of  credit  bank  debentures. 

In  response  to  this  question,  Mr.’  Newcomb  reported  to  the  Federal 
Board  as  follows  on  November  4,  1955  : 


The  opinion  was  unanimous  that  acquisition  of  the  credit  banks  by  the  pro¬ 
duction  credit  associations  on  a  basis  acceptable  to  the  Treasury  would  in  no 
way  affect  the  marketability  of  Federal  intermediate  credit  bank  debentures. 
This  conclusion  is  supported  by  the  experience  of  similar  nature  in  the  case  of 
the  land  banks  and  also  the  Federal  home  loan  banks. 


(The  documents  above  referred  to  are  as  follows :) 


Producers  Marketing  Association,  Inc., 

Indianapolis,  Ind.,  April  12, 1956. 

Hon.  Cecil  M.  Harden, 

House  of  Representatives, 

Washington,  D.  C. 

Dear  Congressman  :  House  bill  10285  as  prepared  by  the  Farm  Credit  Board 
and  introduced  in  the  House  by  Congressman  Cooley,  we  believe  fulfills  a  need 
in  agriculture. 

We  believe  it  is  sound,  that  the  users  of  the  Farm  Credit  System  eventually  own 
it.  This  has  been  accomplished  in  the  Federal  land  banks  and  congressional  leg¬ 
islation  has  set  up  a  method  to  make  this  possible  in  the  banks  for  cooperatives. 

H.  R.  10285  makes  it  possible  for  the  same  to  be  accomplished  with  the  Federal 
intermediate  credit  banks  and  the  production  credit  corporations.  We  believe  this 
bill  treats  all  users  of  these  two  corporations  fair  and  equitable  and  warrants 
your  support.  Identical  bills  have  been  introduced  by  both  Congressman  Hope 
and  Congressman  Poage. 

May  we  urge  you  to  lend  your  support  to  this  bill  and  work  for  its  passage. 

Yours  truly, 

Willard  E.  Jones,  President. 


Producers  Live  Stock  Credit  Association, 

Columbus,  Ohio,  April  18, 1956. 


Mr.  M.  J.  Briggs, 

President,  National  Council  of  Farmer  Cooperatives, 

Washington  6,  D.  C. 


Dear  Marvin  :  During  the  annual  meeting  of  the  National  Live  Stock  Pro¬ 
ducers  Association  in  Chicago  on  March  28,  you  conferred  with  officers  and  man¬ 
agement  of  the  national  association  and  of  its  affiliated  credit  associations 
regarding  proposed  credit  bank  legislation  and  policies  thereunder.  Reports  and 
discussions  of  this  conference  were  made  on  the  following  day  to  directors  of 
the  national  association  and  to  the  managers’  conference. 

Since  the  meetings  in  Chicago,  I  have  given  considerable  thought  to  the  reports 
and  proposals  made  and  vigorously  advanced  by  P.  O.  Wilson.  In  fact,  we  have 
reviewed  the  reports,  proposals,  and  recommendations  with  officers  of  our  Pro¬ 
ducers  Livestock  Cooperative  Association  and  Producers  Live  Stock  Credit 
Association. 

Producers  Livestock  Cooperative  Association  and  Producers  Live  Stock  Credit 
Association  have  been  users  of  and  expect  to  continue  to  use  the  services  of  the 
bank  for  cooperatives  and  the  Federal  intermediate  credit  bank,  respectively. 
We  have,  therefore,  a  stake  in  the  organization,  representation,  and  functioning 
of  these  divisions  of  the  Farm  Credit  Administration.  We  have  joined  in  the 
reorganization  of  the  Louisville  Bank  for  Cooperatives. 

Regarding  the  reorganization  of  the  Federal  intermediate  credit  bank,  we 
should,  of  course,  like  to  see  the  OFI’s  be  accorded  representation  and  considera¬ 
tions  as  nearly  equal  or  comparable  to  those  accorded  PCA’s  as  is  possible.  How¬ 
ever,  we  think  the  plan  finally  agreed  upon  and  proposed  by  you  to  the  producers 
group  in  Chicago  may  be,  as  we  understand  it,  as  near  the  desired  objectives  we 
seek  as  is  possible  to  attain  at  this  time.  It  seems  obvious  that  no  proposals  can 
now  be  unanimously  agreed  upon  which  will  fully  satisfy  all  parties  and  assure 
immunity  from  later  political  implications.  Such  situations  must  be  met  as  they 
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arise  by  the  leadership  of  the  Farm  Credit  Administration  and  the  authorized 
participants. 

It  seems  to  us  wholly  unwise  to  lose  the  good  will  of  the  farm  credit  leadership 
at  this  time  by  occasioning  further  delays  by  insisting  upon  provisions  that  are 
likely  not  now  attainable. 

Furthermore,  our  producers  association  was  one  of  the  first  and  foremost  in 
the  advocacy  of  your  election  to  the  positions  of  responsibility  which  you  now 
occupy.  We  then  had  full  confidence  in  you  and  your  good  judgment.  Neither 
has  been  impaired.  It  would  now  seem  to  be  manifestly  unfair  for  us  to  with¬ 
hold  from  you  the  cooperation  you  have  a  right  to  expect  from  those  who  were 
a  party  to  the  placement  of  farm  credit  responsibilities  upon  you.  We  believe 
that  our  interests  will  be  best  served  by  supporting  you  in  your  present  views 
and  recommendations  and  asking  that  you  keep  the  interests  of  the  users  and  ad¬ 
ministrators  of  the  OFI’s  in  mind  always  so  that  their  relationships  in  the  farm 
credit  system  and  the  considerations  afforded  them  through  the  Federal  inter¬ 
mediate  credit  bank  be  in  all  regards  as  nearly  equitable  and  comparable  with 
PCA’s  as  possible. 

Be  assured  of  our  appreciation  for  your  thoughtful  efforts  and  of  our  continuing 
cooperation. 

Sincerely  and  cordially, 


F.  G.  Ivetner, 

Secretary-Treasurer  and  General  Manager. 


Mr.  Briggs.  Mr.  Senator,  we  appreciate  the  consideration  you  have 
given  this  bill.  The  Board  has  worked  industriously  and  conscien¬ 
tiously  and  it  has  been  handled  democratically,  and  we  will  appreciate 
what  you  folks  can  do  for  us. 

(Whereupon,  at  4 :50  p.  in.,  the  committee  adjourned. ) 

(Additional  statements  tiled  for  the  record  are  as  follows :) 


Senator  Allen  J.  Ellender, 

Senate  Office  Building,  Washington,  1).  C. 


Alexandria,  La.,  April  11, 1956. 


Dear  Senator  Ellender:  A  bill  is  pending  that  proposes  to  consolidate  the 
Federal  intermediate  credit  banks  and  the  production  credit  corporations. 

This  is  a  matter  of  great  concern  to  us,  an  our  board  of  directors  at  a  meet¬ 
ing  held  April  3,  1956,  voiced  its  opposition  to  this  legislation — a  copy  of  the 
resolution  is  herewith  attached — and  directed  me  as  secretary-treasurer  to  solicit 
your  help  in  defeating  this  proposed  legislation. 

As  you  well  know,  the  farmer  is  today  suffering  on  account  of  high  cost  of 
operation  and  low  income,.  Interest  rates  continue  to  increase.  The  proposed 
legislation  will  add  to  the  cost  of  the  farmer. 

No  greater  service  can  be  rendered  to  farming  America  than  the  refusal  of 
Congress,  at  this  time,  to  tinker  with  the  Farm  Credit  Act  of  1933. 

Yours  very  truly, 


S.  F.  Trammell, 

Secretary-Treasurer,  Alexandria  Production  Credit  Association. 


Resolution  Pertaining  to  Proposed  Legislation  to  Consolidate  the  FICB’s 
and  PCC’s,  Adopted  By  tiie  Board  of  Directors  At  a  Meeting  Held  April 
3,  1956 

We,  the  board  of  directors  of  the  Alexandria  Production  Credit  Association, 
Alexandria,  La.,  have  carefully  reviewed  the  proposed  legislation  designed  to 
consolidate  the  Federal  intermediate  credit  banks  and  the  production  credit  cor¬ 
porations.  Although  the  district  advisory  committee  has  not  met  to  take  action 
on  the  proposed  legislation,  we  herewith  place  upon  record  our  preliminary  pro¬ 
test  to  the  legislation  cognizant  that  it  also  affects  the  production  credit  associa¬ 
tions.  It  is  the  unanimous  consensus  of  this  board  that  he  production  credit 
corporations  have  played  a  great  part  in  building  the  farm  credit  system,  and 
in  view  of  the  high  cost  of  operation  and  low  income  of  the  farmer,  it  would  be 
unwise  to  make  such  a  change  at  this  time  in  a  system  that  has  proven  over  a 
period  of  22  years  to  be  successful. 

It  is  the  unanimous  opinion  of  this  board  that  the  enactment  of  the  proposed 
legislation  at  this  time  would  be  detrimental  to  the  farmers ;  that  more  decentrali¬ 
zation  of  power,  rather  than  less,  in  the  Washington  ofliee  would  be  to  the  best 
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interest  of  the  farm  credit  system.  The  proposed  consolidation  would  not  prove 
to  be  an  economy  move,  in  our  opinion,  but  would  increase  the  cost  of  opera¬ 
tion  of  the  Federal  intermediate  credit  banks  which  most  likely  would  be  passed 
on  to  the  farmer  users.  It  is  our  very  sincere  and  strong  belief  that  the  proper 
method  to  improve  the  system,  and  to  curtail  expenses,  is  to  “streamline”  the 
operation  of  the  production  credit  corporations  and  the  Federal  intermediate 
credit  banks,  and  retain  them  as  separate  institutions. 

The  only  reason  given  for  the  proposed  consolidation  is  to  affect  savings  in 
operating  cost.  We  think  the  saving  will  be  insignificant.  The  production 
credit  associations  are  service  organizations  and  have  played  a  great  part  in  the 
economy  of  the  farmers  since  organization  in  1933.  A  slight  saving  accompanied 
by  less  service  will  work  to  the  disadvantage  of  our  system.  In  view  of  the 
present  agricultural  conditions,  this  board  feels  that  it  may  become  necessary 
for  the  Government  to  lend  more  support  to  short-term  credit  instead  of  less. 
The  amount  of  Government  capital  in  our  system  is  insignificant  compared  to 
the  service  rendered  to  the  Nation’s  economy. 

This  board  doubts  that  a  bank  of  discount  should  ever  be  the  supervisory 
agency  of  the  associations,  the  lenders.  This  is  based  on  our  22  years  of  ex¬ 
perience  with  the  Federal  intermediate  credit  banks. 

Since  organization  this  association  has  made  16,978  loans  to  farmers  for  a 
total  of  $31,732,909  and  now  have  1,847  members.  According  to  their  sentiment 
they  are  satisfied  with  the  present  system  which  is  dependable  and  adjustable 
to  farm  needs,  and  do  not  support  any  change ;  furthermore,  the  proposed  legis¬ 
lation  was  not  begun  by  our  farmers.  The  cost  of  the  system  is  largely  borne 
by  its  users.  Most  of  the  498  PCA’s  are  wholly  farmer  owned  and  the  Govern¬ 
ment’s  investment  in  the  system  is  small.  This  association  has  paid  back  to 
the  Government  every  penny  of  tis  peak  investment  of  $385,000. 

Finally,  the  proposed  legislation  would  revamp  the  system  through  consoli¬ 
dation  of  the  FICB's  and  PCC’s :  and,  in  our  opinion,  would  be  an  exchange  of  a 
satisfactory  setup  for  a  questionable  experiment,  which  could  easily  result  in  a 
considerable  higher  cost  to  the  farmer  and  a  serious  crippling  of  the  service  to 
him.  Therefore,  it  is  recommended  that  there  be  a  delay  in  any  new  legislation 
until  agriculture  is  on  a  sounder  basis. 

This  copy  is  being  sent  to  you  upon  specific  instructions  of  our  board. 

S.  F.  Trammell, 

Secretary-Treasurer,  Alexandria  Production  Credit  Assoc iat ion. 


Arcadia,  La.,  April  16, 1966. 

Senator  Allen  J.  Ellender, 

United  State  Senate,  Wash  ington.  D.  C. 

Dear  Senator  Ellender:  The  board  of  directors,  who  represent  approxi¬ 
mately  1.500  farmers  who  are  member-patrons  of  this  association,  has  requested 
that  I  write  you  expressing  their  views  regarding  the  proposed  legislation  de¬ 
signed  to  consolidate  the  Federal  intermediate  credit  banks  and  production  credit 
corporations. 

From  the  information  given  us.  the  main  idea  behind  the  proposed  consolida¬ 
tion  is  to  effect  savings  in  the  operation  of  the  two  institutions.  After  a  very 
careful  study,  we  can  see  that  little,  if  any,  economy  would  result. 

As  our  supervising  agency,  the  Production  Credit  Corporation  has  always  been 
most  cooperative  in  permitting  this  association  to  retain  sufficient  capital  en¬ 
abling  us  to  finance  farmers  in  our  area  who  have  for  economic  reasons,  con¬ 
verted  from  row  crops  to  more  diversified  operations,  such  as  livestock,  dairying, 
poultry,  etc.  It  is  strongly  felt  that  an  independent  agency  such  as  the  Pro¬ 
duction  Credit  Corporation  would  have  a  more  sympathetic  understanding  of 
farmers’  needs  than  an  agency  extending  the  credit  and  which  has  heavy  re¬ 
sponsibility  to  the  purchasers  of  its  debentures. 

In  other  words,  we  feel  that  the  system  is  working  to  the  entire  satisfaction  of 
all  concerned  and  we  earnestly  solicit  your  cooperation  and  influence  in  trying 
to  at  least  postpone  this  legislation  until  agricultural  conditions  are  more  favor¬ 
able  . 


Kesepctfully  yours, 


Roy  Brice, 


Secretary-Treasurer,  Arcadia  Production  Credit  Association. 
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Opelousas,  La.,  April  23, 1956. 

Hon.  Allen  J.  Ellender, 

Chairman,  Senate  Agricultural  Committee, 

Senate  Building,  W  ashington,  D.  C. 

Dear  Senator  Ellender  :  The  directors  of  our  association  asked  that  I  write  to 
give  you  their  views  on  the  proposed  legislation  for  the  purchase  of  the  Federal 
intermediate  credit  banks  and  the  production  credit  corporations  by  the  produc¬ 
tion  credit  associations. 

It  is  the  feeling  of  our  directors  that  no  legislation  should  be  passed  at  this 
time.  The  cost  of  money  has  been  rising  steadily  for  the  past  year  and  it  doesn’t 
look  like  the  peak  has  been  reached.  The  interest  rate  charged  our  borrowers 
is  high  enough  so  it  was  necessary  that  this  association  absorb  some  of  the  in¬ 
creases.  Any  future  increase  will  also  have  to  be  absorbed.  Disturbing  the 
present  setup  of  the  FICB’s  and  PCC’s  may  result  in  an  increased  cost  to  us 
of  our  money  and  that  would  make  the  situation  worse.  We  are  operating  on  a 
very  narrow  margin  now. 

Should  the  Congress  feel  that  legislation  is  necessary  at  this  time,  we  recom¬ 
mend  the  bill  offered  by  the  Farm  Credit  Board  introduced  as  H.  R.  10285,  or  any 
identical  bill.  It  would  be  to  our  advantage  if  the  effective  date  of  such  legis¬ 
lation  be  deferred  for  about  5  years. 

Any  help  that  you  can  give  will  be  greatly  appreciated. 

Very  truly  yours, 


Clarence  Harmon,  Jr., 

Secretary-Treasurer,  Opelousas  Production  Credit  Association. 


Hon.  Gracie  Pfost, 

House  of  Representatives, 

Washington,  D.  C. 


Twin  Falls  Idaho,  April  21,  1956. 


Dear  Mrs.  Pfost  :  We  have  had  the  opportunity  of  going  over  the  proposed 
bills  to  be  presented  to  Congress  by  the  Federal  Farm  Credit  Board,  and  wish  to 
again  urge  that  Senate  bill  No.  3549  and  House  bill  10285  be  approved  as 
written,  as  they  come  nearer  meeting  with  the  approval  of  our  board  and  with 
the  plan  that  was  discussed  last  summer  in  our  district  conference  at  Spokane. 

The  three  amendments  to  Senate  bill  No.  3549,  and  included  in  Senate  bill 
No.  3550,  do  not  meet  with  our  board’s  approval.  On  page  5,  line  19,  also  on 
page  16,  line  20,  they  are  substituting  a  much  reduced  revolving  fund.  The 
associations  have  never,  since  their  inception,  gone  through  a  recession,  and  we 
are  doubtful  if  these  revolving  fund  reductions  would  be  wise. 

On  page  12,  lines  23  to  25,  where  the  Government  is  to  hold  its  interest  in  the 
surplus  and  reserve  account,  this  is  particularly  objectionable  since  we  feel  that 
these  surplus  and  reserves  were  built  up  at  the  expense  of  the  associations  and 
their  members  through  the  interest  rate  charged,  and  that  the  Federal  Govern¬ 
ment  has  no  right  to  retain  any  interest  in  the  same.  The  third  change  on  page 
23,  subsections  A  and  B  of  section  201,  which  would  continue  the  budget  pro¬ 
visions  of  the  Government  Corporation  Control  Act  until  the  entire  Government 
capital  is  retired,  it  seems  to  us  that  this  should  be  eliminated  even  under  the 
mixed  ownership,  since  under  the  new  law  the  PCA’s  contract  to  take  the  Gov¬ 
ernment  out  in  full. 

May  we  urge  that  you  use  your  good  influence  to  see  that  Senate  bill  No.  3549 
and  House  bill  No.  10285  be  approved  as  presented  by  the  Farm  Credit  Board, 
without  the  above-mentioned  amendments? 

Yours  very  truly, 


C.  C.  Haynie, 

Secretary,  Southern  Idaho  Production  Credit  Association. 


Casper  Wyo.,  April  l/t,  1956. 

Hon.  Joseph  C.  O’mahoney, 

Senate  Office  Building, 

United  States  Senate,  Washington,  D.  C. 

Dear  Senator  O’Mahoney  :  We  have  been  studying  carefully  the  recently  in¬ 
troduced  farm  credit  legislation,  which  as  you  know,  provides  for  the  merger 
of  the  production  credit  corporation  (the  supervising  agencies  of  the  production 
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■credit  associations)  and  the  Federal  intermediate  credit  banks  (the  discount 
agencies.  The  proposal  also  provides  for  the  purchase  by  the  production  credit 
association  of  the  capital  of  the  merged  institutions,  through  an  intiial  conti  i- 
bution  payable  in  3  years,  and  the  balance  to  be  acquired  over  a  period  of  years 
through  the  net  earnings  of  the  banks.  The  legislation  also  contains  other 
provisions,  among  them  features  which  would  obviously  result  in  increased 
cost  of  money  to  the  production  credit  associations,  and  which  would  have  to 

be  passed  on  to  the  borrowers.  v_.  .  .. 

While  we  subscribe  to  the  theory  of  ultimate  complete  ownership  of  the 
System  by  the  production  credit  associations  and  their  members,  we  question 
the  advisability  of  forcing  the  purchase  of  these  agencies  on  the  association  at 
this  time,  due  primarily  to  the  reason  stated  above — namely,  the  probable  cost. 
This  cost  to  associations  can  only  be  estimated,  and  will  depend  to  a  large 
degree  on  the  margin  of  profit  on  which  the  banks  will  operate.  And  this  margin 
will  also  have  a  bearing  on  future  earnings  which  will  determine  the  amount 
of  funds  available  each  vear  for  patronage  refunds.  These  refunds  of  course, 
will  be  issued  in  Federal  Intermediate  Credit  Bank  stock  and^as  such  asso¬ 
ciation  owned  stock  increases,  Government  owned  capital  will  be  retired. 

Our  board  of  directors  is  unanimous  in  its  opinion  that  the  whole  matter 
should  be  given  another  year  or  two  of  study  before  it  is  offered  as  legislation,  in 
an  effort  to  work  out  a  more  practical  and  equitable  approach. 

Senate  bill  35(54  and  House  bill  10285  are  the  Farm  Credit  Board’s  final  version 
and  are,  we  are  told,  identical.  Senate  bill  3550  was  offered  by  the  Budget  Bureau 
as  an  alternate  measure  and  obviously  does  not  have  the  support  of  any 
interested  parties.  It  provides  for  a  reduction  in  the  revolving  fund,  retention 
of  the  surplus  by  the  Treasury  in  event  of  liquidation  and  would  keep  the  new 
institution  under  the  control  of  the  Bureau  of  the  Budget. 

There  will,  of  course,  be  some  opposition  in  addition  to  ours,  to  the  Farm 
Credit  Board’s  bill  but,  from  what  we  are  able  to  learn,  many  associations 
over  the  country  are  supporting  it.  So  it  would  appear  that  the  bill  possibly  has 
a  fair  chance  of  passage.  If  such  is  the  case  we  would  like  to  have  the  Wyoming 
congressional  delegation  offer  an  amendment — copy  of  which  is  attached  to  this 
letter. 

By  way  of  explanation  of  this  suggested  amendment  we  might  state  that  under 
the  section  of  the  bill  referred  to,  the  Governor  of  the  Farm  Credit  Administra¬ 
tion  has  the  authority  to  reallocate  Government-owned  capital  among  the  various 
districts.  Those  districts  relinquishing  capital  under  this  authority  would 
sacrifice  income  that  would  otherwise  be  available  to  them  to  aid  in  offsetting 
some  of  the  additional  expense  that  would  be  incurred  by  reason  of  the  merger 
of  the  two  institutions.  We  have  been  informed,  through  reliable  sources,  that 
under  this  reallocation  authority,  this  district  (8)  would  lose  about  $3,500,000  in 
capital  and  would  result  in  a  loss  of  approximately  $87,500  in  income  annually. 
Capital  funds  are  normally  invested  in  Government  bonds  that  return  about 
2 Vi  percent. 

Consequently,  it  is  felt  by  the  members  of  our  board,  as  well  as  others  in  this 
district,  that  if  the  authority  to  enhance  capital  to  some  districts  as  the  expense 
of  others  were  deferred  for  5  years  it  would  be  more  equitable  for  all  concerned. 
It  would  permit  those  districts  for  which  reduction  is  planned  to  enjoy  the  income 
for  that  period  of  time,  thereby  aiding  in  building  reserves  and  offsetting  expenses 
that  would  otherwise  be  directly  or  indirectly  borne  by  the  associations.  At  the 
end  of  the  5-year  period,  it  might  not  be  so  unpractical  or  unfair  to  permit  the 
reallocation,  if  the  need  then  existed.  Those  district  banks  requiring  additional 
capital  structure  now  could  obtain  paid  in  surplus  funds  from  the  revolving 
fund. 

We  are  appreciative  of  the  splendid  cooperation  you  have  always  extended  us 
and  thank  you  for  your  help  in  this  matter.  Kind  personal  regards. 

Very  truly  yours, 

L.  F.  Davis, 

Secretary-Treasurer,  Wyoming  Production  Credit  Association. 

Suggested  Amendment  to  H.  R.  10285  and  S.  3564 

Insert  after  the  word  “banks”,  page  4,  section  205  (A)  (1),  line  25,  the  follow¬ 
ing  :  “ Provided ,  however,  That  no  such  reallocation  shall  be  made  by  the  Governor 
until  this  act  has  been  in  effect  for  a  period  of  5  years.” 

We  do  not  have  a  copy  of  S.  3564,  which  is  reportedly  identical  with  H.  R. 
10285.  This  amendment  has  been  prepared  as  it  refers  to  H.  R.  10285 — section, 
qjage  and  line  number,  etc. 
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Statement  Filed  by  J.  Olney  Brott,  General  Counsel,  American 

Bankers  Association 

The  Nation’s  banks  extend  more  credit  to  farmers  for  production  purposes 
than  any  other  lending  agency.  At  the  beginning  of  1956,  banks  held  $3,249,- 
541,000  in  production  loans,  while  the  Production  Credit  Associations  held 
$653,478,000  and  the  Farmers’  Home  Administration  held  $392,191,000.  The 
members  of  the  American  Bankers  Association,  representing  over  98  percent  of 
the  Nation’s  banks,  number  among  their  customers  the  vast  majority  of  the 
farmers  in  the  United  States.  We  are,  therefore,  deeply  interested  and  con¬ 
cerned  in  legislation  affecting  farm  credit. 

We  are  generally  in  sympathy  with  the  objectives  of  S.  3549,  S.  3550,  and  S. 
3564  to  facilitate  farmer  ownership  of  cooperative  credit  institutions  and  retire¬ 
ment  of  Government  capital  therein.  These  proposals  would  eliminate  overlap¬ 
ping  authority  and  some  other  undesirable  features  of  the  present  Farm  Credit 
Administration  short-term  agencies.  There  are,  however,  important  provisions 
of  the  bills  with  which  we  are  not  in  accord. 

retirement  of  government  capital 

Our  association  has  long  recognized  the  right  of  farmers  and  others  to  or¬ 
ganize  cooperative  businesses,  including  credit  institutions.  At  the  same  time,, 
we  have  consistently  maintained  that  it  is  not  the  function  of  Government  to  pro¬ 
vide  free  capital  or  other  subsidies  to  these  cooperatives  which  are,  after  all, 
organized  for  the  benefit  of  special  groups.  Accordingly,  it  has  long  been  our 
view  that  when  free  Government  capital  has  been  provided  for  cooperative 
agencies,  it  should  be  returned  in  the  shortest  possible  time.  As  the  Government 
strives  to  reduce  expenditures  and  to  achieve  a  balanced  budget,  every  user  of 
Government  capital  should  recognize  the  need  for  immediately  returning  to  the 
Treasury  every  dollar  possible.  The  provisions  for  the  return  of  Government 
capital  contained  in  these  bills  are  inadequate,  and  there  is  no  provision  whatso¬ 
ever  for  return  of  surplus  earned  with  Government  funds. 

Under  the  terms  of  S.  3549  and  S.  3564,  only  the  capital  of  the  production  credit 
corporations  transferred  to  the  Federal  intermediate  credit  banks,  amounting  to 
$31.5  million  according  to  the  September  30,  1955,  figures  shown  in  the  Treasury 
Bulletin  for  January  1956,  would  be  returned  to  the  Treasury  in  the  form  of 
miscellaneous  receipts.  The  balance  of  $60  million  would  be  paid  into  a  revolv¬ 
ing  fund  from  which  the  Governor  of  the  Farm  Credit  Administration  at  his  dis¬ 
cretion  could  supply  additional  Government  capital  through  future  subscriptions 
to  class  A  stock  of  the  banks.  S.  3550  provides  for  an  additional  $30  million  to 
be  paid  to  the  Treasury  as  miscellaneous  receipts,  with  the  balance  to  go  into  the 
revolving  fund.  We  believe  it  is  contrary  to  sound  Government  fiscal  policy  to 
earmark  funds  to  supply  Government  capital  at  some  future  date.  Agencies  in 
need  of  additional  capital  should  be  required  to  go  before  the  Congress  to  justify 
the  need  for  such  funds  and  provide  an  opportunity  to  study  and  appraise  their 
operations.  Although  S.  3550  represents  a  move  in  the  right  direction,  we  recom¬ 
mend  that  all  proceeds  of  class  A  stock  retirements  be  paid  into  the  Treasury 
as  miscellaneous  receipts. 

REPAYMENT  OF  SURPLUS 

AN  Idle  the  bills  before  this  committee  provide  for  eventual  retirement  of  Govern¬ 
ment  capital  of  these  agencies,  they  make  no  provision  for  the  return  to  the  Gov¬ 
ernment  of  the  $2.4  million  in  paid-in  surplus  of  the  Federal  intermediate  credit 
banks  or  the  combined  earned  surplus  of  the  two  agencies  of  $63.5  million. 

These  amounts  represent  Government  investment  in  these  two  agencies  created 
as  the  result  of  the  use  of  Government  capital  without  charge.  These  surplus 
funds  rightfully  belong  to  the  Government.  We  believe  that  provision  should  be 
made  for  the  prompt  repayment  to  the  Treasury  of  these  surplus  funds. 

EXPENSE  OF  POA  SUPERVISION 

These  bills  propose  that  the  income  derived  from  the  surplus  transferred  from 
the  production  credit  corporations  should  be  used  to  pay  the  expenses  of  the 
Federal  intermediate  credit  banks  in  providing  supervision  and  assistance  to 
the  production  credit  associations.  We  fail  to  see  why  the  PCA’s  should  not  pay 
for  their  supervisory  services  as  do  other  financial  institutions. 

It  is  interesting  to  note  that  the  Comptroller  General  of  the  United  States  in 
his  report  on  audit  of  corporations  of  the  Farm  Credit  Administration  for  the 
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liscal  year  ending  June  30,  1954,  made  the  recommendation  “that  the  Congress 
consider  requiring  the  production  credit  associations  to  pay  the  cost  of  their 
supervision,  which  is  now  being  paid  by  the  production  credit  corporations.”  In 
support  of  this  recommendation,  the  report  states  that,  “We  believe  that  the  pro¬ 
duction  credit  system,  assisted  by  the  Federal  Government  since  1933,  has  now 
become  firmly  established  and  should  be  more  nearly  self-supporting  and  that 
the  supervision  of  the  associations  is  a  form  of  direct  service,  the  cost  of  which 
should  be  borne  by  the  associations.” 

FRANCHISE  TAX 

The  bills  continue  the  present  requirement  that  the  banks  pay  a  franchise  tax 
to  the  Treasury,  although  application  of  earnings  is  somewhat  changed.  We 
have  repeatedly  taken  the  stand  that  the  cooperative  agencies  of  the  Farm  Credit 
Administration  which  have  Government  capital  should  reimburse  the  Treasury 
for  the  use  of  that  capital  on  a  basis  at  least  comparable  with  the  cost  of  the 
funds  to  the  Treasury.  The  provision  for  the  franchise  tax  contained  in  these 
bills  is  inadequate  to  attain  the  objective.  We  believe  that  the  Federal  inter¬ 
mediate  credit  banks  as  business  enterprises  have  reached  a  stage  of  develop¬ 
ment  where  they  have  no  need  for  further  subsidy. 

Generally,  taxes  are  considered  a  fixed  charge  against  earnings  as  a  current 
operating  expense,  yet  under  the  provisions  of  these  bills  the  franchise  tax  will 
be  payable  only  out  of  earnings  remaining  after  certain  amounts  are  set  aside 
to  restore  capital  impairments  and  to  create  and  maintain  surplus  and  reserve 
accounts.  Even  then,  this  tax  will  be  further  limited  to  not  more  than  25  percent 
of  remaining  earnings.  We  recommend  that  these  provisions  be  amended  to 
require  the  Federal  intermediate  credit  banks  to  pay  as  a  first  charge  against 
their  earnings  an  amount  on  their  Government  capital  equal  to  the  cost  of  funds 
to  the  Treasury. 

TREATMENT  OF  RESERVES 

According  to  the  1954-55  Annual  Report  of  the  Farm  Credit  Administration, 
the  Federal  intermediate  credit  banks,  as  of  June  30,  1955,  had  a  combined 
reserve  for  contingencies  of  $18,475,000.  Under  the  bills  now  being  considered 
each  bank  would  establish  a  new  surplus  account  by  consolidating  its  present 
reserve  for  contingencies  with  its  present  surplus  account  and  the  surplus  of 
the  production  credit  corporations  transferred  to  the  bank.  When  this  pro¬ 
vision  is  considered  with  the  provision  for  the  annual  application  of  earnings 
which  apparently  contemplates  the  building  up  of  a  new  reserve  account  from 
scratch  by  setting  aside  25  percent  of  annual  earnings  remaining  after  making 
good  anv  impairment  of  capital  and  surplus  until  such  reserve  account  equals 
25  percent  of  outstanding  capital  stock  and  participation  certificates,  it  would 
appear  to  have  the  effect  of  greatly  extending  the  period  before  final  retirement 
of  class  A  stock  by  reducing  the  amount  of  earnings  available  for  patronage 
dividends  in  the  form  of  class  B  stock  and  participation  certificates.  We  recom¬ 
mend  that  the  present  reserve  for  contingencies  be  retained  as  a  part  of  the 
reserve  account  of  the  banks  in  order  that  the  maximum  reserve  of  25  percent 
of  outstanding  capital  stock  and  participation  certificates  be  reached  more 
quickly,  which  would  sooner  make  available  a  larger  portion  of  annual  earnings 
to  be  applied  to  patronage  dividends  in  the  form  of  class  B  stock  and  par¬ 
ticipation  certificates. 

We  appreciate  this  opportunity  of  presenting  our  views  on  this  important 
legislation.  We  have  endeavored  to  take  a  constructive  approach  in  offering 
our  recommendations  for  changes  in  these  bills.  We  believe  that  the  changes 
we  have  proposed  are  consistent  with  the  principles  set  forth  in  the  “declaration 
of  policy”  contained  in  the  bills  and  at  the  same  time  will  aid  the  Government 
in  achieving  its  fundamental  aims  of  a  balanced  budget  and  reduction  of  the 
Federal  debt.  We  sincerely  hope  that  our  recommendations  will  merit  your 
careful  consideration. 


Statement  Filed  by  James  E.  Wells,  Jr.,  Executive  Vice  President,  Farmers 
Union  Livestock  Association,  South  St.  Paul,  Minn.,  Representing  the 
National  Farmers  Union 

The  National  Farmers  Union  recommends  that  H.  R.  10285  be  approved  without 
amendments  by  your  committee,  and  it  is  recommended  that  the  Congress  pass 
H.  R.  10285  when  approved  by  your  committee. 
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As  executive  vice  president  of  a  farmers’  cooperative,  I  have  a  double  interest 
in  this  legislation,  both  in  its  effect  on  cooperative  banks  and  on  individual 
farmer  loans.  I  have  been  closely  associated  with  credit  problems  for  a  long 
time.  For  many  years  I  was  deputy  governor  of  the  Farm  Credit  Administra¬ 
tion  and  commissioner  of  the  banks  for  cooperatives. 

Especial  consideration  was  given  to  the  fact  that  by  the  merger  of  the  pro¬ 
duction  credit  corporations  in  Federal  intermediate  credit  banks  duplications  in 
the  review  of  rediscountahle  paper  and  other  functions  will  be  eliminated  and 
costs  reduced.  Some  have  thought  that  there  should  be  a  separate  corporation 
for  supervision  and  a  separate  corporation  for  rediscounting.  Such  an  arrange¬ 
ment  would  continue  the  inefficiencies  that  now  exist ;  the  bill  provides  for  ade¬ 
quate  departmentalization  for  the  administration  of  these  two  functions;  these 
functions  would  be  cared  for  under  the  merged  banks  in  a  manner  similar  to  that 
followed  by  the  Federal  Reserve  System  and  the  Federal  land  banks. 

Questions  have  been  raised  as  to  whether  other  financial  institutions,  other 
than  the  production  credit  associations,  that  are  authorized  to  borrow  and  re¬ 
discount  with  the  merged  Federal  intermediate  credit  banks  AA'ould  receive  credit 
under  the  merged  banks  as  adequate  as  the  credit  which  they  have  received  dur¬ 
ing  the  past.  It  is  believed  that  better  credit  service  will  be  received  by  the  other 
financial  institutions  under  the  merger  plan.  The  authority  and  the  directive  to 
do  so  are  clearly  written  into  the  bill ;  Farm  Credit  Administration  officials  have 
informed  us  that  every  effort  will  be  made  to  make  these  functions  operate 
effectively. 

In  regard  to  the  borrowings  by  the  bank  for  cooperatives,  it  is  believed  that 
their  credit  needs  will  be  provided  for  better  under  the  merged  Federal  inter¬ 
mediate  banks.  The  credit  needs  of  the  banks  for  cooperatives  may  be  met  at 
the  farm  credit  district  level  rather  than  at  the  Washington  level  with  less  lost 
motion  and  Avith  increased  efficiency. 

If  any  amendment  were  to  be  offered,  consideration  might  be  given  to  permit¬ 
ting  intermediate  credit  up  to  10  years  instead  of  the  7  years  provided  in  the 
bill;  however,  it  seems  desirable  first  to  obtain  experience  in  the  selling  of 
debentures  of  the  Federal  intermediate  credit  banks  under  the  7-year  term. 

The  retention  of  the  name  Federal  intermediate  credit  banks,  the  capital 
structure  left  Avith  the  banks  after  the  merger,  and  the  revolving  fund  provided 
for  additional  capital  requirements  appear  ample  for  the  continuous  sale  of  de¬ 
bentures  of  the  system  to  the  investing  public ;  these  provisions  seem  adequate 
for  any  foreseeabel  future  contingencies. 

All  in  all,  the  passage  of  the  bill  Avill  provide  improvements  in  the  efficiency 
of  operations,  a  possible  reduction  in  costs  of  operations,  a  centering  of  responsi¬ 
bility  in  the  rediscounting  of  paper,  and  a  capital  base  so  that  adeqate  lending 
funds  may  be  made  available  through  the  sale  of  debentures. 


Statement  Filed  By  Jerome  J.  Burke,  Secretary-Manager,  Producers  Live 
Stock  Credit  Corp.,  Chicago,  III. 

The  Producers  Live  Stock  Credit  Corp.,  of  Chicago,  lends  money  for  cattle 
and  sheep  production  to  farmers  and  ranchers  over  12  Midwestern  States. 

Since  organization  in  April  1924,  the  Producers  Live  Stock  Credit  Corp.  has  dis¬ 
counted  witli  the  Federal  Intermediate  Credit  Bank  of  St.  Louis,  and  is  the  larg¬ 
est  single  discounter  with  that  bank. 

Because  we  feel  that  the  proposed  legislation  is  discriminatory  and  unsound, 
we  definitely  oppose  it.  We  oppose  this  bill  for  the  following  reasons : 

1.  We  object  to  paying  part  of  the  cost  of  supervision  of  the  production  credit 
associations.  There  seems  to  be  no  precedent  for  this,  as  the  other  financing 
concerns  of  this  country  pay  for  their  own  supervision. 

2.  Other  financing  institutions  will,  while  acquiring  participation  certificates, 
have  no  vote  in  Federal  intermediate  credit  hank  affairs.  The  voting  stock  is  all 
to  he  held  eventually  by  the  production  credit  associations.  This  is  gross  dis¬ 
crimination. 

3.  Upon  liquidation,  the  surplus  accumulated  prior  to  this  bill  becoming  law 
will  go  to  the  production  credit  associations  as  B  stockholders.  This  surplus  ac¬ 
tually  belongs  to  the  United  States  Government.  However,  if  it  is  not  to  revert 
to  the  Government,  then  it  should  he  distributed  equitably  to  the  users,  including 
both  production  credit  associations  and  the  other  financing  institutions.  The 
other  financing  institutions  have  been  contributing  to  this  surplus  since  1923. 
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4.  The  collateral  requirements  should  be  uniform.  Any  restrictions  should  be 
based  on  the  qualifications  of  the  farmer-borrower  and  the  financial  condition  of 
the  discounting  agency.  The  collateral  requirements  should  not  be  based  on 
whether  the  discounting  agency  happens  to  be  classified  as  a  production  credit 
association  or  as  an  other  financing  institution.  These  differences  in  collateral 
are  set  forth  in  sections  202a  (1)  and  (2)  and  section  6  (i)  (1). 

5.  Terminating  employment  of  Federal  intermediate  credit  bank  employees  is 
unnecessary  as  the  Federal  intermediate  credit  banks  are  not  being  liquidated 
as  are  the  production  credit  corporations. 

6.  This  bill  requires  the  purchasers  to  pay  for  15  percent  of  the  stock  within 
a  period  of  2  years.  Under  present  agricultural  conditions  this  requirement  will 
be  difficult  to  accomplish  unless  the  Governor,  under  powers  granted,  uses  the 
revolving  fund  to  provide  many  of  the  purchasers  with  the  funds  needed  to  finance 
the  purchase. 

All  of  the  above  objections  to  the  bill,  however,  are  secondary.  The  principal 
objection  we  have  is  changing  the  status  of  the  Federal  intermediate  credit  bank 
system  at  this  time.  We  believe  this  will  increase  rates  to  farmer  and  rancher 
users.  We  recommend  that  this  bill  be  rejected  and  the  Federal  intermediate 
credit  banks  maintained  on  their  present  basis. 

The  Federal  intermediate  credit  bank  system  has  an  enviable  reputation,  ac¬ 
quired  from  33  years  of  furnishing  sound,  dependable,  and  effective  agricultural 
credit  throughout  the  country,  at  minimum  cost  to  the  Government.  This  reputa¬ 
tion  is  reflected  in  the  confidence  of  the  investing  public  in  the  Federal  intermedi¬ 
ate  credit  banks’  public  offerings  of  debentures. 

The  Federal  intermediate  credit  bank  program  should  not  be  disturbed  at  this 
critical  period.  We  recommend  the  rejection  of  this  bill.  We  have  read  the  testi¬ 
mony  of  P.  O.  Wilson,  secretary-manager  of  National  Live  Stock  Producers  Asso¬ 
ciation,  and  we  are  in  complete  agreement  with  that  statement  and  endorse  it  in 
its  entirety. 


Statement  Filed  by  W.  A.  Hambright,  Secretary-Treasurer,  South  Carolina 
Federation  of  Production  Credit  Associations,  Spartan sburg,  S.  C. 

My  name  is  W.  A.  Hambright,  secretary -treasury  of  the  Spartanburg  Production 
Credit  Association,  Spartanburg,  S.  C.,  and  I  am  also  a  farmer  residing,  in 
Cherokee  County.  Mr.  E.  B.  Sanders,  president  of  the  South  Carolina  Federation 
of  PCA’s,  has  requested  that  I  appear  here  representing  our  State  federation  in 
the  capacity  of  its  secretary-treasurer.  Mr.  Sanders  asks  that  I  express  his  re¬ 
grets  in  his  inability  to  be  here  at  this  hearing. 

We  deeply  appreciate  the  opportunity  to  appear  before  this  committee  to  ex¬ 
press  our  views  on  this  important  subject. 

We  are  here  in  behalf  of  the  farmers  who  own  the  21  PCA’s  in  South  Carolina 
in  support  of  bill  H.  R.  3564. 

We  are  here  to  oppose  the  enactment  of  certain  parts  of  bill  S.  3550  because,  in 
our  opinion,  certain  proposals  in  the  bill  are  detrimental  to  the  welfaie  of  the 
production  credit  system,  and  jeopardize  the  plan  of  making  the  intermediate 
credit  banks  completely  farmer  owned. 

On  December  1  and  2,  1955,  a  districtwide  meeting  for  directors  and  secretary- 
treasurers  comprising  the  87  PCA’s  in  the  Third  Farm  Credit  District  was  held 
in  Columbia  S.  C.  It  should  be  emphasized  that  this  was  a  2-day  meeting  held 
for  the  purpose  of  discussing  the  proposals  of  the  principles  contained  in  bill 
S  3561,  and  for  obtaining  the  grassroots  thinking  from  directors  throughout  the 
district.  After  a  day’s  explanation  and  discussion  of  the  bill  the  meeting  split 
up  into  State  groups  for  further  consideration  of  the  principles  contained  i  n  this 
bill,  then  on  the  following  day  reconvened  and  voted  unanimously  to  support  the 
principles  contained  in  S.  3564. 

We  believe  that  this  bill  represents  the  majority  of  the  thinking  ot  the  directors 
and  officers  of  the  production  credit  system.  At  the  suggestion  of  our  Federal 
Farm  Credit  Board,  the  Governor  and  his  staff  conducted  a  hearing  in  each  of 
the  12  farm  credit  districts  during  the  latter  part  of  the  year  1955.  At  these 
meetings  opportunity  was  given  for  free  expression  of  thought  concerning  the 
proposed  legislation.  We  believe  this  bill  represents  a  sincere  effort  to  reconcile 
many  different  points  of  views  found  in  associations  through  the  Nation  and  other 

financing  institutions  using  the  services  of  the  credit  banks  ,  .  , . 

Section  II  of  the  Farm  Credit  Act  of  1953  states  the  policy  and  intent  of  the 
Congress  with  respect  to  the  management,  control,  and  ownership  of  the  farm 
credit  system.  It  reads : 
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“Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and 
facilitate  increased  borrower  participation  in  the  management,  control,  and  ulti¬ 
mate  ownership  of  the  permanent  system  of  agricultural  credit  made  available 
through  institutions  operating  under  the  supervision  of  the  Farm  Credit  Ad¬ 
ministration,  and  the  provisions  of  this  act  shall  be  construed  in  keeping  with 
this  policy.  The  Federal  Farm  Credit  Board  hereinafter  provided  for  shall 
within  1  year  after  appointment  make  recommendations  to  the  Congress  of  means, 
supplemental  to  those  provided  by  this  act,  of  carrying  into  effect  such  declared 
policy,  including,  but  not  limited  to,  means  of  increasing  borrower  participation 
in  ownership  of  the  Federal  farm  credit  system  to  the  end  that  the  investment 
of  the  United  States  in  the  Federal  intermediate  credit  banks,  production  credit 
corporations,  central  bank  for  cooperatives,  and  regional  banks  for  cooperatives 
may  be  retired.” 

We  like  this  policy  statement  and  want  to  see  it  activated  and  its  objectives 
accomplished. 

The  declared  policy  of  S.  3504  proposes  to  carry  out  these  objectives  and  signifi¬ 
cantly  proposes  to  merge  the  production  credit  corporations  in  Federal  inter¬ 
mediate  credit  banks,  and  to  facilitate  farmer  ownership  of  the  merged  banks 
and  retirement  of  Government  capital  therein. 

The  proposal  to  merge  these  institutions  makes  good  sense  to  us.  It  should 
promote  efficiency  within  the  system  and  lower  the  expense  of  supervision  to  the 
associations. 

We  are  opposed  to  the  enactment  of  8.  3550,  page  5,  line  19,  which  in  effect 
would  reduce  the  revolving  fund  of  the  12  Federal  intermediate  credit  banks 
from  $100  million  to  $70  million.  We  believe  that,  with  the  proposed  merger 
effected,  the  revolving  fund  may  be  needed  and  that  it  should  remain  at  $100 
million. 

Also,  we  are  opposed  to  the  language  on  page  12,  lines  23  to  25,  which  would 
have  the  effect  of  giving  the  Federal  Government  a  continuing  interest  in  the 
surplus  and  reserves  of  the  credit  banks  after  all  Government  capital  has  been 
retired.  We  think  the  surplus  should  be  retained  in  the  system  because  Con¬ 
gress  has  already  set  a  precedent  for  leaving  surplus  in  the  Federal  land  bank. 
A  second  reason  is  that  much  of  the  surplus  of  the  production  credit  corpora¬ 
tions  was  earned  iu  this  manner :  In  the  early  days  of  the  associations  they 
owned  4  percent  Government  securities.  Under  an  agreement  that  the  corpora¬ 
tion  invested  this  money  into  the  associations,  in  those  early  days,  they  had  a 
bond-repurchase  agreement  which  gave  them  authority  to  do  this,  which  they  did. 
They  told  us  that  they  were  going  to  sell  our  4  percent  securities  because  they 
were  at  a  high  premium.  The  corporation  took  the  profits  of  that,  and  gave  to 
the  associations,  eventually,  2%  percent  securities. 

A  considerable  amount  of  money  was  made  on  this  transaction,  and  that  is  a 
part  of  that  surplus.  We  think  that  surplus  rightfully  belongs  to  our  associa¬ 
tions,  our  farmer  members.  Since  the  Congress  has  treated  the  Federal  land 
bank  as  they  did  with  respect  to  the  surplus,  we  think  that  the  farmer  members 
own  the  surplus  in  the  corporations,  and  therefore,  think  that  this  surplus  should 
remain  in  the  system. 

We  think  it  is  important  that  the  surplus  be  left  as  a  cushion  to  help  defray 
expenses  of  administration  and  supervision.  We  think  the  Farm  Credit  Act  is 
good — it  is  important  to  agriculture,  but  the  Farm  Credit  Administration  is 
not  serving  its  intended  purpose  unless  adequate  provisions  are  made  to  enable 
PCA’s  to  extend  credit  to  the  farmers  at  a  reasonable  cost.  The  overall  cost 
of  money  to  farmers  in  our  Association  is  now  approximately  8  percent.  We 
think  that  is  too  high. 

Then,  on  page  23  of  S.  3550  we  oppose  the  language  under  subsection  (a) 
which  combines  into  a  single  subsection  the  subsections  (a)  and  (b)  of  201 
of  bill  S.  3564.  The  effect  of  this  change  would  be  to  keep  the  intermediate 
credit  banks  subject  to  the  budget  provision  of  the  Government  Corporation 
Control  Act  until  the  last  dollar  of  Government  capital  is  retired. 

We  hope  that  the  Congress  will  enact  the  proposed  legislation  contained  in  bill 
S.  3564  and  other  identical  bills  which  have  been  introduced.  We  believe  that 
the  end  result  of  this  act  is  designed  to  provide  agriculture  with  a  permanent 
source  of  credit  and  to  enable  PCA’s  to  ultimately  own  the  Federal  Inter¬ 
mediate  Credit  Banks,  which  was  the  original  intent  of  the  Congress  as  set 
forth  in  section  II  of  the  Farm  Credit  Act  of  1953. 
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Statement  Filed  uv  Carlos  Val.  Smith,  Secretaby-Tekasuber,  and  W.  D. 

Walker,  President,  Waco  Production  Credit  Association,  \\  aco,  Tex. 

We  shall  discuss  here  S.  4564,  introduced  by  Senator  Holland,  of  Florida; 
H.  Ii.  10285  introduced  by  Representative  Cooley;  H.  R.  10286  introduced  by 
Representative  Hope,  of  Kansas;  H.  R.  10315  introduced  by  Representative 
Poage,  of  Texas.  These  four  bills  are  identical  in  text.  Hence  we  shall  refer  to 
them  in  the  singular. 

We  have  agreed  with  the  majority  of  the  production  credit  associations  of  our 
district  that  this  bill,  as  far  as  it  goes,  is  a  good  bill.  We  have  no  disposition 
to  delay  or  impede  its  passage,  if  it  is  what  the  production  credit  associations 
■of  the  entire  system  want  and  if  the  objections  which  we  shall  raise  herein  are 
met. 

Our  association  however,  is  one  of  those  who  feel  that  some  important  things 
have  been  left  out  of  the  bill.  The  objections  which  we  shall  raise  have  been 
called  to  the  attention  of  the  Federal  Farm  Credit  Board  heretofore,  with  recom¬ 
mendations  for  their  remendy,  but  without  result.  Therefore,  we  shall  present 
>our  objections  and  recommendations  to  the  Congress,  hoping  they  may  be  received 
with  more  consideration. 

■Objection  No.  1:  No  provision  for  “increased  control ” 

This  legislation,  like  the  “Farm  Credit  Act  of  1955,”  is  designedto  comply  with 
the  statement  of  policy  contained  in  the  Farm  Credit  Act  of  19->3  (Public  Lav\ 
202 ) ,  which  says : 

"It  is  declared  to  be  the  policy  of  the  Congress  to  encourage  and  facilitate 
increased  borrower  participation  in  the  management,  control,  and  ultimate 
-ownership  of  the  permanent  system  of  agricultural  credit  made  available  through 
institutions  operating  under  the  supervision  of  the  Farm  Credit  Administration, 
and  the  provisions  of  this  act  shall  be  construed  in  keeping  with  this  poliej. 

It  has  been,  and  is,  our  belief  that  “control  should  go  with  ownership.  It 
was  to  be  expected  that  the  Federal  Farm  Credit  Board,  in  preparing  this  bill, 
would  have  had  due  regard  to  the  statement  of  policy  of  the  Congress  quoted 
above,  which  specifies  “management,  control  and  ultimate  ownership”  as  its 
goals,  not  simply  ownership.  Yet  this  bill  fails  to  make  any  provision  for  the 
purchasing  associations  to  acquire  increased  control  of  the  merged  Federal  inter¬ 
mediate  credit  bank  as  they  acquire  ownership. 

Our  association,  in  common  with  many  others,  feels  that  the  present  arrange¬ 
ment,  under  which  the  PCA’s  of  a  district  have  2  elected  directors  on  a  district 
board  of  7  men,  does  not  constitute  control.  This  arrangement  is  fairly  satis¬ 
factory  so  long  as  we  do  not  own  the  credit  bank,  but  when  we  have  invested  our 
money  and  have  retired  the  Government,  capital  from  the  merged  bank  and 
own  it,  we  cannot  agree  that  2/7  representation  on  the  board  of  directors  will 
give  us  effective  control.  The  proposed  act  does  not  provide  for  voluntary  par¬ 
ticipation  in  the  purchase  of  stock  in  the  bank,  but  makes  it  compulsory  for  the 
PCA’s  to  invest  their  capital.  This  is  doubtless  necessary  to  the  success  of  the 
plan  for  retirement  of  the  Government  capital,  hut  it  would  seem  that  simple 
justice  would  dictate  that  the  same  act  should  provide  the  means  for  giving  the 
purchasing  associations  “increased  control”  along  with  their  progressive  assump¬ 
tion  of  ownership.  And,  we  repeat,  this  clearly  is  the  intent  of  the  Congress  as 
quoted  above  from  the  act  of  1953. 

If  it  be  thought  that  the  omission  of  provision  for  controls  from  this  bill  is 
an  oversight,  let  us  look  at  the  “Declaration  of  Policy”  (sec.  2.),  which  reads 
as  follows : 

“It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to  provide  agri¬ 
culture  with  a  sound,  dependable,  and  effective  source  of  credit;  to  promote  the 
efficiency  of  the  farm  credit  system  by  merging  production  credit  corporations 
in  Federal  intermediate  credit  banks  and  to  facilitate  farmer  ownership  of  the 
merged  banks  and  retirement  of  Government  capital  therein ;  to  encourage  and 
promote  the  continued  growth  and  development  of  the  production  credit  associa¬ 
tions  as  self-supporting  cooperative  lending  institutions  operating  on  a  sound 
credit  basis  with  maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  production  credit  system ; 
and  to  continue  to  provide  other  financing  institutions  making  loans  to  farmers 
and  ranchers  with  the  right  to  borrow  from  and  rediscount  with  such  merged 
banks  on  a  basis  comparable  with  the  production  credit  associations  regardless 
of  the  ownership  of  such  banks.  The  provisions  of  this  Act  shall  be  construed 
•In  keeping  with  this  declaration  of  policy." 
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This  declaration  appears  to  have  been  very  carefully  written,  and  it  makes 
it  appear  that  the  Congress  has  backed  away  from  the  policy  contained  in  the 
Farm  Credit  Act  of  1953,  previously  quoted.  Notice  that  it  omits  any  reference 
to  “management  and  control”  and  bears  down  on  "farmer  ownership”  only. 
Without  attempting  to  impugn  motives,  we  are  nevertheless  faced  with  these 
questions : 

Why  did  the  Federal  Farm  Credit  Board  feel  it  necessary  to  restate  the 
policy  of  the  Congress? 

Why  did  it  not  simply  let  the  original  (1953)  declaration  of  policy  stand 
and  reaffirm  it? 

Does  this  indicate  that  the  Farm  Credit  Administration  now  looks  askance 
at  “borrower  participation  in  management  and  control”  and  would  limit 
borrower  participation  to  ownership  only? 

We  can  only  raise  these  questions  not  answer  them.  But  we  can  state  posi¬ 
tively  that  the  production  credit  associations  of  the  Nation  have  not  changed 
their  views  and  they  are  expecting  the  policy  adopted  in  1953  to  be  carried  out. 
We  do  not  believe  that  the  Congress  has  changed  its  policy,  and  we  submit  that 
the  proposed  declaration  of  policy  does  not  properly  represent  nor  express  the 
policy  of  the  Congress. 

If  this  be  considered  an  unimportant  matter,  let  it  be  remembered  that  several 
attempts  have  been  made  in  the  past,  by  persons  and  interests  opposed  to  the 
principle  of  farmer-borrower  control  of  our  system,  to  reverse  our  plan  and  to 
gather  up  the  controls  in  Washington.  Although  these  attempts  were  thwarted, 
we  are  not  at  all  certain  that  further  attempts  will  not  be  made.  We  hope  there 
are  no  longer  any  persons  in  the  Farm  Credit  Administration  who  disapprove 
of  the  principle  of  borrower  management  and  control  of  our  agricultural  credit 
system,  but  if  there  are,  the  proposed  restatement  of  congressional  policy  in  tlie 
aforementioned  declaration  of  policy,  if  enacted,  would  be  a  useful  tool  for  their 
purposes. 

Recommendation. — We  recommend : 

(1)  That  the  declaration  of  policy  in  section  2  be  rewritten  or  amended  so  as 
to  reaffirm  in  all  particulars  the  policy  contained  in  the  Farm  Credit  Act  of  1953. 

(2)  That  the  bill  be  amended  to  provide  that  the  purchasing  associations  shall 
obtain  control  of  the  merged  Federal  intermediate  credit  banks  progressively 
as  they  acquire  ownership.  (Our  association  favors  the  plan  of  separate,  but 
interlocking  boards  of  directors  for  the  three  units  of  the  Farm  credit  system  in 
each  district.) 

Objection  No.  2:  No  provision,  for  hardship  cases 

The  attention  of  the  Federal  Farm  Credit  Board  was  called  to  the  absence 
from  this  bill  of  any  provision  for  allowing  an  extension  of  time  for  the  initial 
investment  of  association  capital  in  the  merged  bank  where  it  would  cause  an 
association  hardship.  In  our  district,  several  associations  have  been  and  are 
experiencing  a  prolonged  drought.  In  others,  there  are  associations  that,  due  to 
limited  capital  and  smal  lincome,  may  find  it  hard  to  meet  the  scheduled  pay¬ 
ments  on  time.  Our  association,  being  a  more  or  less  average  PCA,  would  have 
to  take  about  $26,766  out  of  our  present  working  capital,  in  3  installments 
over  a  period  of  2  years.  This  is  equivalent  to  90  percent  of  our  total  profits  for 
the  past  5  years,  and  is  equal  to  6.7  percent  of  our  present  capital  and  surplus. 
We  doubt  if  we  can  take  this  amount  out  of  our  working  capital  without  some 
impairment  of  our  operation.  We  feel  certain  that  a  comparable  withdrawal 
from  the  capital  of  those  associations  that  are  undergoing  more  difficult  con¬ 
ditions  would  cause  even  more  embarrassment  to  them. 

We  think  that  the  bill  should  make  provision  for  some  flexibility  in  requiring 
the  investment  of  association  funds  in  the  merged  banks.  If  this  is  not  done, 
and  an  association  found  itself  unable  to  meet  an  installment,  its  only  recourse 
would  be  to  request  the  Governor  of  the  FCA  to  invest  some  Government  capital 
out  of  the  revolving  fund  to  take  up  the  slack.  It  would  be  hard  to  imagine  a 
more  absurd  situation  than  that  of  an  association  being  obliged  to  get  capital 
from  the  Government  with  which  to  retire  Government  capital  from  the  bank, 

Recommendation. — That  the  bill  be  amended  to  permit  the  Federal  intermedi¬ 
ate  credit  bank  of  a  district  to  grant  an  extension  of  time  for  the  initial  15- 
percent  investment,  or  any  installment  thereof,  to  an  association  that  would  be 
unable  to  make  such  investment  without  serious  hardship. 

We  respectfully  submit  these  recommendations  to  the  consideration  of  all 
members  of  the  Senate  and  the  House  of  Representatives,  and  particularly  to 
the  members  of  the  Committees  on  Agrictulture  of  the  two  Houses. 
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Freepobt,  III.,  April  23, 1956. 

Senator  Holland, 

Senate  Agriculture  Committee, 

Senate  Office  Building,  Washington,  D.  C.: 

Board  of  directors  representing  1,241  members  of  this  association  in  favor  of 
Senate  bill  S.  3564  and  urge  its  passage.  We  would  like  this  telegram  included 
in  the  hearing  now  before  your  committee. 

H.  E.  McCleary, 

President,  Blackhawk  Production  Credit  Association. 


Bloomington,  III.,  April  23, 1956. 

Senator  Holland, 

Senate  Agriculture  Committee, 

Senate  Office  Building,  Washington,  D.  C. 

Senator  Holland  :  The  board  of  directors  of  this  association  representing  1,422 
members  ask  that  tliis  message  be  read  into  the  record  of  the  Senate  agricultural 
hearing  of  Senate  bill  3564.  We  sincerely  request  that  the  committee  act  favor¬ 
able  on  this  bill  as  it  brings  about  economy  of  operation  and  provides  the  method 
for  complete  farmer  ownership  of  the  production  credit  system. 

Arthur  W.  Nafzigeb, 

President,  Bloomington  Production  Credit  Association. 


Champaign,  III.,  April  23, 1956. 

Senator  Holland, 

Senate  Agriculture  Committee, 

Senate  Office  Building,  Washington  D.  C.: 

Board  of  directors  of  our  association  urges  support  of  S.  3564  merging  assets  of 
production  credit  corporations  and  Federal  intermediate  credit  banks,  also  favors 
amendment  naming  new  merged  institution  production  credit  bank. 

J.  Fred  Romine, 

President,  Champaign  Production  Credit  Association. 


Charleston,  III.,  April  23, 1956. 

Senator  Holland, 

Senate  Office  Building,  Washington  D.  C.: 

Favor  Senate  bill  3564  merging  assets  of  Federal  intermediate  credit  bank  and 
production  credit  corporation.  Tour  support  of  bill  will  be  appreciated. 

Charles  R.  Pinnell, 

President,  Charleston  Production  Credit  Association. 


Gonzai.es,  Ten.,  April  23, 1956. 

Hon.  Spessard  L.  Holland, 

Chairman,  Subcommittee, 

United  States  Senate,  Washington,  D.  C.: 

Reference  Waco  Production  Credit  Association’s  expose  in  regards  change  in 
declaration  of  policy  in  Farm  Credit  Act  of  1956,  believe  that  the  definite  change 
should  be  investigated  and  see  no  reason  why  declaration  of  Farm  Credit  Act 
of  1956  should  not  be  substituted  with  reference  to  claims  of  other  financing 
institutions  which  have  done  business  with  intermediate  credit  banks  much  longer 
than  PCA’s.  We  have  no  objection  to  treating  them  on  parity  with  PCA’s  as  to 
ownership  and  control.  We  feel  that  they  are  being  discriminated  against  in 
impending  legislation. 

Gonzales  Production  Credit  Association. 


206 


FARM  CREDIT  ACT  OF  195  6 


Jacksonville,  Ii.l.,  April  23,  1956. 

Senator  Holland, 

Senate  Office  Building, 

Senate  Agriculture  Committee,  Washington,  D.  C.: 

Jacksonville  Production  Credit  Association  urges  passage  Senate  bill  3564. 
We  represent  600  farmers. 


Leroy  O.  Castle,  President, 
G.  E.  Spencer,  Secretary. 


Jonesboro,  Ark.,  April  23,  1956. 

Senator  Holland  of  Florida, 

Washington,  D.  C.: 

The  Jonesboro  Production  Credit  Association  endorses  Senate  bill  3564.  We 
believe  your  bill  will  make  production  credit  associations  fully  farmer  owned. 
We  suggest  the  name  be  changed  from  Federal  Intermediate  Credit  Bank  to 
Production  Credit  Bank. 

W.  C.  Sloan,  President. 


Ivewanee,  III.,  April  23,  1956. 

Senator  Holland, 

Senate  Office  Building,  Washington,  D.  C .: 

Re  Seuate  bill  3564:  We  wish  to  inform  you  that  the  Ivewanee  Production 
Credit  Association  with  farmer  membership  of  approximately  950  is  in  favor 
of  this  bill  and  urge  you  to  vote  favorable  in  your  committee. 

George  F.  Hayes,  President. 

C.  E.  Humphrey,  Secretary-Treasurer. 


Hon.  Spessard  L.  Holland, 

United  States  Senator,  Washington,  D.  C.: 


Lakeland,  Fla.,  April  11, 1956. 


As  directors  of  the  Lakeland  Production  Credit  Association,  representing  583 
members,  we  very  much  appreciate  Senate  bill  3564,  which  you  have  introduced. 
We  are  thoroughly  in  favor  of  this  bill. 


H.  H.  Howell, 
Paul  H.  Calvin, 
D.  E.  Cannon, 

A.  T.  Race,  Jr., 
R.  L.  Council. 


Macomb,  III.,  April  23, 1956. 

Senator  Holland, 

Senate  Office  Building.  Washington,  D.  C.: 

The  board  of  directors  of  the  Macomb  Production  Credit  Association  have  un¬ 
animously  endorsed  Senate  farm  credit  bill  Number  3564  we  would  like  to  have 
this  endorsement  included  in  the  minutes  of  the  Senate  hearing  on  the  bill. 

Glen  Vance,  President. 


Senator  Holland, 

Member  Senate  Commission  on  Agriculture, 
Senate  Office  Building,  Washington,  D. 


Pittsfield,  III.,  April  23, 1956. 
C.: 


^  Re  Senate  bill  No.  3564  board  of  directors  of  Mississippi  Valley  Production 
Credit  Association  representing  965  farmer  members  are  wholly  in  agreement 
with  the  above  bill  and  request  they  be  registered  as  being  in  favor  of  its  passage. 

Mississippi  Valley  Production  Credit  Association, 

J.  Wes  Smith,  President. 
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Monmouth,  III.. 

April  23, 11)56. 

Senator  Holland, 

Senate  Office  Building,  Washington,  D.  C.: 

The  board  of  directors  of  the  Momouth  Production  Credit  Association  of  Mon¬ 
mouth,  Ill.,  wants  yon  to  know  that  they  unanimously  favor  Senate  bill  3o64 

now  in  Senate  Agricultural  Committee. 

Monmouth  Production  Credit  Association, 

Otto  Steffey,  President. 


Marked  Tree,  Ark., 

April  21, 1956. 

Senator  Holland, 

Washington,  D.  C.: 

We,  the  board  of  directors,  Poinsett  Production  Credit  Association  have  gone 
over  contents  Senate  bill  3564  introduced  by  you,  and  we  favor  the  same  and 
thank  you  for  introducing  it.  Bill  will  provide  ultimate  ownership  by  farmers. 
Would  like  to  see  name  changed  to  Production  Credit  Bank. 

H.  P.  Maddox,  Sr., 

J.  G.  Stuckey,  Sr., 

J.  H.  Prestidge,  Sr., 

-  C.  O.  Wofford, 

L.  V.  Ritter,  Jr. 


1  Ianville,  111., 

April  23, 1956. 


Senator  Holland, 

Senate  Agriculture  Committee, 
Senate  Office  Building, 

Washington,  D.C. : 


Our  association  asks  that  you  support  Senate  bill  3564  to  merge  assets  of  pro¬ 
duction  Credit  Corporations  and  Federal  intermediate  credit  banks.  We  favor 
amending  the  bill  to  name  the  Northwest  merged  bank  Production  Credit  Bank 


of  (name  of  city). 

President, 


Lester  M.  Burd, 

Vermillion  Count)/  Production  Credit  Association, 

Danville,  III. 
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Senate  passed  H.  R.  10285  with  amendments. 

House  concurred  in  Senate  amendments  to  H.  R. 
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^ed  projects  initiated  under  the  Act. 


Public 


kaw  J36  (H.  Pi.  9ii9l)  SUBKARGIMaL  LANDS  FOR  SE1 UMOLE  INDIANS  ( approve ( 
19567*  Provides  tvat  certain  submarginal  lands,  previously  under 


Juljr  2 

«/  \  "  '  w  -  - - - - -  -^.w*.****  xaiiUO^  piCVlUU.Oi,y  LU1 

jurisdidU-on  of  the  Agriculture  Department,  be  held  in  trust  for  the  Se 
Indians.  x 
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lole 


Public  Law  7ftg  (H.  R0  8817)  SALE  OF  LAND  TR  CT  (approved  July  20,  199/).  Re¬ 
quires  the  sal\  of  a  tract  of  £ orest  Service  land  to  Corbin,  Ky„9  at^fair  market 
value,  v 

Public  Law  7U7  (H.  X<>  9339)  LAND  EXCHANGE  IN  CHATTAHOOCHEE  FORESt  (approved 
July  20,  1996)  o  Authorizes  exchange  of  a  land  tract  in  the  Ch/tahoochee  National 
Forest,  Ga„ 

Public  Law  792  (H„  R.  11975)  SCHOOL  IIILK  PROGRAM  (approve c/July  20,  1996).  Ex¬ 
tends  the  special  school  mrik  program  to  non-profit  chil^-care  organizations 
whether  or  not  they  are  f or  \nderprivileged  children. 

Public  Law  79U  (S.  1398)  FLCODEONTROL  PROJECT  (approved  July  2k,  1 996).  Author¬ 
izes  modification  of  the  flood-coqtrol  project  for  A  Missouri  River  Agriculture 
Levee  Unit  in  Nebraska. 

Public  Law  796  (S.  3120)  CONTIIIUaTIjNNdF  AGRICULTURAL  CONSERVATION  PROGRAM  (ap¬ 
proved  July  29,  1996).  Amends  the  Soii\Conse^Vation  and  Domestic  Allotment  Act 
so  as  to  continue  for  2  years  (through  ^perjher  1998)  Federal  administration  of 
the  Agricultural  Conservation  Program. 

Public  Law  798  (S.  2917)  TONGaSS  FOREST  REGERS  (approved  July  2k,  1996).  Makes 
available  to  Alaska  29$  of  receipts  from  sale  csf  timber  in  the  Tongass  National 
Forest  hereafter  received  or  heretofore  receiveo\and  held  in  special  deposit 
account.  Makes  available  10$  of  such  receipts  to\he  Department  for  road  and 
trail  work  in  the  national  forests  An  Alaska.  Retains  69$  of  the  receipts  in  the 
special  deposit  account  until  possessory  rights  of  Alaska  natives  to  land  and 
timber  are  determined.  Provides^ that  Alaska  shall  pay\to  the  U.  S.  29$  of  moneys 
required  to  satisfy  possessor^/claims  up  to  a  maximum  oKthe  total  amount  received 
by  the  Territory  from  the  U.  S.  as  its  share  of  the  receipts*  Provides  that  such 
payments  by  the  Territory  her  effected  to  the  extent  possibly  bir  deductions  frcm 
payment  due  the  Territory  under  the  29$  receipts  law. 

Public  Law  778  (H.  R.  9p3)  AMENDMENT  OF  COMMODITY  EXCHANGE  ACTX( approved  July  2k, 
1996)7  Amends  this  A.ct  by  broadening  the  statutory  definition  of\bona  fide  hedg¬ 
ing  so  as  to  exempt  from  the  application  of  speculative  trading  anck  position  limits, 
subject  to  administrative  regulations,  the  purchase  of  commodity  futures  by  a  pro¬ 
cessor  or  manufacturer  in  an  amount  not  in  excess  of  his  unfilled  anticipated  re¬ 
quirements  for  air  operating  season.  Under  previous  law,  purchases  of  commodity 
futures  could  r idi,  be  classified  as  bona  fide  hedging  unless  offset  by  fix^d  price 
sales  requirer/nts. 

Public  Law  781  (H.  R.  8898)  LaND  PURCHASE  IN  CACHE  FOREST  (approved  July  2k,  1996)* 
Authorizes/ appropriation  of  7200,000,  to  remain  available  until  expended,  for  \ 
purchase /f  land  in  the  Cache  National  Forest,  Utah.  Provides  that  funds  shall  v 


expe. 


.aed  only  to  the  extent  that  they  are  matched  by  local  donations  of  money 
of  not  less  than  equal  value.  Prohibits  the  Department  from  issuing 
,g  permits  for  land  acquired  for  matching  purposes. 


Law  786  (S.  J*  Res®  182)  COMMISSION  ON  GOT  RNT'iENT  SECURITY  (approved  My 
Extends  the  time  for  filing  the  final  report  of  this  Conrnission/ir°m 
1956  to  June  30,  1957* 


.  Public 


1956) 


789  (So  33 WO  CONVEYANCE  OF  LAND  IN  ALASKA  (approved  July  2 \y, 
Authorizes ^he  Department  to  convey  to  Alaska,  without  reimbursement ,/r or  use  as 
a  historic  monument  site,  a  tract  of  land  and  improvements  known  as/the  Baranof 
Castle  site,  xjhich  had  earlier  been  used  as  a  site  for  an  agricultural  experiment 


station. 


Public  Law  790  (S,  '3032)  FOREST  FIRE  COMPACT  (approved  July  ft,  1956),  Approves 
the  Middle  Atlantic  interstate  Forest  Fire  Protection  Compact o  The  Compact  would 
provide  for  individual  a<t ate  fire  plans  and  an  integrated/regional  fire  plan. 

The  Compact  authorizes  iue  administrator  to  request  the/Forest  Service  to  act  as 
the  research  and  coordinating  agency  of  the  Compact, 


Public  Law  798  (H,  R,  9593)  PAYMENT  OF  OBLIGATIONS/f  approved  July  25*  1956) ®  Pro¬ 
vides  for  the  merging  of  all  prrqr-year  obligated' balances  into  one  consolidated  1 
account  for  the  same  general  purposes  xjithin  eacli  agency.  Authorizes  the  agencies 
to  pay  those  bills  on  xjhich  there  lk  no  dispute  but  for  which  the  appropriations 
have  lapsed  and  make  them  chargeable \o  the /lapsed  appropriations  in  the  same 
manner  as  bills  payable  from  currently N^v^tilable  appropriations 


Public  Laxj  801  (K,  10368)  ESIPL0YIF1JE/A.'S  EXPENDITURE  DATA  FOR  PROPOSED  LEGISLA¬ 
TION  (approved  July  25,  1956) «  Requires  sulWssion  of  employment  and  expenditure 
estimates  in  connection  with  legislative  recommendations  initiated  by  departments 
and  agencies,  if  the  annual  cost  j/ould  be  over  NJ-  million,, 


Public  Law  8oU  (S.  2572)  INTERCHANGE  OF  FOREST  ANDYffiFENSE  LANDS  (approved  July 
26,  1956)  ®  Authorizes  the  Secretary  of  Agricul’  ure  and  the  Secretary’’  of  a  military 
department  of  the  Department  of  Defense,  when  nutuallx\agreed  upon  and  when  in  the 
public  interest,  to  exchgi'ige  lands  or  interests  in  lands\under  the  administration 
of  their  respective  departments.  Lands  received  in  exchange  by  the  Secretary  of 
Agriculture  would  become  national  forest  lands  subject  to  tne  ^eeks  law®  Lands 
received  b^r  a  militayv"  department  xTOuld  thereafter  be  su.b j ec t\only  to  the  laws 
applicable  to  other  lands  under  control  of  the  Department  of  Defense 0  Provides 
that  no  such  interchange  of  land  shall  become  effective  until  AsMays  after  sub¬ 
mission  to  Congress  the  respective  Secretaries  of  notice  of  intention  to  make 
the  interchar 
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Public  La/  806  (S.  3832)  DISPOSAL  OF  RUBBER  UBORaTCT  IBS  (approved  July\26,,  1956). 
Transfers  the"  Gove rnriient  synthetic -rubber  laboratories  at  Akron,  0,,  to  G^A  for 

by  and 


disposal,  first  by  sale  to  the  public  in  accordance  with  the  Federal  Proper 
Administrative  Services  Act,  and  in  default  of  such  sale,  by  transfer  to  anyS^Lnter- 
ested  Federal  agency* 


public  Law  807  (H.  Re  7723)  COUTV/AUCE  OF  FOREST  SERVICE  TITCT  (approved  July  26, 
19550  «  Directs  this  Department  to  convey  to  the  Chamber  of  Commerce  at  Rolla,  Tio*,N 
a  tract  of  Forest  Service  land  xrith  a  reverter  clause  if  the  tract  is  not  used  for 
public  purposes. 


Public  Law  809  (H,  R.  10285)  F./PJ '  CREDIT  ACT  OF  1956  (approved  July  26,  1956)® 
Provides  for  the  merger  of  the  production  credit  corporation  in  the  Federal  inter¬ 
mediate  credit  bank  in  each  of  the  tvjelve  Farm  Credit  districts*  The  merged 
institution  would  still  be  known  as  the  "Federal  intermediate  credit  bank®"  The 
Government  capital  in  the  credit  banks  would  be  retired  over  a  period  of  ^ears  and 
the  banks  would  become  wholly  owned  b-*  the  production  credit  associations  xdiich 
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are  now  largely  farmer  owned. 

With. minor  exceptions,  all  assets,  liabilities,  and  functions  of  the  production 
credit  corporations  would,  be  transferred  to  the  credit  banks  on  the  effective 
date  of  the  legislation  (January  1,  1957),  The  banks  would  be  required  to  pro¬ 
vide  the  production  credit  associations  with  essentially  the  same  kind  of  super- 
vioion  a no  service  now  furnished  bv  the  production  credit  corporations* 

The  credit  banks  would  issue  two  new  classes  of  stock.  Class  A  stock  would  be 
owned  solely  by  the  United  States  and  would  be  substituted  for  the  existing  stock 
of  the  credit  banks  and  production  credit  corporations,  all  of  xrhich  is  owned  by 
the  Unitea  States,  Class  B  stock  of  the  banks  would  be  owned  solely  bv  the  pro- 
c.uction  creait  associations  and  would  be  acquired  bv  a  specified  initial  purchase 
and  by  subsequent  distributions  of  earnings  of  the  banks  as  patronage  refunds  in 
the  form  of  class  B  stock*  Class  A  stock  would  be  retired  partly  from  funds  de¬ 
rived  from  the  initial  sale  of  cJass  B  stock  and,  over  a  period  of  vears,  the 
balance  would  be  retired  from  net  earnings  of  the  banks* 

Provides  a  nexir  method  of  distribution  of  earnings  of  the  banks*  after  reserves, 
franchise  taxes  (same  tax  provision  applies  to  1  nd  banks  and  banks  for  cooper¬ 
atives),  and  dividends  when  applicable,  net  earnings  would  be  distributed  as 
patronage  refunds  in  class  B  stock  to  production  credit  associations  and  in  par¬ 
ticipation  certificates  to  other  patrons  of  the  banks* 


The  surplus  of  the  banks  on  hand  on  the  effective  date  of  the  legislation  would 
not  be  allocated  and  could  not  be  paid  out  as  patronage  refunds  or  as  dividends. 
In  the  event  of  liquidation,  any  such  surplus  remaining  (excluding  that  transfer¬ 
red  from  the  production  credit  corporations)  would  be  distributed  to  the  OFIs 
(ocher  financing  institutions)  to  the  extent  that  they  have  contributed  to  it 
since  the  banks  were  organized  and  the  balance  of  such  surplus  (including  that 
transferred  from  the  production  credit  corporations)  would  be  distributed  to  the 
holders  of  class  A  stock  and  class  3  stock  pro  rata* 


ihe  Act  contains  a  number  of  other  amendments  to  existing  law  which,  for  the  most 
part,  are  made  necessary  by  the  merger* 


Pubiic  Law  810  (H.  R.  97^2)  OKEFONOKEE  T  cl LD LIFE  REFUGE  (approved  July  26,  1956)^ 
TcJs*p^otect  the  Okefonokee  national  ildlife  Refuge,  Ga«,  against  damage  fror 
fire  aTn^dr  ought ;  authorizes  the  Interior  repartment  to  construct  a  ro^d-^iround 
the  refugee-together  with  fire-access  roads;  and  authorizes  constvy.etfCon  of  a  sill 
ano.  dike  in  th^Sa^wanee  ^iver  and  additional  sills  at  other  appropriate  points  in 
the  refuge  to  preveht^drainage  of  the  Okefonokee  Swamp  duprrtgperiods  of  drought „ 

Public  Law  8lii  (K.  R,  12138)^(Jihe  firet)  SUPFLI3  APPROF'J  IaTION  ACT,  1957 

(approved  July  27*  1956),  Provi9©n^l89, 000  increase  in  the  a dmini strati ve- 
expense  limitation  for  Sugar  Act  progi"«jiiL^f3, 000,000  to  enable  the  Secretary 
of  the  ireasury  to  subscribe  and  pav>ft5rcap,ital  stock  of  the  Federal  Crop 
Insurance  Corporation  in  order  JjP-qorovide  adequate  working  capital;  T>2,500, 000 
to  ARS,  primaril}/-  for  the  eradication  of  the  Medifesu^mean  fruit  fly;  .’500,000 
for  acquisition  of  f ore^-trdland  within  the  Superior  National "forest,  Minn*,  sub¬ 
ject  to  local  governmental  approval;  1jO,OCO  to  cons true tab ski  shelter  in  the 
lit.  Baker  NaticyaaX Forest,  Wash*;  >16, 250,000  for  animal  disease-laboratory 
facilities<r<?3B5jOOO  for  the  Budget  Bureau  to  assist  in  effectuatin^Hjqover  Com- 
recommendation  on  budgeting,  ac^omiting,  and  management;  •300,0bO'>for 
ta&<£c  visory  pommittee  on  leather  Control p&32,500  for  the  Commission  on  GoVern- 
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\ient  Security;  3,000,000  for  export  control  by  the  Commerce  Department;^, 000,000, 
increase  in  the  capital  of  the  GSA  general  supply  fund;  .1125,000  for  loans  by  the/ 
Virgin  Islands  Corporation;  150,000  for  the  D.  C,  Auditorium  Commission;  and  funds 
for  payment  of  claims,  audited  claims,  and  judgments,  (USDA  items  above  are 


eluded  in  table  of  appropriations  at  the  end  of  this  Digest). 


Public  hup  8l5  (H.  J.  Res.  6oU)  MORLD  TRADE  FAIR  AND  OKLAHOMA  SEI tf-CENTEMNZAL 
( approved  'July  27,  1956),  Authorizes  the  President  to  invite  the  States /6f  the 
Union  and  foreign  countries  to  participate  in  the  U.  S.  Vorld  Trade  Fa yr  to  be 
held  in  New  Yprk  City,  N,  Y.,  from  April  lU  to  27,  1957,  and  in  the  Oklahoma  Semi- 
Centennial  Celebration  to  be  held  in  various  communities  in  the  State1' of  Oklahoma 
from  January  1  up  December  31,  1957* 


Public  Law  828  (S.\3U8l)  FOREIGN  SERVICE  ACT  AMENDMENTS  OF  1956  /approved  July  28, 
19567*  Amends  varies  sections  of  this  Act,  Authorizes  State  Department  commis**  • 
sary,  mess,  and  recreation  facilities  to  be  used  by  employees/  and  their  dependents, 
of  other  Government  employees  stationed  abroad 0  Authorizes  /fee  of  State  Department 
vehicles  for  transportation  of  other  Government  employees  who  are  American  citizens, 
and  their  dependents,  to  and  from  recreation  facilities  when  public  transportation  , 
is  unsafe  or  unavailable,  \  / 


Public  Law  829  (S,  2216)  EXPANDED  USES  OF  NATIONAL  FOREST  LANDS  (approved  July  28, 
1956),  Authorizes  the  Secretary  of  Agriculture,  under  such  terms  and  conditions 
as  he  deems  proper,  to  permit  th&,  use  and  occupancnr  of  not  to  exceed  80  acres  of 
national-forest  land  for  periods  not  exceeding  30'years,  for  the  following  purposes? 
(l)  constructing  or  maintaining  hotels,  resorts/  and  any  other  structures  or  facili¬ 
ties  necessary  or  desirable  for  reerdation,  public  convenience,  or  safety;  (2)  con¬ 
structing  or  maintaining  buildings,  structure/;,  and  facilities  for  industrial  or 
commercial  purposes  whenever  such  use  ik  related  to  or  consistent  with  other  uses 
on  the  national  forests;  (3)  constructionS/r  maintenance,  by  any  State,  political 
subdivision  thereof,  or  any  public  or  noop^pfit  agency,  of  buildings,  structures, 
or  facilities  necessary  or  desirable  for  education  or  for  any  public  use  or  in 
connection  with  any  public  activity,  /The  act\also  authorizes  the  Secretary  to 
permit  the  use  and  occupancy  of  not  Yo  exceed  5\acres  of  national-forest  land,  for 
periods  not  exceeding  30  years,  foiythe  construction  or  maintenance  of  summer  homes 
and  stores,  /  \  / 


Public  Law  830  (H,  R,  6376)  PUBLIC  LAND  GRANT  TO  ALASKA  (approved  July  28,  1956). 
Provides  for  the  grant  of  not /to  exceed  1  million  acr^p  of  U.  S.  public  lands  to 
Alaska  to  help  establish  a  m/ntal  health  program.  Defines  certain  land  claims, 
for  purposes  of  the  act,  t</ include  claims  of  holders  oj\permits  issued  by  this 
Department  cn  lands  eliminated  from  national  forests. 


Public  Law  83U  (S.  3158)'  HOMESTEAD  ENTRYMEN  LEAVES  OF  ABSENCE  (approved  July  30, 
1956) •  Grants  leaves/8f  absence  until  March  1,  1959  to  persons  holding  a  home¬ 
stead  entry  to  public  lands,  and  permits  the  suspension  of  cultivation  and  improve¬ 
ment  operations  on/nomestead  and  desert  land  entries,  under  certain  conditions. 


Public  Law  8^2  (£,  R.  5337)  AMENDMENTS  TO  PERISHABLE  AGRICULTURAL  COMMODITIES  ACT 
OF  1930  (approved  July  30,  1956) •  Amends  this  Act  relating  to  practices  in  the 
marketing  of  pferishable  agricultural  commodities.  Eliminates  the  necessity  of 
proving  "fraudulent  purposes"  in  connection  with  the  misbranding  of  anXperishable 
agricultural  commodity.  Makes  misrepresentation  of  the  "region  of  origihE  a 
violation/of  the  Act,  Permits  the  Secretary  to  deny  issuance  of  a  license,  to  any 
person  cbnvicted  of  a  felony  in  any  State  or  Federal  court.  Authorizes  theVSec- 
retary/to  deny  a  license  to  any  applicant  who  has  been  involved  in  bankrupted 
proceedings  within  3  ^ears  unless  the  applicant  furnishes  a  bond  or  other  assur¬ 
ance'  satisfactory  to  the  Secretary.  Empowers  the  Secretary  to  suspend  the  license 
of/a  person  x^rho  employs  in  any  responsible  position  an  individual  whose  license 
raer  suspension.  Provides  authority  for  the  inspection  of  any  perishable  com¬ 
modity  covered  b'r  the  Act. 
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84th  CONGRESS 
2d  Session 


S.  3549 
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IN  THE  SENATE  OF  THE  UNITED  STATES 

March  28  (legislative  day,  March  26),  1956 

Mr.  Ellender  (by  request)  introduced  the  following  bill ;  which  was  read  twice 
and  referred  to  the  Committee  on  Agriculture  and  Forestry 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks;  to  provide  for  retirement  of  Government  capi¬ 
tal  in  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Bepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  this  Act  may  be  cited  as  the  Farm  Credit  Act  of  1956. 

4  DECLARATION  OF  POLICY 

5  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

6  to  continue  to  provide  agriculture  with  a  sound,  dependable 

7  source  of  credit ;  to  combine  into  a  single  entity  certain  farm 

8  credit  institutions  in  order  to  increase  the  efficiency  of  opera- 
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1  tion  and  facilitate  the  retirement  of  Government  capital;  to 

2  encourage  and  promote  the  continued  growth  and  develop- 

3  ment  of  the  production  credit  associations  as  self-supporting 

4  cooperative  lending  institutions  operating  on  a  sound  credit 

5  basis  with  maximum  local  authority  to  determine  credit 

6  needs  and  loan  policies  consistent  with  the  maintenance  of  a 

7  national  production  credit  system;  and  to  continue  to  provide 

8  other  financing  institutions  making  loans  to  farmers  and 

9  ranchers  with  the  right  to  borrow  from  and  rediscount  with 

10  the  combined  entity  on  a  basis  comparable  with  the  produc- 

11  tion  credit  associations. 

12  TITLE  I— PRODUCTION  CREDIT  SYSTEM 

13  MERGER  OF  PRODUCTION  CREDIT  CORPORATIONS  IN 

14  FEDERAL  INTERMEDIATE  CREDIT  BANKS 

15  Sec.  101.  (a)  Transfer  of  Assets.— The  production 

16  credit  corporation  in  each  farm  credit  district  is  hereby 

17  merged  in  the  Federal  intermediate  credit  bank  of  the  dis- 

18  trict  and  all  assets,  funds,  contracts,  property,  and  records 

19  belonging  to  such  corporation,  except  stock  in  production 

20  credit  associations,  are  hereby  transferred  to  and  vested  in 

21  such  hank.  All  obligations  and  liabilities  of  the  production 

22  credit  corporation  shall  be  assumed  by  the  Federal  inter- 

23  mediate  credit  hank  of  the  district.  Stock  held  by  each 

24  production  credit  corporation  in  production  credit  associa- 

25  tions  is  transferred  to  the  Governor  of  the  Farm  Credit 
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Administration  to  be  held  by  him  on  behalf  of  the  United 
States,  and  the  Governor  shall  cancel  an  equal  par  amount  of 
stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production 
Credit  Associations. — In  order  to  carry  out  the  declared 
policy  of  this  Act  with  respect  to  the  production  credit 
associations,  the  Farm  Credit  Administration  shall,  by  appro¬ 
priate  provisions  in  the  charter  and  bylaws,  or  otherwise, 
provide  for  such  organization  and  assignment  of  functions 
within  the  Federal  intermediate  credit  banks  as  will  assure 
proper  supervision  of  and  assistance  to  the  production  credit 
associations  in  a  manner  which  will  enable  them  to  make 
sound  credit  available  to  farmers  and  ranchers.  The  income 
derived  from  the  surplus  transferred  from  the  production 
credit  corporation  to  the  Federal  intermediate  credit  bank 
of  the  district  shall  be  used  to  pay  expenses  of  the  bank 
in  providing  such  supervision  and  assistance,  and  expenses 
in  excess  of  such  income  may  be  paid  out  of  other  resources 
of  the  bank. 

(c)  Officers  and  Employees.— Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officers  and 
employees  of  each  Federal  intermediate  credit  bank  and  each 
production  credit  corporation  is  terminated  on  the  effective 
date  of  this  Act  and  the  board  of  directors  of  the  Federal 
intermediate  credit  bank  shall,  not  later  than  sixty  days 
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1  prior  to  the  effective  date  of  this  Act,  take  all  necessaiy 

2  action  to  reemploy  as  of  such  effective  date  such  of  the  offi- 

3  cers  and  employees  so  terminated  in  such  capacities  as  the 

4  board  determines  they  are  qualified  and  needed  to  carry 

5  out  the  functions,  powers,  and  duties  of  the  Federal  inter- 

6  mediate  credit  bank.  Such  reemployment  shall  be  subject 

7  to  the  approval  of  the  Farm  Credit  Administration. 

8  Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 

9  as  amended,  is  amended  to  read  as  follows : 

10  “capital  stock 

11  “Sec.  205.  (a)  Classes  of  Stock;  Ownership; 

12  Dividends;  x\nd  Retirement  of  Stock. — Each  Federal 

13  intermediate  credit  bank  is  authorized  to  issue  class  A  and 

14  class  B  stock  as  follows : 

15  “  ( 1 )  Class  A  stock  shall  have  a  par  value  of  $100  per 

16  share  and  shall  be  issued  to  and  held  by  the  Governor  of 

17  the  Farm  Credit  Administration  on  behalf  of  the  United 

18  States.  Stock  of  all  Federal  intermediate  credit  banks  held 

19  by  the  Secretary  of  the  Treasury  shall  be  transferred  to  the 

20  Governor  and  may  be  reallocated  by  him  in  such  manner  as 

21  he  determines  necessary  to  meet  the  needs  of  the  respective 

22  banks.  The  Governor  shall  then  exchange  such  stock  of  each 

23  bank  for  an  equal  par  amount  of  class  A  stock  of  the  bank. 

24  Stock  of  each  production  credit  corporation  held  by  the 

25  Governor  (less  the  amount  canceled  pursuant  to  section  101 
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of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged  for 
an  equal  par  amount  of  class  A  stock  of  the  Federal  inter¬ 
mediate  credit  bank  in  which  such  corporation  is  merged 
pursuant  to  section  101  of  such  Act.  No  dividends  shall  he 
paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year 
each  such  bank  shall,  with  the  approval  of  the  Farm  Credit 
Administration,  determine  the  amount  of  its  class  A  stock 
which  shall  be  retired.  Whenever  the  total  of  the  capital 
stock,  participation  certificates,  surplus,  and  reserves  of  the 
hank  is  more  than  one-sixth  of  the  highest  month-end  balance 
of  debentures  and  other  obligations  issued  by  or  for  the  hank, 
outstanding  during  the  immediately  preceding  five  years, 
the  minimum  amount  of  class  A  stock  to  be  retired  shall  he 
the  total  amount  of  class  B  stock  and  participation  certificates 
issued  for  that  year.  All  class  A  stock  shall  be  retired  at 
par.  The  proceeds  of  such  class  A  stock  retirements  of 
each  bank  shall  he  paid  into  the  Treasury  as  miscellaneous 
receipts  until  there  is  so  paid  a  sum  equal  to  the  amount  of 
class  A  stock  of  the  bank  issued  in  exchange  for  stock  of 
the  production  credit  corporation.  The  proceeds  of  any 
further  such  stock  retirements  shall  be  paid  into  the  revolving 
fund  established  by  section  5  (e)  of  the  Farm  Credit  Act 
of  1933,  as  amended.  The  Governor  of  the  Farm  Credit 
Administration  is  authorized  to  purchase  from  time  to  time 
class  A  stock  in  any  bank  in  such  amount  as  he  detei mines 
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is  needed  to  meet  the  credit  needs  of  the  bank  and  such 
revolving  fund  shall  continue  to  he  available  for  such  pur¬ 
chases  as  provided  in  said  section  5  (e) .  The  Governor 
may  at  any  time  require  the  bank  to  retire  such  class  A 
stock  if,  in  his  judgment,  the  bank  has  resources  available 
therefor,  and  the  proceeds  of  such  retirements  shall  be  re¬ 
turned  to  such  revolving  fund. 

“(2)  (lass  B  stock  shall  have  a  par  value  of  $5  per 
share  and  may  be  issued  only  to  production  credit  associa¬ 
tions  in  series  and  amounts  approved  by  the  Farm  Credit 
Administration.  Such  stock  shall  be  issued  only  at  par  and 
may  be  transferred  to  another  production  credit  association 
with  the  approval  of  the  issuing  bank.  Whenever  a  bank 
has  no  class  A  stock  outstanding  it  may  pay  like  dividends 
on  class  B  stock  and  participation  certificates  in  an  amount 
not  to  exceed  5  per  centum  in  any  year  if  declared  by 
the  board  of  directors  and  approved  by  the  Farm  Credit 
Administration.  Dividends  on  class  B  stock  and  participa¬ 
tion  certificates  shall  not  be  Cumulative.  Within  sixty  days 
after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the 
production  credit  associations  shall  subscribe  to  class  B  stock 
in  the  banks  in  an  aggregate  amount  equal  to  15  per  centum 
of  the  total  amount  of  class  A  stock  in  all  banks.  Such  re¬ 
quired  amount  of  subscriptions  shall  be  allotted  among  the 
several  districts  in  the  proportion  that  the  average  amount 
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of  the  bank’s  loans  to  and  discounts  for  the  production  credit 
associations  of  the  district,  outstanding  during  the  imme¬ 
diately  preceding  five  fiscal  years,  is  of  the  average  of  such 
loans  and  discounts  of  all  banks  outstanding  during  such 
five-year  period.  The  amount  so  allotted  to  each  district 
shall  be  further  allotted  to  each  production  credit  association 
on  the  basis  of  the  proportion  that  its  average  indebtedness 
(loans  and  discounts)  to  the  hank  during  the  immediately 
preceding  five  fiscal  years  is  of  the  average  of  such  indebted¬ 
ness  of  all  production  credit  associations  to  the  bank  during 
such  five-year  period.  Each  production  credit  association 
shall  subscribe  to  class  B  stock  in  the  bank  of  the  district  in 
the  amount  so  allotted  to  it.  One-third  of  the  purchase  price 
of  such  stock  subscription  shall  be  paid  at  the  time  of  such 


subscription,  one-third  shall  he  paid  within  one  year  after  the 
effective  date  of  said  Act,  and  the  balance  shall  be  paid  with¬ 
in  two  years  after  such  effective  date.  Such  class  B  stock 
shall  he  issued  as  payments  therefor  are  made.  Any  pro¬ 


duction  credit  association  chartered  after  the  effective  date  ol 


the  Farm  Credit  Act  of  1956  shall  thereupon  purchase  class 
B  stock  in  the  bank  in  the  amount  of  $5,000,  and  such 
amount  shall  be  adjusted  at  the  end  of  five  years  thereafter 
to  an  amount  determined  by  applying  to  its  average  in¬ 
debtedness  to  the  bank  during  such  five-year  period  the  same 
percentage  as  the  percentage  which  the  initial  subscriptions 


1  of  other  production  credit  associations  was  of  their  indebted- 

2  ness,  as  provided  in  this  subsection:  Provided,  That  this 

3  provision  shall  not  apply  to  any  association  owning  stock 

4  in  the  bank  in  such  required  amount  as  a  result  of  merger, 

5  consolidation,  or  reorganization  of  one  or  more  associations. 

6  After  all  class  A  stock  has  been  retired,  the  bank  may  retire 

7  class  B  stock  at  par  and  participation  certificates  at  face 

8  amount  under  policies  established  by  the  Farm  Credit  Ad- 
•1  ministration.  Class  B  stock  and  participation  certificates 

10  shall  be  retired  without  preference  and  in  such  manner  that 

11  the  oldest  outstanding  stock  or  certificates  at  any  given  time 

12  will  be  retired  first.  In  case  of  liquidation  or  dissolution  of 

13  any  production  credit  association  or  other  financing  institu- 

14  tion,  the  stock  or  participation  certificates  of  the  bank  owed 

15  by  such  association  or  institution  may,  with  the  approval  of 

16  the  Farm  Credit  Administration,  he  retired  by  the  bank  at 

17  the  fair  book  value  thereof,  not  exceeding  par  or  face 

18  amount,  as  the  case  may  be. 

19  ‘‘  (b)  Lien  on  Stock  and  Participation  Certifi- 

20  CATES. — Each  Federal  intermediate  credit  bank  shall  have  a 

21  first  lien  on  all  stock  in  the  bank  owned  by  each  production 

22  credit  association  and  on  all  participation  certificates  owned 

23  by  other  financing  institutions  as  additional  collateral  for 

24  any  indebtedness  of  the  holders  thereof  to  the  bank:  Pro- 

25  vided,  That  the  bank  shall  make  no  loan  or  advance  on  the 
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1  security  of  its  own  stock  or  participation  certificates.  In  any 

2  case  where  the  debt  of  a  production  credit  association  or  other 

3  financing  institution  is  in  default,  the  hank  may,  in  accord- 

4  ance  with  regulations  of  the  Farm  Credit  Administration, 

5  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held 

6  by  the  association  or  of  the  participation  certificates  held  by 

7  the  other  financing  institution  at  the  fair  hook  value  thereof, 

8  not  exceeding  par  or  face  amount,  as  the  case  may  he,  in 

9  total  or  partial  liquidation  of  the  debt.” 

19  Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as 

11  amended,  is  hereby  amended  to  read  as  follows : 

12  “ APPLICATION  OF  EARNINGS 

13  “Sec.  206.  (a)  Annual  Application. — At  the  end 

14  of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
19  determine  the  amount  of  its  net  earnings  after  paying  or 

18  providing  for  all  operating  expenses  (including  reasonable 
11  valuation  reserves  and  losses  in  excess  of  any  such  applicable 
1^  reserves)  and  shall  apply  such  net  earnings  as  follows: 

19  (1)  To  the  restoration  of  the  amount  of  the  impairment,  if 

20  any,  of  capital  stock  and  participation  certificates,  as  de- 

21  termined  by  its  board  of  directors;  (2)  to  the  restoration 

22  of  the  amount  of  the  impairment,  if  any,  of  the  surplus 

23  account  established  by  this  subsection,  as  determined  by  its 

24  hoard  of  directors;  (3)  25  per  centum  of  any  remaining 
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1  earnings  shall  be  used  to  create  and  maintain  a  reserve  ac- 

2  count  equal  to  25  per  centum  of  the  outstanding  capital 

3  stock  and  participation  certificates  of  the  bank;  (4)  if  said 

4  bank  shall  have  outstanding  capital  stock  held  by  the  United 

5  States  during  the  whole  or  any  part  of  its  fiscal  year,  it  shall 
0  next  pay  to  the  United  States  as  a  franchise  tax,  a  sum 

7  equal  to  25  per  centum  of  its  earnings  then  remaining,  not 

8  exceeding,  however,  a  rate  of  return  on  such  Government 

9  capital  calculated  at  a  rate  equal  to  the  computed  average 

10  annual  rate  of  interest  on  all  public  issues  of  public  debt 

11  obligations  of  the  United  States  issued  during  the  fiscal  year 

12  of  the  United  States  Treasury  ending  next  before  such  tax 

13  is  due,  as  certified  to  the  Farm  Credit  Administration  by 
id  the  Secretary  of  the  Treasury;  (5)  dividends  on  class  B 
15  stock  and  participation  certificates  may  be  declared  as  pro- 
10  vided  in  section  205  (a)  of  this  Act;  and  (6)  any  remain- 

17  ing  net  earnings  shall  be  distributed  as  patronage  refunds  as 

18  provided  in  subsection  (b)  of  this  section.  Notwithstanding 

19  the  provisions  of  item  (3)  of  this  subsection,  if  at  the  end 

20  of  any  fiscal  year  the  sum  of  the  surplus  and  the  reserve 

21  account  of  any  bank  is  less  than  its  outstanding  capital  stock 

22  and  participation  certificates,  the  bank  shall  continue  to 

23  apply  such  25  per  centum  of  its  net  earnings  to  the  reserve 

24  account  until  the  sum  of  the  surplus  and  the  reserve  account 

25  is  equal  to  its  outstanding  capital  stock  and  participation 


certificates.  Each  bank  shall,  on  the  effective  date  of  the 
Farm  Credit  Act  of  1956,  establish  a  surplus  account  con¬ 
sisting  of  its  earned  surplus  account,  its  reserve  for  con¬ 
tingencies,  and  the  surplus  of  the  production  credit  corpora¬ 
tion  transferred  to  the  bank.  No  part  of  such  surplus  of  any 
bank  shall  be  distributed  as  patronage  refunds.  In  the  event 
of  a  net  loss  in  any  fiscal  year  after  providing  for  all  operating 
expenses  (including  reasonable  valuation  reserves  and  losses 
in  excess  of  any  such  applicable  reserves) ,  such  loss  shall  be 
absorbed  by:  First,  charges  to  the  reserve  account;  second, 
charges  to  surplus  other  than  that  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district;  third,  charges  to 
surplus  transferred  from  the  production  credit  corporation 
of  the  district;  fourth,  the  impairment  of  class  B  stock  and 
participation  certificates;  and  fifth,  the  impairment  of  class  A 
stock. 

“(b)  Patronage  Refunds.' — Whenever  at  the  end 
of  its  fiscal  year  a  Federal  intermediate  credit  bank  has 
class  A  stock  outstanding,  patronage  refunds  declared  for 
that  year  shall  be  paid  in  class  B  stock  to  production  credit 
associations  and  in  participation  certificates  to  other  financ¬ 
ing  institutions  borrowing  from  or  rediscounting  with  the 
bank  during  the  fiscal  year  for  which  such  refunds  are 
declared.  The  recipients  of  such  patronage  refunds  shall 
not  be  subject  to  Federal  income  taxes  thereon.  Whenever 
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at  the  end  of  its  fiscal  year  a  Federal  intermediate  credit 
bank  has  no  class  A  stock  outstanding,  patronage  refunds 
declared  for  that  year  may  he  paid  in  such  class  B  stock 
and  participation  certificates  or  in  cash  as  determined  by 
the  bank.  All  patronage  refunds  shall  be  paid  in  the  pro¬ 
portion  that  the  amount  of  interest  earned  by  the  bank 
on  its  loans  to  and  discounts  for  each  production  credit 
association  or  other  financing  institution  bears  to  the  total 
interest  earned  by  the  bank  on  all  such  loans  and  discounts 
outstanding  during  the  fiscal  year.  Each  participation 
certificate  issued  in  payment  of  patronage  refunds  shall  be 
in  multiples  of  $5  and  shall  state  on  its  face  the 
rights,  privileges,  and  conditions  applicable  thereto.  Pa¬ 
tronage  refunds  shall  not  be  paid  to  any  other  Federal 
intermediate  credit  bank,  or  to  any  Federal  land  bank  or 
bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or 
Dissolution. — In  the  case  of  liquidation  or  dissolution  of 
any  Federal  intermediate  credit  bank,  after  the  payment  or 
retirement,  as  the  case  may  be,  first,  of  all  liabilities;  second, 
of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 
and  all  participation  certificates  at  face  amount ;  any  surplus 
established  pursuant  to  subsection  (a)  of  this  section  shall 
be  paid  to  the  holders  of  class  A  and  class  B  stock  pro 
rata,  and  any  remaining  assets  shall  be  distributed  to  the 
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holders  of  class  B  stock  and  the  holders  of  participation 
certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence:  “The  directors  shall 
have  power,  subject  to  the  approval  of  the  Farm  Credit 
Administration,  to  adopt  such  bylaws  as  may  be  necessary 
for  the  conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  con¬ 
tained  in  this  section  or  as  may  be  imposed  by  the  Farm 
Credit  Administration  not  inconsistent  with  the  provisions 
of  this  Act — 

“  ( 1 )  to  discount  for,  or  purchase  from,  any  produc¬ 
tion  credit  association  organized  under  the  Farm  Credit 
Act  of  1933,  as  amended,  with  its  endorsement,  any 
note,  draft,  or  other  such  obligation  presented  by  such 
association;  and  to  make  loans  and  advances  to  any 
such  association  secured  by  such  collateral  as  may  be 
approved  by  the  Governor  of  the  Farm  Credit  Admin¬ 
istration  ; 
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“(2)  to  discount  for,  or  purchase  from,  any 
national  bank,  State  bank,  trust  company,  agricultural 
credit  corporation,  incorporated  livestock  loan  company, 
savings  institution,  credit  union,  and  any  association  of 
agricultural  producers  engaged  in  the  making  of  loans 
to  farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for  any 
agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
of  the  Farm  Credit  Administration:  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security 
of  collateral  other  than  notes  or  other  such  obligations 
of  farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan 
or  advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose;  and 
“  (3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal 
land  bank,  or  any  bank  for  cooperatives  organized  under 
the  Farm  Credit  Act  of  1933,  as  amended,  all  upon 
terms  and  at  rates  of  interest  or  discount  approved  by 
the  Farm  Credit  Administration.” 
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(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  by  changing’  the  word  “three”  to 
the  word  “seven”. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows : 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 
intermediate  credit  bank  shall  hear  such  rates  of  interest 
or  discount  as  the  board  of  directors  of  the  hank  shall  from 
time  to  time  determine  with  the  approval  of  the  Farm  Credit 
Administration,  hut  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  he  the  same 
as  those  charged  production  credit  associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act 
is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as 
amended,  is  hereby  amended  by  inserting  in  paragraph 
“Seventeenth”,  after  the  words  “Federal  land  banks”,  a 
comma  and  the  words  “to  Federal  intermediate  credit  banks, 
or  to  banks  for  cooperatives  organized  under  the  Farm  Credit 
Act  of  1933,  as  amended,”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  to  read  as  follows: 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Adminis¬ 
tration,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor’, 
is  authorized  and  directed  to  organize  and  charter  twelve 


1  banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 

2  bank  shall  be  established  in  each  city  in  which  there  is  located 

3  a  Federal  land  bank.  The  members  of  the  several  farm 

4  credit  boards  of  the  farm  credit  districts  provided  for  in  sec- 

5  tion  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  shall 

6  be  ex  officio  the  directors  of  the  respective  banks  for  cooper- 

7  atives.  Such  directors  shall  have  power,  subject  to  the  ap- 

8  proval  of  the  Governor,  to  employ  and  fix  the  compensation 

9  of  such  officers  and  employees  of  such  banks  as  may  be  neces- 

10  sary  to  carry  out  the  powers  and  duties  conferred  upon  such 

11  banks  under  this  Act.” . 

12  (b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 

13  amended  by  striking  from  the  first  sentence  the  words  “the 

14  production  credit  corporations  and”  and  by  striking  from 

15  the  second  sentence  the  words  “corporations  and”. 

16  (c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 

17  repealed. 

18  (d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 

19  amended,  is  amended  (1)  by  changing  “$120,000,000”  in 

20  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  striking 

21  from  subsection  (b)  thereof  the  words  “the  production  credit 

22  corporations  and”;  (3)  by  changing  “$40,000,000”  in  sub- 

23  section  (e)  thereof  to  “$100,000,000”;  and  (4)  by  striking 

24  from  subsection  (e)  thereof  the  words  “and/or  paid-in 
2^  surplus”. 
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(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows: 

“INVESTMENT  BY  GOVERNOR  IN  STOCK  OE  PRODUCTION 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving-  fund  authorized  by  section  5  (a)  of  this  Act  and 
such  stock  shall  be  held  by  him  on  behalf  of  the  United 
States.  The  Governor  may  at  any  time  require  any  produc¬ 
tion  credit  association  to  retire  and  cancel  any  class  A  stock 
held  by  him  in  such  association  if,  in  his  judgment,  the  asso¬ 
ciation  has  resources  available  therefor,  and  the  proceeds  of 
such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  follows : 
“Such  articles  shall  be  signed  by  the  individuals  uniting  to 
form  the  association  and  a  copy  thereof  shall  be  furnished  to 
the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “production  credit  corporations”  and  substituting 
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in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by  de¬ 
leting  the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  changing  the  first  sentence 
to  read  as  follows:  “Each  production  credit  association  shall, 
under  such  rules  and  regulations  as  may  he  prescribed  by 
the  Farm  Credit  Administration,  invest  its  funds  and  make 
loans  to  farmers  for  general  agricultural  purposes  and  other 
requirements  of  the  borrowers”;  (2)  by  deleting  the  second 
sentence;  (3)  by  striking  from  the  third  sentence  the  word 
“corporation”  and  inserting  in  lieu  thereof  the  words  “Fed¬ 
eral  intermediate  credit  hank”;  and  (4)  by  changing  the 
period  at  the  end  of  next  to  the  last  sentence  to  a  colon  and 
adding  the  following:  “ Provided ,  That  an  association  may, 
under  rules  and  regulations  issued  by  the  Farm  Credit  Ad¬ 
ministration,  make  loans  to  any  class  B  stockholder  secured 
by  warehouse  receipts  covering  agricultural  commodities 
stored  in  bonded  warehouses  without  the  purchase  of  addi¬ 
tional  class  B  stock.” 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semi- 
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colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semi¬ 
colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  striking  from  the  first  sen¬ 
tence  the  words  “the  production  credit  corporations,”;  (2) 
by  striking  from  the  second  sentence  the  words  “association, 
or  corporation”  and  substituting  in  lieu  thereof  the  words 
“or  association”;  and  (3)  by  striking  from  the  third  sen¬ 
tence  the  words  “production  credit  corporation  or”,  “or  cor¬ 
poration”,  and  “corporation  or”,  wherever  they  appear 
therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
“production  credit  corporation,”;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  the  words  ‘  production 
credit  corporations,”. 


1  (o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 

2  amended,  is  amended  ( 1 )  by  striking  from  the  first 

3  sentence  the  words  “the  production  credit  corporations,”; 

4  (2)  by  striking  from  the  first  and  second  sentences  the 

5  words  “associations,  or  corporations”  and  “associations,  and 

6  corporations,”  and  substituting  in  lieu  thereof  the  words  “or 

7  associations”  and  “and  associations,”,  respectively;  and  (3) 

8  by  changing  the  last  sentence  to  read  as  follows:  “The 

9  exemption  provided  herein  shall  not  apply  with  respect  to 

10  any  production  credit  association  or  its  property  or  income 

11  after  the  class  A  stock  held  in  it  by  the  Governor  has  been 

12  retired,  or  with  respect  to  any  bank  for  cooperatives  or  its 

13  property  or  income  after  the  stock  held  in  it  by  the  United 

14  States  has  been  retired.” 

15  (p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as 

16  amended,  is  amended  (1)  by  striking  the  words  “produc- 
11  tion  credit  corporation,  ;  and  (2)  by  striking  the  words 

18  “association  or  corporation”,  wherever  they  appear  therein, 

19  and  substituting  in  lieu  thereof  the  words  “or  association”. 

20  (q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 

21  hereby  repealed. 

22  Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
2^  1937,  as  amended,  is  amended  (1)  by  striking  from  sub- 
24  section  (d)  (2)  (B)  the  words  “production  credit  corpora¬ 
tion  of  the  district”  and  substituting  in  lieu  thereof  the  words 
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“Governor  of  the  Farm  Credit  Administration”;  and  (2)  by 
striking  from  subsection  (h)  the  words  “production  credit 
corporation/’. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 
amended  (1)  by  striking  from  the  first  sentence  of  sub¬ 
section  (a)  the  words  “production  credit  corporation,”; 
(2)  by  striking  from  the  third  sentence  of  subsection  (a) 
the  word  “three”;  (3)  by  striking  from  the  first  sentence 
of  subsection  (b)  the  words  “the  bank  for  cooperatives, 
and  the  production  credit  corporation”  and  substituting  in 
lieu  thereof  the  words  “and  the  bank  for  cooperatives” ;  and 
(4)  by  striking  from  the  last  sentence  of  subsection  (b) 
the  words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
1953  is  amended  by  striking  the  words  “production  credit 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 
Act  of  1953  is  amended  to  read  as  follows: 

“  (a)  Any  other  provisions  of  law  to  the  contrary  not¬ 
withstanding,  after  the  effective  date  of  this  Act  any  pro¬ 
duction  credit  association  may,  with  the  approval  of  the 
Farm  Credit  Administration,  issue  nonvoting  preferred 
stock,  to  be  known  as  class  C  stock,  which  may  be  pur¬ 
chased  and  held  by  the  Governor  of  the  Farm  Credit  Ad- 


1  ministration  and  by  investors:  Provided,  That  the  issuance 

2  of  such  stock  shall  he  authorized  by  vote  of  not  less  than 

•/ 

3  two-thirds  of  the  outstanding  shares  of  class  A  stock  of  the 

c  -  ,  r  «  . 

4  association  (other  than  shares  held  by  the  Governor  of  the 

5  Farm  Credit  Administration)  by  the  holders  thereof  in 

6  person  or  by  proxy  and  by  vote  of  not  less  than  two-thirds 

7  of  the  outstanding  shares  of  class  B  stock  of  the  associa- 

8  tion  by  the  holders  thereof  in  person  or  by  proxy;  and  for 

9  this  purpose  holders  of  class  A  stock  (other  than  the  Gov- 

10  ernor  of  the  Farm  Credit  Administration)  and  holders  of 

11  class  B  stock  shall  be  entitled  to  one  vote  for  each  share  of 

12  stock  held  by  them.  Payments  for  such  stock  purchased  by 

13  the  Governor  shall  be  made  out  of  the  revolving  fund  created 

14  by  section  5  (a)  of  the  Farm  Credit  Act  of  1933,  as 

15  amended,  and  the  proceeds  from  the  retirement  of  any  such 

16  stock  shall  be  paid  into  such  revolving  fund.” 


11  >Sec.  108.  Section  001  of  the  Department  of  Agricul- 

18  ture  Organic  Act  of  1944,  as  amended,  is  hereby  amended 

19  (1)  by  striking  from  subsection  (a)  the  words  “production 
2Q  credit  corporations,”,  wherever  they  appear  therein,  and  the 

21  word  “corporations,”;  (2)  by  striking  from  subsection  (b) 

22  the  words  “the  Federal  intermediate  credit  banks,  and  the 

23  production  credit  corporations”  and  substituting  in  lieu 

24  thereoi  the  words  “and  the  Federal  intermediate  credit 

25  banks  ;  and  (3)  by  striking  from  subsections  (b)  and  (c) 


23 


1  the  words  “and  corporation”,  “and  corporations”,  and  “cor- 

2  poration,”,  wherever  they  appear  therein. 

3  Sec.  109.  Sections  658  and  1014  of  title  18,  United 

4  States  Code,  are  hereby  amended  by  striking  from  each  such 

5  section  the  words  “or  in  which  a  production  credit  corpora- 


6  tion  holds  stock”. 


ififld 


V 


7  TITLE  II — MISCELLANEOUS  PROVISIONS 

8  Sec.  201.  (a)  The  Government  Corporation  Control 

9  Act,  as  amended,  is  amended  (1)  by  striking  from  section 

10  101  the  words  “Federal  Intermediate  Credit  Banks;  Pro- 

11  duction  Credit  Corporations;”;  (2)  by  inserting  in  section 

12  201  immediately  following  “(3)”  the  words  “Federal  In- 

13  termediate  Credit  Banks,  “(4)”;  (3)  by  changing  “(4)” 

14  in  section  201  to  “  (5)  ”;  and  (4)  by  striking  from  sections 

15  302  and  303  the  words  “production  credit  corporations,”. 

16  (b)  After  the  effective  date  of  this  Act,  the  Federal  in- 

17  termediate  credit  banks  may  utilize  their  funds  for  adminis- 
16  trative  expenses  without  regard  to  the  limitations  contained 

19  in  any  other  Act  of  Congress  governing  the  expenditure  of 

20  appropriated  funds. 

21  (c)  Paragraph  Seventh  of  section  5136  of  the  Revised 

22  Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 

23  to  the  last  sentence  immediately  before  the  words  Federal 

24  Home  Loan  Banks”,  the  words  “thirteen  banks  for  coopera- 

25  tives  or  any  of  them  or  the”;  and  (2)  by  changing  the  List 
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^  sentence  to  read  as  follows:  ‘‘The  limitations  and  restric- 

2  tions  herein  contained  as  to  dealing  in  and  underwriting 

3  investment  securities  shall  not  apply  to  obligations  issued 

4  by  the  International  Bank  for  Reconstruction  and  Develop- 

5  ment  which  are  at  the  time  eligible  for  purchase  by  a  national 
g  bank  for  its  own  account :  Provided,  That  no  association  shall 
7  hold  obligations  issued  by  said  bank  as  a  result  of  under- 
g  writing,  dealing,  or  purchasing  for  its  own  account  (and 
9  for  this  purpose  obligations  as  to  which  it  is  under  commit- 

10  ment  shall  be  deemed  to  be  held  by  it)  in  a  total  amount 

11  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock 

12  actually  paid  in  and  unimpaired  and  10  per  centum  of  its 

13  unimpaired  surplus  fund.” 

14  Sec.  202.  (a)  This  Act  shall  become  effective  on 

15  January  1  next  following  its  enactment. 

16  (b)  For  purposes  of  applying  the  amendment  in  sec- 

17  tion  103  of  this  Act,  that  part  of  the  fiscal  year  1957 

18  preceding  the  effective  date  of  this  Act  shall  be  deemed  to 

19  be  a  separate  fiscal  year. 

20  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  ap- 

21  plication  thereof  to  any  person  or  circumstance,  is  held 

22  invalid,  the  remainder  of  the  Act,  and  the  application  of 

23  such  provisions  to  other  persons  or  circumstances,  shall  not 

24  be  affected  thereby. 
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1  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 

2  hereby  expressly  reserved. 
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84th  CONGRESS 
2d  Session 


S.  3550 


IN  THE  SENATE  OF  THE  UNITED  STATES 

March  28  (legislative  day,  March  26),  1956 

Mr.  Eij  jENder  (by  request)  introduced  the  following  bill ;  which  was  read  twice 
and  referred  to  the  Committee  on  Agriculture  and  Forestry 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks;  to  provide  for  retirement  of  Government  cap¬ 
ital  in  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATION  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculture  with  a  sound,  dependable 

8  source  of  credit;  to  combine  into  a  single  entity  certain  farm 
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credit  institutions  in  order  to  increase  the  efficiency  of 
operation  and  facilitate  the  retirement  of  Government  cap¬ 
ital;  to  encourage  and  promote  the  continued  growth  and 


development  of  the  production  credit  associations  as  self- 
supporting  cooperative  lending  institutions  operating  on  a 
sound  credit  basis  with  maximum  local  authority  to  de¬ 
termine  credit  needs  and  loan  policies  consistent  with  the 
maintenance  of  a  national  production  credit  system;  and 
to  continue  to  provide  other  financing  institutions  making 
loans  to  farmers  and  ranchers  with  the  right  to  borrow  from 
and  rediscount  with  the  combined  entity  on  a  basis  com¬ 
parable  with  the  production  credit  associations. 


TITLE  I— PRODUCTION  CREDIT  SYSTEM 
Sec.  101.  Merger  of  Production  Credit  Corpora¬ 
tions  in  Federal  Intermediate  Credit  Banks  — (a) 
Transfer  of  Assets. — The  production  credit  corporation 
in  each  farm  credit  district  is  hereby  merged  in  the  Federal 
intermediate  credit  bank  of  the  district  and  all  assets,  funds, 
contracts,  property,  and  records  belonging  to  such  corpora¬ 
tion,  except  stock  in  production  credit  associations,  are  hereby 
transferred  to  and  vested  in  such  bank.  All  obligations  and 
liabilities  of  the  production  credit  corporation  shall  be 
assumed  by  the  Federal  intermediate  credit  bank  of  the 
district.  Stock  held  by  each  production  credit  corporation 
in  production  credit  associations  is  transferred  to  the  Gov- 
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ernor  of  the  Farm  Credit  Administration  to  be  held  by  him 
on  behalf  of  the  United  States,  and  the  Governor  shall  cancel 
an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production 
Credit  Associations. — In  order  to  carry  out  the  declared 
policy  of  this  Act  with  respect  to  the  production  credit 
associations,  the  Farm  Credit  Administration  shall,  by  appro¬ 
priate  provisions  in  the  charter  and  bylaws,  or  otherwise, 
provide  for  such  organization  and  assignment  of  functions 
within  the  Federal  intermediate  credit  banks  as  will  assure 
proper  supervision  of  and  assistance  to  the  production  credit 
associations  in  a  manner  which  will  enable  them  to  make 
sound  credit  available  to  farmers  and  ranchers.  The  income 
derived  from  the  surplus  transferred  from  the  production 
credit  corporation  to  the  Federal  intermediate  credit  hank 
of  the  district  shall  be  used  to  pay  expenses  of  the  hank 


in  providing  such  supervision  and  assistance,  and  expenses 
in  excess  of  such  income  may  he  paid  out  of  other  resources 

|lr 

of  the  bank. 

(c)  Officers  and  Employees —Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officers  and  em¬ 
ployees  of  each  Federal  intermediate  credit  bank  and  each 
production  credit  corporation  is  terminated  on  the  effective 
date  of  this  Act  and  the  board  of  directors  of  the  Federal 
intermediate  credit  bank  shall,  not  later  than  sixty  days 


4 


1  prior  to  the  effective  date  of  this  Act,  take  all  necessary 

2  action  to  reemploy  as  of  such  effective  date  such  of  the  officers 

3  and  employees  so  terminated  in  such  capacities  as  the  board 

4  determines  they  are  qualified  and  needed  to  carry  out  the 

5  functions,  powers,  and  duties  of  the  Federal  intermediate 

6  credit  bank.  Such  reemployment  shall  be  subject  to  the 

7  approval  of  the  Farm  Credit  Administration. 

8  Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 

9  as  amended,  is  amended  to  read  as  follows  : 

10  “capital  stock 

11  “Sec.  205.  (a)  Classes  of  Stock;  Ownership; 

12  Dividends;  and  Retirement  of  Stock. — Each  Federal 

13  intermediate  credit  bank  is  authorized  to  issue  class  A  and 
11  class  B  stock  as  follows : 

“  (1)  Class  A  stock  shall  have  a  par  value  of  $100  per 
10  share  and  shall  be  issued  to  and  held  by  the  Governor  of 
17  the  Farm  Credit  Administration  on  behalf  of  the  United 
1®  States.  Stock  of  all  Federal  intermediate  credit  banks  held 
10  by  the  Secretary  of  the  Treasury  shall  be  transferred  to 

20  the  Governor  and  may  be  reallocated  by  him  in  such  manner 

21  as  he  determines  necessary  to  meet  the  needs  of  the  respective 
^2  hanks.  The  Governor  shall  then  exchange  such  stock  of 
23  each  bank  for  an  equal  par  amount  of  class  A  stock  of  the 
^  bank.  Stock  of  each  production  credit  corporation  held  by 
“b  the  Governor  (less  the  amount  canceled  pursuant  to 
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section  101  of  the  Farm  Credit  Act  of  1956)  shall  be  ex¬ 
changed  for  an  equal  par  amount  of  class  A  stock  of  the 
Federal  intermediate  credit  bank  in  which  such  corporation 
is  merged  pursuant  to  section  101  of  such  Act.  No  dividends 
shall  be  paid  on  class  A  stock.  Annually  at  the  end  of  its 
fiscal  year  each  such  bank  shall,  with  the  approval  of  the 
Farm  Credit  Administration,  determine  the  amount  of  its 
class  A  stock  which  shall  be  retired.  Whenever  the  total 
of  the  capital  stock,  participation  certificates,  surplus,  and 
reserves  of  the  bank  is  more  than  one-sixth  of  the  highest 
month-end  balance  of  debentures  and  other  obligations  issued 
by  or  for  the  bank,  outstanding  during  the  immediately  pre¬ 
ceding  five  years,  the  minimum  amount  of  class  A  stock 
to  be  retired  shall  be  the  total  amount  of  class  B  stock  and 
participation  certificates  issued  for  that  year.  All  class  A 
stock  shall  be  retired  at  par.  The  proceeds  of  such  class  A 
stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury 
as  miscellaneous  receipts  until  there  is  so  paid  a  sum  equal 
to  $30,000,000  plus  the  amount  of  class  A  stock  of  the  bank 
issued  in  exchange  for  stock  of  the  production  credit  corpo¬ 
ration.  The  proceeds  of  any  further  such  stock  retirements 
shall  be  paid  into  the  revolving  fund  established  by  section 
5  (e)  of  the  Farm  Credit  Act  of  1933,  as  amended.  The 
Governor  of  the  Farm  Credit  Administration  is  authorized 
to  purchase,  from  time  to  time,  class  A  stock  in  any  bank 
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in  such  amount  as  he  determines  is  needed  to  meet  the  credit 
needs  of  the  bank,  and  such  revolving  fund  shall  continue 
to  be  available  for  such  purchases  as  provided  in  said  section 
5  (e) .  The  Governor  may  at  any  time  require  the  bank  to 
retire  such  class  A  stock  if,  in  his  judgment,  the  bank  has 
resources  available  therefor,  and  the  proceeds  of  such  retire¬ 
ments  shall  be  returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 
share  and  may  be  issued  only  to  production  credit  asso¬ 
ciations  in  series  and  amount  approved  by  the  Farm 
Credit  Administration.  Such  stock  shall  be  issued  only 
at  par  and  may  be  transferred  to  another  production 
credit  association  with  the  approval  of  the  issuing  bank. 
Whenever  a  bank  has  no  class  A  stock  outstanding  it  may 
pay  like  dividends  on  class  B  stock  and  participation  certifi¬ 
cates  in  an  amount  not  to  exceed  5  per  centum  in  any  year 
it  declared  by  the  board  of  directors  and  approved  by  the 
Farm  Credit  Administration.  Dividends  on  class  B  stock 
and  participation  certificates  shall  not  be  cumulative.  With¬ 
in  sixty  days  after  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  the  production  credit  associations  shall  subscribe  to 
class  B  stock  in  the  banks  in  an  aggregate  amount  equal  to 
15  per  centum  of  the  total  amount  of  class  A  stock  in  all 
banks.  Such  required  amount  of  subscriptions  shall  be 
allotted  among  the  several  districts  in  the  proportion  that  the 
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average  amount  of  the  bank’s  loans  to  and  discounts  for  the 
production  credit  associations  of  the  district,  outstanding  dur¬ 
ing  the  immediately  preceding  five  fiscal  years,  is  of  the 
average  of  such  loans  and  discounts  of  all  banks  outstanding 
during  such  five-year  period.  The  amount  so  allotted  to 
each  district  shall  he  further  allotted  to  each  production  credit 
association  on  the  basis  of  the  proportion  that  its  average  in¬ 
debtedness  (loans  and  discounts)  to  the  bank  during  the  im¬ 
mediately  preceding  five  fiscal  years  is  of  the  average  of  such 


indebtedness  of  all  production  credit  associations  to  the  bank 
during  such  five-year  period.  Each  production  credit  associa¬ 
tion  shall  subscribe  to  class  B  stock  in  the  bank  of  the  district 


in  the  amount  so  allotted  to  it.  One-third  of  the  purchase 
price  of  such  stock  subscription  shall  be  paid  at  the  time  of 
such  subscription,  one-third  shall  be  paid  within  one  year 
after  the  effective  date  of  said  Act,  and  the  balance  shall  be 
paid  within  two  years  after  such  effective  date.  Such  class 
B  stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective 
date  of  the  Farm  Credit  Act  of  1956  shall  thereupon  pur¬ 
chase  class  B  stock  in  the  bank  in  the  amount  of  $5,000,  and 
such  amount  shall  be  adjusted  at  the  end  of  five  years  there¬ 
after  to  an  amount  determined  by  applying  to  its  average 
indebtedness  to  the  bank  during  such  five-year  period  the 
same  percentage  as  the  percentage  which  the  initial  sub- 
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1  scriptions  of  other  production  credit  associations  was  of  their 

2  indebtedness,  as  provided  in  this  subsection:  Provided,  That 
°  fhis  provision  shall  not  apply  to  any  association  owing  stock 

4  in  the  bank  in  such  required  amount  as  a  result  of  merger 

5  consolidation,  or  reorganization  of  one  or  more  associations. 


b  After  all  class  A  stock  has  been  retired,  the  bank  may  retire 

7  class  B  stock  at  par  and  participation  certificates  at  face 

8  amount  under  policies  established  by  the  Farm  Credit  Ad- 
b  ministration.  Class  B  stock  and  participation  certificates 

lb  shall  be  retired  without  preference  and  in  such  manner  that 


11  the  oldest  outstanding  stock  or  certificates  at  any  given  time 

12  will  be  retired  first.  In  case  of  liquidation  or  dissolution  of 


12  any  production  credit  association  or  other  financing  institu- 
11  tion,  the  stock  or  participation  certificates  of  the  bank  owned 


15  by  SU(‘b  association  or  institution  may,  with  the  approval  of 

16  the  Farm  Credit  Administration,  be  retired  by  the  bank  at 
11  the  fair  book  value  thereof,  not  exceeding  par  or  face 
18  amount,  as  the  case  may  be. 


(b)  Lien  on  Stock  and  Participation  Certifi- 

20  cates.— Each  Federal  intermediate  credit  bank  shall  have  a 

21  hist  lien  on  all  stock  in  the  bank  owned  by  each  production 

22  credit  association  and  on  all  participation  certificates  owned 

23  by  other  financing  institutions  as  additional  collateral  for  any 

24  indebtedness  of  the  holders  thereof  to  the  bank:  Provided, 

25  That  the  bank  shall  make  no  loan  or  advance  on  the  security 
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1  of  its  own  stock  or  participation  certificates.  In  any  case 

2  where  the  debt  of  a  production  credit  association  or  other 

3  financing-  institution  is  in  default,  the  bank  may,  in  accord- 

4  ance  with  regulations  of  the  If  arm  Credit  Administration, 

* 

5  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held 

6  by  the  association  or  of  the  participation  certificates  held  by 

7  the  other  financing  institution  at  the  fair  book  value  thereof, 

8  not  exceeding  par  or  face  amount,  as  the  case  may  be,  in  total 

9  or  partial  liquidation  of  the  debt.” 

10  Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 

11  as  amended,  is  hereby  amended  to  read  as  follows : 

12  “application  op  earnings 

13  “Sec.  206.  (a)  Annual  Application.— At  the  end 

14  of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 

15  determine  the  amount  of  its  net  earnings  after  paying  or 

16  providing  for  all  operating  expenses  (including  reasonable 

17  valuation  reserves  and  losses  in  excess  ol  any  such  applicable 

18  reserves)  and  shall  apply  such  net  earnings  as  follows: 

19  ( 1 )  to  the  restoration  of  the  amount  of  the  impairment,  if 

20  any,  of  capital  stock  and  participation  certificates,  as  deter- 

21  mined  by  its  board  of  directors;  (2)  to  the  lestoration  of 

22  the  amount  of  the  impairment,  if  any,  of  the  surplus  account 

23  established  by  this  subsection,  as  determined  by  its  board 

24  of  directors;  (3)  25  per  centum  of  any  remaining  earnings 
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1  shall  be  used  to  create  and  maintain  a  reserve  account  equal 

2  to  25  per  centum  of  the  outstanding  capital  stock  and  par- 

3  ticipation  certificates  of  the  bank;  (4)  if  said  bank  shall 

4  have  outstanding  capital  stock  held  by  the  United  States 

5  during  the  whole  or  any  part  of  its  fiscal  year,  it  shall  next 
b  pay  to  the  United  States  as  a  franchise  tax,  a  sum  equal  to 

7  25  per  centum  ot  its  earnings  then  remaining,  not  exceeding, 

8  however,  a  rate  of  return  on  such  Government  capital  cal- 

0  ciliated  at  a  rate  equal  to  the  computed  average  annual  rate  ( 

10  of  interest  on  all  public  issues  of  public  debt  obligations 

11  of  the  United  States  issued  during  the  fiscal  year  of  the 

12  United  States  Treasury  ending  next  before  such  tax  is 

13  due,  as  certified  to  the  Farm  Credit  Administration  by  the 

14  Secretary  of  the  Treasury;  (5)  dividends  on  class  B  stock 

15  and  participation  certificates  may  be  declared  as  provided 

16  in  section  205  (a)  of  this  Act;  and  (0)  any  remaining 

17  net  earnings  shall  be  distributed  as  patronage  refunds  as 

18  provided  in  subsection  (b)  of  this  section.  Notwithstand- 

19  ing  the  provisions  of  item  (3)  of  this  subsection,  if  at  the 

20  end  of  any  fiscal  year  the  sum  of  the  surplus  and  the  reserve 

21  account  of  any  bank  is  less  than  its  outstanding  capital  stock 

22  and  participation  certificates,  the  bank  shall  continue  to 

23  apply  such  25  per  centum  of  its  net  earnings  to  the  reserve 

24  account  until  the  sum  of  the  surplus  and  the  reserve  account 

25  is  equal  to  its  outstanding  capital  stock  and  participation 
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certificates.  Each  bank  shall,  on  the  effective  date  of  the 
Farm  Credit  Act  of  1956,  establish  a  surplus  account 
consisting  of  its  earned  surplus  account,  its  reserve  for 
contingencies,  and  the  surplus  of  the  production  credit  cor¬ 
poration  transferred  to  the  bank.  No  part  of  such  surplus 
of  any  bank  shall  be  distributed  as  patronage  refunds.  In 
the  event  of  a  net  loss  in  any  fiscal  year  after  providing  for 
all  operating  expenses  (including  reasonable  valuation 
reserves  and  losses  in  excess  of  any  such  applicable  re¬ 
serves),  such  loss  shall  be  absorbed  by:  first,  charges  to 
the  reserve  account;  second,  charges  to  surplus  other  than 
that  transferred  from  the  production  credit  corporation  of 
the  district;  third,  charges  to  surplus  transferred  from  the 
production  credit  corporation  of  the  district ;  fourth,  the 
impairment  of  class  B  stock  and  participation  certificates; 
and  fifth,  the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end 
of  its  fiscal  year  a  Federal  intermediate  credit  bank  has  class 
A  stock  outstanding,  patronage  refunds  declared  for  that 
year  shall  be  paid  in  class  B  stock  to  production  credit 
associations  and  in  participation  certificates  to  other  financing 
institutions  borrowing  from  or  rediscounting  with  the  bank 
during  the  fiscal  year  for  which  such  refunds  are  declared. 
The  recipients  of  such  patronage  refunds  shall  not  be  subject 
to  Federal  income  taxes  thereon.  Whenever  at  the  end 
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of  its  fiscal  year  a  Federal  intermediate  credit  bank  lias  no 
class  A  stock  outstanding,  patronage  refunds  declared  for 
that  year  may  be  paid  in  such  class  B  stock  and  participation 
certificates  or  in  cash  as  determined  by  the  bank.  All  pat¬ 
ronage  refunds  shall  be  paid  in  the  proportion  that  the 
amount  of  interest  earned  by  the  bank  on  its  loans  to  and 
discounts  for  each  production  credit  association  or  other 
financing  institution  bears  to  the  total  interest  earned  by  the 
bank  on  all  such  loans  and  discounts  outstanding  during  the 
fiscal  year.  Each  participation  certificate  issued  in  payment 
of  patronage  refimds  shall  be  in  multiples  of  $5  and  shall 
state  on  it  face  the  rights,  privileges,  and  conditions  ap¬ 
plicable  thereto.  Patronage  refunds  shall  not  be  paid  to  any 
other  Federal  intermediate  credit  bank,  or  to  any  Federal 
land  bank  or  bank  for  cooperatives. 

"(c)  Distribution  of  Assets  on  Liquidation  or 
Dissolution. — In  the  case  of  liquidation  or  dissolution  of 
any  Federal  intermediate  credit  bank,  after  the  payment  or 
retirement,  as  the  case  may  be,  first,  of  all  liabilities;  second, 
of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 
and  all  participation  certificates  at  face  amount;  any  surplus 
established  pursuant  to  subsection  (a)  of  this  section  shall 
be  paid  into  the  Treasury  as  miscellaneous  receipts,  and  any 
remaining  assets  shall  be  distributed  to  the  holders  of  class 
B  stock  and  the  holders  of  participation  certificates  pro  rata.” 


IB 


1  Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 

2  Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 

3  end  thereof  the  following  sentence:  “The  directors  shall 

4  have  power,  subject  to  the  approval  of  the  Farm  Credit 

5  Administration,  to  adopt  such  bylaws  as  may  be  necessary 

6  for  the  conduct  of  the  business  of  the  banks.” 

7  (b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
g  as  amended,  is  hereby  amended  to  read  as  follows : 

9  “Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
40  when  chartered  and  established,  shall  have  power,  sub- 
44  ject  solely  to  the  restrictions,  limitations,  and  conditions 

42  contained  in  this  section  or  as  may  be  imposed  by  the  Farm 

43  Credit  Administration  not  inconsistent  with  the  provisions 

14  of  this  Act — 

15  “  ( 1 )  to  discount  for,  or  purchase  from,  any  produc- 

16  tion  credit  association  organized  under  the  Farm  Credit 

17  Act  of  1933,  as  amended,  with  its  endorsement,  any  note, 

18  draft,  or  other  such  obligation  presented  by  such  associa- 

19  tion:  and  to  make  loans  and  advances  to  anv  such  asso- 

7 

20  ciation  secured  by  such  collateral  as  may  be  approved 

21  by  the  Governor  of  the  Farm  Credit  Administration; 

22  “  (2)  to  discount  for,  or  purchase  from,  any  national 

23  bank,  State  bank,  trust  company,  agricultural  credit 

24  corporation,  incorporated  livestock  loan  company,  sav- 

25  ing-s  institution,  credit  union,  and  any  association  of 

©  7 
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agricultural  producers  engaged  in  tlie  making  of  loans 
to  farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which  have 
been  advanced  or  used  in  the  first  instance  for  any  agri¬ 
cultural  purpose,  including  the  breeding,  raising,  fatten¬ 
ing,  or  marketing  of  livestock;  and  to  make  loans  and 
advances  to  any  such  financing  institution  secured  by 
such  collateral  as  may  be  approved  by  the  Governor  of 
the  Farm  Credit  Administration:  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security  of 
collateral  other  than  notes  or  other  such  obligations  of 
farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan  or 
advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose;  and 
“  (3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal 
land  bank,  or  any  bank  for  cooperatives  organized  under 
the  Farm  Credit  Act  of  1933,  as  amended,  all  upon 
terms  and  at  rates  of  interest  or  discount  approved  by 
the  Farm  Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as 
;; mended,  is  amended  by  changing  the  word  “three”  to 
the  word  “seven”. 
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(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as 
amended,  is  amended  to  read  as  follows: 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 
intermediate  credit  bank  shall  bear  such  rates  of  interest  or 
discount  as  the  board  of  directors  of  the  bank  shall  from 
time  to  time  determine  with  the  approval  of  the  Farm  Credit 
Administration,  but  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  he  the  same  as 
those  charged  production  credit  associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act 

is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as 
amended,  is  hereby  amended  by  inserting  in  paragraph 
“Seventeenth”,  after  the  words  “Federal  land  banks”,  a 
comma  and  the  words  “to  Federal  intermediate  credit  banks, 
or  to  banks  for  cooperatives  organized  under  the  Farm 

Credit  Act  of  1933,  as  amended,”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 

1933,  as  amended,  is  amended  to  read  as  follows: 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administra¬ 
tion,  hereinafter  in  this  Act  referred  to  as  the  Govemoi  , 
is  authorized  and  directed  to  organize  and  charter  twelve 
banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 
bank  shall  be  established  in  each  city  in  which  there  is 
located  a  Federal  land  bank.  The  members  of  the  several 
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farm  credit  boards  of  the  farm  credit  districts  provided  for 
in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 
shall  be  ex  officio  the  directors  of  the  respective  banks  for 
cooperatives.  Such  directors  shall  have  power,  subject  to 
the  approval  of  the  Governor,  to  employ  and  fix  the  com¬ 
pensation  of  such  officers  and  employees  of  such  banks  as 
may  be  necessary  to  carry  out  the  powers  and  duties  con¬ 
ferred  upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 
amended  by  striking  from  the  first  sentence  the  words  “the 
production  credit  corporations  and”  and  bv  striking  from 
the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 
repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  changing  “$120,000,000”  in 
subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  striking 
from  subsection  (b)  thereof  the  words  “the  production 
credit  corporations  and”;  (3)  by  changing  “$40,000,000” 
in  subsection  (e)  thereof  to  “$70,000,000”;  and  (4)  by 
striking  from  subsection  (e)  thereof  the  words  “and/or 
paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows: 
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1  “investment  by  goveenoe  in  stock  of  peodu ction 

2  CEEDIT  ASSOCIATIONS 

3  “Sec.  6.  The  Governor  may  purchase  class  A  stock  of 

4  any  production  credit  association  in  such  amounts  as  he 

5  determines  are  required  to  meet  the  credit  needs  of  farmers 

6  in  the  area  served  by  such  association.  Payments  for  such 

7  stock  purchased  by  the  Governor  shall  be  made  out  of  the 

8  revolving  fund  authorized  by  section  5  (a)  of  this  Act 

9  and  such  stock  shall  be  held  by  him  on  behalf  of  the  United 

10  States.  The  Governor  may  at  any  time  require  any  pro- 

11  duction  credit  association  to  retire  and  cancel  any  class  A 

12  stock  held  by  him  in  such  association  if,  in  his  judgment, 

13  the  association  has  resources  available  therefor,  and  the 

14  proceeds  of  such  stock  retirements  shall  be  paid  into  such 

15  revolving  fund.” 

16  (f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 

17  amended  by  changing  the  fourth  sentence  to  read  as  fol- 

18  lows:  “Such  articles  shall  be  signed  by  the  individuals 

19  uniting  to  form  the  association  and  a  copy  thereof  shall  be 

20  furnished  to  the  Governor.” 

21  (g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 

22  amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 

23  the  words  “production  credit  corporations”  and  substituting 

24  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 

25  deleting  the  last  sentence  thereof. 
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1  (h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 

2  amended,  is  amended  by  striking  out  the  words  “production 

3  credit  corporation”  wherever  they  appear  therein,  and  sub- 

4  stituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

0  (i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 

d  amended,  is  amended  (1)  by  changing  the  first  sentence 

7  to  read  as  follows :  “Each  production  credit  association  shall, 

8  under  such  rules  and  regulations  as  may  be  prescribed  by 

9  the  Farm  Credit  Administration,  invest  its  funds  and  make 

10  loans  to  farmers  for  general  agricultural  purposes  and  other 

11  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 

12  sentence;  (3)  by  striking  from  the.  third  sentence  the  word 

13  “corporation”  and  inserting  in  lieu  thereof  the  words  “Fed- 

14  eral  intermediate  credit  bank”;  and  (4)  by  changing  the 
10  period  at  the  end  of  next  to  the  last  sentence  to  a  colon 

10  and  adding  the  following:  “ Provided ,  That  an  association 

11  may,  under  rules  and  regulations  issued  by  the  Farm  Credit 

18  Administration,  make  loans  to  any  class  B  stockholder  se- 

19  cured  by  warehouse  receipts  covering  agricultural  commod- 

20  ities  stored  in  bonded  warehouses  without  the  purchase  of 

21  additional  class  B  stock.” 

22  (j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 

23  amended,  is  hereby  amended  by  adding  before  the  semicolon 

24  at  the  end  of  “(b)  ”  the  words  “or  to  Federal  land  banks 

25  or  Federal  intermediate  credit  banks”. 
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(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  lierby  amended  by  adding  before  the  semicolon 
at  tbe  end  of  “  (b)  ”  the  words  “or  to  Federal  land  banks  or 
Federal  intermediate  credit  banks”. 

(l)  Section  60  of  tbe  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  tbe  first  sentence 
tbe  words  “tbe  production  credit  corporations,”;  (2)  by 
striking  from  tbe  second  sentence  tbe  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  tbe  words  “or 
association”;  and  (3)  by  striking  from  tbe  third  sentence 
tbe  words  “production  credit  corporation  or”,  “or  corpora¬ 
tion”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  tbe  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  tbe  first  sentence  tbe  words 
“production  credit  corporation,” ;  and  (2)  by  striking  from 
tbe  second  and  third  sentences  the  words  “association,  or 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  tbe  words  “or  association”, 

(n)  Section  62  of  tbe  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  tbe  words  “production 
credit  corporations,”. 

(o)  Section  63  of  tbe  Farm  Credit  Act  of  1933,  as 

amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 

the  words  “the  production  credit  corporations,”;  (2)  by 

striking  from  the  first  and  second  sentences  tbe  words 
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“associations,  or  corporations”  and  “associations,  and  cor¬ 
porations,”  and  substituting  in  lieu  thereof,  the  words  “or 
associations”  and  “and  associations,”,  respectively;  and  (3) 
by  changing  the  last  sentence  to  read  as  follows:  “The 
exemption  provided  herein  shall  not  apply  with  respect  to 
any  production  credit  association  or  its  property  or  income 
after  the  class  A  stock  held  in  it  by  the  Governor  has  been 
retired,  or  with  respect  to  any  bank  for  cooperatives  or  its 
property  or  income  after  the  stock  held  in  it  by  the  United 
States  has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  striking  out  the  words  “pro¬ 
duction  credit  corporation,” ;  and  (2)  by  striking  out  the 
words  “association  or  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  the  words  “or  asso¬ 
ciation”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 
hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  is  amended  (1)  by  striking  from  sub¬ 
section  (d)  (2)  (B)  the  words  “production  credit  cor¬ 

poration  of  the  district”  and  substituting  in  lieu  thereof  the 
words  “Governor  of  the  Farm  Credit  Administration”; 
and  (2)  by  striking  from  subsection  (h)  the  words  “pro¬ 
duction  credit  corporation,”. 
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(b)  Section  6  of  the  Farm  Credit  xict  of  1937  is 
amended  (1)  by  striking  from  the  first  sentence  of  subsec¬ 
tion  (a)  the  words  “production  credit  corporation,”;  (2) 
by  striking  from  the  third  sentence  of  subsection  (a)  the 
word  “three”;  (3)  by  striking  from  the  first  sentence  of 
subsection  (b)  the  words  “the  bank  for  cooperatives,  and 
the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and 
(4)  by  striking  from  the  last  sentence  of  subsection  (b) 
the  words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
1953  is  amended  by  striking  out  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  the  words  “Federal  intermediate 
credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 
Act  of  1953  is  amended  to  read  as  follows : 

“  (a)  Any  other  provisions  of  law  to  the  contrary  . 
notwithstanding,  after  the  effective  date  of  this  Act  any 
production  credit  association  may,  with  the  approval  of  the 
Farm  Credit  Administration,  issue  nonvoting  preferred 
stock,  to  be  known  as  class  C  stock,  which  may  be  pur¬ 
chased  and  held  by  the  Governor  of  the  Farm  Credit  Admin¬ 
istration  and  by  investors:  Provided ,  That  the  issuance  of 
such  stock  shall  be  authorized  by  vote  of  not  less  than  two- 


1  thirds  of  the  outstanding  shares  of  class  A  stock  of  the 

2  association  (other  than  shares  held  by  the  Governor  of  the 

3  Farm  Credit  Administration)  by  the  holders  thereof  in 

4  person  or  by  proxy  and  by  vote  of  not  less  than  two-thirds 

5  of  the  outstanding  shares  of  class  B  stock  of  the  association 

6  by  the  holders  thereof  in  person  or  by  proxy;  and  for  this 

7  purpose  holders  of  class  A  stock  (other  than  the  Governor 

8  of  the  Farm  Credit  Administration)  and  holders  of  class  B 

9  stock-  shall  be  entitled  to  one  vote  for  each  share  of  stock 

10  held  by  them,  Payments  for  such  stock  purchased  by  the 

11  Governor  shall  be  made  out  of  the  revolving  fund  created 

12  by  section  5  (a)  of  the  Farm  Credit  Act  of  1933,  as 

13  amended,  and  the  proceeds  from  the  retirement  of  any  such 

14  stock  shall  be  paid  into  such  revolving  fund.” 

15  Sec.  108.  Section  601  of  the  Department  of  Agriculture 

16  Organic  Act  of  1944,  as  amended,  is  hereby  amended  (1) 

17  by  striking  from  subsection  (a)  the  words  “production  credit 

18  corporations,”,  wherever  they  appear  therein,  and  the  word 

19  ‘corporations,”;  (2)  by  striking  from  subsection  (b)  the 

20  words  “the  Federal  intermediate  credit  banks,  and  the  pro- 

21  duction  credit  corporations”  and  substituting  in  lieu  thereof 
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the  words  “and  the  Federal  intermediate  credit  banks”;  and 

23  (3)  by  striking  from  subsections  (b)  and  (c)  the  words 

24  ‘and  corporation”,  “and  corporations”,  and  “corporation,”, 

25  wherever  they  appear  therein. 
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Sec.  109.  Sections  658  and  1014  of  title  18,  United 
States  Code,  are  hereby  amended  by  striking  from  each  such 
section  the  words  “or  in  which  a  production  credit  corpora¬ 
tion  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 
Sec.  201.  (a)  The  Government  Corporation  Control 
Act,  as  amended,  is  amended  by  striking  from  section  101 
the  words  “Production  Credit  Corporations;”  and  from 
sections  302  and  303  the  words  “Production  Credit 
Corporations,”. 

(b)  Paragraph  Seventh  of  section  5136  of  the  Revised 
Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 
to  the  last  sentence  immediately  before  the  words  “Federal 
Home  Loan  Banks”,  the  words  “thirteen  banks  for  co¬ 
operatives  or  any  of  them  or  the”;  and  (2)  by  changing 
the  last,  sentence  to  read  as  follows:  “The  limitations  and 
restrictions  herein  contained  as  to  dealing  in  and  under¬ 
writing  investment  securities  shall  not  apply  to  obligations 
issued  by  the  International  Bank  for  Reconstruction  and 
Development  which  are  at  the  time  eligible  for  purchase  by 
a  national  bank  for  its  own  account:  Provided,  That  no  as¬ 
sociation  shall  hold  obligations  issued  by  said  bank  as  a 
result  of  underwriting,  dealing,  or  purchasing  for  its  own 
account  (and  for  this  purpose  obligations  as  to  which  it  is 
under  commitment  shall  he  deemed  to  be  held  by  it)  in  a 
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1  total  amount  exceeding  at  any  one  time  10  per  centum  of 

2  its  capital  stock  actually  paid  in  and  unimpaired  and  10  per 

3  centum  of  its  unimpaired  surplus  fund.” 

4  Sec.  202.  (a)  This  Act  shall  become  effective  on  Janu- 

5  ary  1  next  following  its  enactment. 

6  (b)  For  purposes  of  applying  the  amendment  in  section 

7  103  of  this  Act,  that  part  of  the  fiscal  year  1957  preceding 

8  the  effective  date  of  this  Act  shall  be  deemed  to  be  a  separate 

9  fiscal  year. 

10  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  ap- 

11  plication  thereof  to  any  person  or  circumstance,  is  held  in- 

12  valid,  the  remainder  of  the  Act,  and  the  application  of  such 

13  provisions  to  other  persons  or  circumstances,  shall  not  be 

14  affected  thereby. 

15  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 

16  hereby  expressly  reserved. 
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IN  THE  SENATE  OF  THE  UNIT!  '  > 


Mr.  HoiXANr  introduced  I  fc.  !  v  I  *  -  hi 


84th  CONGRESS 
2d  Session 


S.  3564 


IN  THE  SENATE  OE  THE  UNITED  STATES 

March  29  (legislative  day,  March  26),  1956 

Mr.  Holland  introduced  the  following  bill ;  which  was  read  twice  and  referred 
to  the  Committee  on  Agriculture  and  Forestry 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks;  to  provide  for  retirement  of  Government  cap¬ 
ital  in  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATON  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculturre  with  a  sound,  dependable, 

8  and  effective  source  of  credit;  to  promote  the  efficiency  of 


I 


2 


1  the  farm  credit  system  by  merging  production  credit  cor- 

2  porations  in  Federal  intermediate  credit  banks  and  to  facili- 

3  tate  farmer  ownership  of  the  merged  banks  and  retirement 

4  of  Government  capital  therein;  to  encourage  and  piomote 

5  the  continued  growth  and  development  of  the  production 

6  credit  associations  as  self-supporting  cooperative  lending  in- 

7  stitutions  operating  on  a  sound  credit  basis  with  maximum 

8  local  authority  to  determine  credit  needs  and  loan  policies 

9  consistent  with  the  maintenance  of  a  national  production 

10  credit  system;  and  to  continue  to  provide  other  financing 

11  institutions  making  loans  to  farmers  and  ranchers  with  the 

12  right  to  borrow  from  and  rediscount  with  such  merged  hanks 

13  on  a  basis  comparable  with  the  production  credit  associations 

14  regardless  of  the  ownership  of  such  banks.  The  provisions 

15  of  this  Act  shall  be  construed  in  keeping  with  this  declaration 

16  of  policy. 

17  TITLE  I— PRODUCTION  CREDIT  SYSTEM 

18  Sec.  101.  Merger  of  Production  Credit  Corpora- 

19  tions  in  Federal  Intermediate  Credit  Banks— (a) 

20  Transfer  of  Assets. — The  production  credit  corporation 

21  in  each  farm  credit  district  is  hereby  merged  in  the  Federal 

22  intermediate  credit  bank  of  the  district  and  all  assets,  funds, 

23  contracts,  property,  and  records  belonging  to  such  corpora- 

24  tion,  except  stock  in  production  credit  associations,  are  hereby 

25  transferred  to  and  vested  in  such  bank.  All  obligations 
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and  liabilities  of  the  production  credit  corporation  shall  be 
assumed  by  the  Federal  intermediate  credit  bank  of  the 
district.  Stock  held  by  each  production  credit  corporation 
in  production  credit  associations  is  transferred  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  to  be  held  by  him 
on  behalf  of  the  United  States,  and  the  Governor  shall  cancel 
an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Peoduction 
Credit  Associations. — In  order  to  carry  out  the  declared 
policy  of  this  Act  with  respect  to  the  production  credit 
associations,  the  Farm  Credit  Administration  shall,  by 
appropriate  provisions  in  the  charter  and  bylaws,  or 
otherwise,  provide  for  such  organization  and  assignment 
of  functions  within  the  Federal  intermediate  credit  banks  as 
will  assure  proper  supervision  of  and  assistance  to  the 
production  credit  associations  in  a  manner  which  will  enable 
them  to  make  sound  credit  available  to  farmers  and  ranchers. 
The  income  derived  from  the  surplus  transferred  from  the 
production  credit  corporation  to  the  Federal  intermediate 
credit  bank  of  the  district  shall  be  used  to  pay  expenses  of 
the  bank  in  providing  such  supervision  and  assistance,  and 
expenses  in  excess  of  such  income  may  be  paid  out  of  other 
resources  of  the  bank. 

(c)  Officers  and  Employees.— Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officeis  and 
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employees  of  each  Federal  intermediate  credit  bank  and 
each  production  credit  corporation  is  terminated  on  the  effec¬ 
tive  date  of  this  Act  and  the  board  of  directors  of  the  Federal 
intermediate  credit  bank  shall,  not  later  than  sixty  days  prior 
to  the  effective  date  of  this  Act,  take  all  necessary  action  to 
reemploy  a-s  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board 
determines  they  are  qualified  and  needed  to  carry  out  the 
functions,  powers,  and  duties  of  the  Federal  intermediate 
credit  bank.  Such  reemployment  shall  be  subject  to  the 
approval  of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows : 

“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership; 
Dividends;  and  Retirement  of  Stock.— Each  Federal 
intermediate  credit  bank  is  authorized  to  issue  class  A  and 
class  B  stock  as  follows : 

“  (1)  Class  A  stock  shall  have  a  par  value  of  $100  per 
share  and  shall  be  issued  to  and  held  by  the  Governor  of  the 
Farm  Credit  Administration  on  behalf  of  the  United  States. 
Stock  of  all  Federal  intermediate  credit  banks  held  by  the 
Secretary  of  the  Treasury  shall  be  transferred  to  the  Gover¬ 
nor  and  may  be  reallocated  by  him  in  such  manner  as  he 
determines  necessary  to  meet  the  needs  of  the  respective 
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1  banks.  The  Governor  shall  then  exchange  such  stock  of 

2  each  bank  for  an  equal  par  amount  of  class  A  stock  of  the 

3  hank.  Stock  of  each  production  credit  corporation  held  by 

4  the  Governor  (less  the  amount  canceled  pursuant  to  section 

5  101  of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged 

6  for  an  equal  par  amount  of  class  A  stock  of  the  Federal  in- 

7  termediate  credit  hank  in  which  such  corporation  is  merged 

8  pursuant  to  section  101  of  such  Act.  No  dividends  shall 

9  be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal 

10  year  each  such  bank  shall  determine  the  amount  of  its  class 

11  A  stock  which  shall  be  retired.  Whenever  the  total  of  the 

12  capital  stock,  participation  certificates,  surplus,  and  reserves 

13  of  the  bank  is  more  than  one-sixth  of  the  highest  month-end 

14  balance  of  debentures  and  other  obligations  issued  by  or  for 

15  the  bank,  outstanding  during  the  immediately  preceding  five 

16  years,  the  minimum  amount  of  class  A  stock  to  be  retired 

17  shall  be  the  total  amount  of  class  B  stock  and  participation 

18  certificates  issued  for  that  year.  All  class  A  stock  shall  be 

19  retired  at  par.  The  proceeds  of  such  class  A  stock  retire- 

20  ments  of  each  bank  shall  be  paid  into  the  Treasuiy  as  mis- 

21  cellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the 

22  amount  of  class  A  stock  of  the  bank  issued  in  exchange  foi 

23  stock  of  the  production  credit  corporation.  The  proceeds  of 

24  any  further  such  stock  retirements  shall  be  paid  into  the 

25  revolving  fund  established  by  section  5  (e)  of  the  Farm 
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Credit  Act  of  1933,  as  amended.  The  Governor  of  the 
Farm  Credit  Administration  is  authorized  to  purchase  from 
time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he 
determines  is  needed  to  meet  the  credit  needs  of  the  bank 
and  such  revolving  fund  shall  continue  to  be  available  for 
such  purchases  as  provided  in  said  section  5  (e) .  The  Gov¬ 
ernor  may  at  any  time  require  the  bank  to  retire  such  class 
A  stock  if,  in  his  judgment,  the  bank  has  resources  avail¬ 
able  therefor,  and  the  proceeds  of  such  retirements  shall  be 
returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 
share  and  may  he  issued  only  to  production  credit  associa¬ 
tions  in  series  and  amounts  approved  by  the  Farm  Credit 
Administration.  Such  stock  shall  he  issued  only  at  par  and 
may  be  transferred  to  another  production  credit  association 
with  the  approval  of  the  issuing  bank.  Whenever  a  bank 
has  no  class  A  stock  outstanding  it  may  pay  like  dividends 
on  class  B  stock  and  participation  certificates  in  an  amount 
not  to  exceed  5  per  centum  in  any  year  if  declared  by  the 
board  of  directors.  Dividends  on  class  B  stock  and  parti¬ 
cipation  certificates  shall  not  be  cumulative.  Within  sixty 
days  after  the  effective  date  of  the  Farm  Credit  Act  of 
1956,  the  production  credit  associations  shall  subscribe  to 
class  B  stock  in  the  banks  in  an  aggregate  amount  equal 
to  15  per  centum  of  the  total  amount  of  class  A  stock  in 
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1  all  banks.  Such  required  amount  of  subscriptions  shall  be 

2  allotted  among  the  several  districts  in  the  proportion  that 

3  the  average  amount  of  the  bank’s  loans  to  and  discounts 

4  for  the  production  credit  associations  of  the  district,  out- 

5  standing  during  the  immediately  preceding  five  fiscal  years, 

6  is  of  the  average  of  such  loans  and  discounts  of  all  banks 

7  outstanding  during  such  five-year  period.  The  amount  so 

8  allotted  to  each  district  shall  be  further  allotted  to  each  pro- 

9  duction  credit  association  on  the  basis  of  the  proportion  that 

10  its  average  indebtedness  (loans  and  discounts)  to  the  bank 

11  during  the  immediately  preceding  five  fiscal  years  is  of 

12  the  average  of  such  indebtedness  of  all  production  credit 

13  associations  to  the  bank  during  such  five-year  period.  Each 

14  production  credit  association  shall  subscribe  to  class  B  stock 

15  in  the  bank  of  the  district  in  the  amount  so  allotted  to  it. 

16  One-third  of  the  purchase  price  of  such  stock  subscription 

17  shall  be  paid  at  the  time  of  such  subscription,  one-third  shall 

18  be  paid  within  one  year  after  the  effective  date  of  said  Act, 

19  and  the  balance  shall  be  paid  within  two  years  after  such 

20  effective  date.  Such  class  B  stock  shall  he  issued  as  pay- 

21  ments  therefor  are  made.  Any  production  credit  association 

22  chartered  after  the  effective  date  of  the  Farm  Credit  Act 

23  of  1956  shall  thereupon  purchase  class  B  stock  in  the  bank 

24  in  the  amount  of  $5,000,  and  such  amount  shall  be  adjusted 

25  at  the  end  of  five  years  thereafter  to  an  amount  determined 
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1  by  applying  to  its  average  indebtedness  to  the  bank  during 

2  such  five-year  period  the  same  percentage  as  the  percent- 

3  age  which  the  initial  subscriptions  of  other  production  credit 

f 

4  associations  was  of  their  indebtedness,  as  provided  in  this 

5  subsection:  Provided,  That  this  provision  shall  not  apply 

6  to  any  association  owning  stock  in  the  bank  in  such  required 

7  amount  as  a  result  of  merger,  consolidation,  or  reorganiza- 

8  tion  of  one  or  more  associations.  After  all  class  A  stock 

9  has  been  retired,  the  bank  may  retire  class  B  stock  at  par 

10  and  participation  certificates  at  face  amount  under  policies 

11  established  by  the  Farm  Credit  Administration.  Class  B 

12  stock  and  participation  certificates  shall  be  retired  without 

13  preference  and  in  such  manner  that  the  oldest  outstanding 
stock  or  certificates  at  any  given  time  will  be  retired  first. 
In  case  of  liquidation  or  dissolution  of  any  production  credit 
association  or  other  financing  institution,  the  stock  or  par¬ 
ticipation  certificates  of  the  bank  owned  by  such  associa- 

18  tion  or  institution  may  be  retired  by  the  bank  at  the  fair 

19  book  value  thereof,  not  exceeding  par  or  face  amount,  as 
90 

the  case  may  be. 

21  u 

“(b)  Lien  on  Stock  and  Paeticipation  Ceetifi- 

22 

cates.— Each  Federal  intermediate  credit  bank  shall  have 
23 

a  first  lien  on  all  stock  in  the  bank  owned  by  each  produc¬ 
tion  credit  association  and  on  all  participation  certificates 
25 

owned  by  other  financing  institutions  as  additional  collateral 
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for  any  indebtedness  of  the  holders  thereof  to  the  bank: 
Provided,  That  the  bank  shall  make  no  loan  or  advance 
on  the  security  of  its  own  stock  or  participation  certificates. 
In  any  case  where  the  debt  of  a  production  credit  associa¬ 
tion  or  other  financing  institution  is  in  default,  the  bank 
may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank 
held  by  the  association  or  of  the  participation  certificates 
held  by  the  other  financing  institution  at  the  fair  book  value 
thereof,  not  exceeding  par  or  face  amount,  as  the  case  may 
be,  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 
^application  of  eaenings 
“Sec.  206.  (a)  Annual  Application. — At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
determine  the  amount  of  its  net  earnings  after  paying  or 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves )  and  shall  apply  such  net  earnings  as  follows :  ( 1 ) 
To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the 
amount  of  the  impairment,  if  any,  of  the  surplus  account 
established  by  this  subsection,  as  determined  by  its  board  of 
S.  3564 - 2 
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1  directors;  (3)  25  per  centum  of  any  remaining  earnings 

2  shall  be  used  to  create  and  maintain  a  reserve  account  equal 

3  to  2 5  per  centum  of  the  outstanding  capital  stock  and  partici- 

4  pation  certificates  of  the  bank;  (4)  if  said  hank  shall  have 

5  outstanding  capital  stock  held  by  the  United  States  during 
0  the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to 

7  the  United  States  as  a  franchise  tax,  a  sum  equal  to  25  per 

8  centum  of  its  earnings  then  remaining,  not  exceeding,  how- 

9  ever,  a  rate  of  return  on  such  Government  capital  calculated 
1°  at  a  rate  equal  to  the  computed  average  annual  rate  of  inter- 

11  est.  on  all  public  issues  of  public  debt  obligations  of  the 

12  United  States  issued  during  the  fiscal  year  of  the  United 

13  States  Treasury  ending  next  before  such  tax  is  due,  as  certi- 
^  Oed  1°  the  Farm  Credit  Administration  by  the  Secretary  of 

15  the  Treasury;  (5)  dividends  on  class  B  stock  and  participa- 

16 

^  tion  certificates  may  be  declared  as  provided  in  section  205 

17 

(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 

18 

be  distributed  as  patronage  refunds  as  provided  in  subsection 

19  (b)  of  this  section.  Notwithstanding  the  provisions  of  item 

20 

(•> )  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the  sum 

21 

of  the  surplus  and  the  reserve  account  of  any  bank  is  less 

22 

than  its  outstanding  capital  stock  and  participation  certifi- 

23 

cates,  the  bank  shall  continue  to  apply  such  25  per  centum  of 

24 

its  net  earnings  to  the  reserve  account  until  the  sum  of  the 

25 

surplus  and  the  reserve  account  is  equal  to  its  outstanding 
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capital  stock  and  participation  certificates.  Each  bank  shall, 
on  the  effective  date  of  the  Farm  Credit  Act  of  1956,  estab¬ 
lish  a  surplus  account  consisting  of  its  earned  surplus  account, 
its  reserve  for  contingencies,  and  the  surplus  of  the  produc¬ 
tion  credit  corporation  transferred  to  the  bank.  No  part  of 
such  surplus  of  any  bank  shall  be  distributed  as  patronage 
refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year  after 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves) ,  such  loss  shall  be  absorbed  by:  First,  charges  to  the 
reserve  account;  second,  charges  to  surplus  other  than  that 
transferred  from  the  production  credit  corporation  of  the 
district;  third,  charges  to  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district;  fourth,  the  impair¬ 
ment  of  class  B  stock  and  participation  certificates;  and  fifth, 
the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end 
of  its  fiscal  year  a  Federal  intermediate  credit  bank  has 
class  A  stock  outstanding,  patronage  refunds  declared  for 
that  year  shall  be  paid  in  class  B  stock  to  production  credit 
associations  and  in  participation  certificates  to  other  financ¬ 
ing  institutions  borrowing  from  or  rediscounting  with  the 
bank  during  the  fiscal  year  for  which  such  refunds  are  de¬ 
clared.  The  recipients  of  such  patronage  refunds  shall  not  be 
subject  to  Federal  income  taxes  thereon.  Whenever  at  the 
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1  end  of  its  fiscal  year  a  Federal  intermediate  credit  bank  has 

2  no  class  A  stock  outstanding,  patronage  refunds  declared 

3  for  that  year  may  be  paid  in  such  class  B  stock  and  par- 

4  ticipation  certificates  or  in  cash  as  determined  by  the  hank. 

5  All  patronage  refunds  shall  be  paid  in  the  proportion  that 

6  the  amount  of  interest  earned  by  the  bank  on  its  loans  to 

7  and  discounts  for  each  production  credit  association  or  other 

8  financing  institution  bears  to  the  total  interest  earned  by  the 

9  bank  on  all  such  loans  and  discounts  outstanding  during  the 

10  fiscal  year.  Fach  participation  certificate  issued  in  payment 

11  of  patronage  refunds  shall  he  in  multiples  of  $5  and  shall 

12  state  on  its  face  the  rights,  privileges,  and  conditions  ap- 

13  plicable  thereto.  Patronage  refunds  shall  not  be  paid  to  any 

14  other  Federal  intermediate  credit  bank,  or  to  any  Federal 

15  land  bank  or  bank  for  cooperatives. 

16  “(c)  Distribution  of  Assets  on  Liquidation  or 

17  Dissolution.— In  the  case  of  liquidation  or  dissolution  of 

18  any  Federal  intermediate  credit  bank,  after  the  payment  or 

19  retirement,  as  the  case  may  he,  first,  of  all  liabilities;  second, 

20  of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 

21  and  all  participation  certificates  at  face  amount;  any  sur- 

22  plus  established  pursuant  to  subsection  (a)  of  this  section 

23  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro- 

24  rata,  and  any  remaining  assets  shall  be  distributed  to  the 
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holders  of  class  B  stock  and  the  holders  of  participation  cer¬ 
tificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  contained 
in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad- 
ministration  not  inconsistent  with  the  provisions  of  this  Act — 
“(1)  to  discount  for,  or  purchase  from,  any  pro¬ 
duction  credit  association  organized  under  the  Farm 
Credit  Act  of  1933,  as  amended,  with  its  endorsement, 
any  note,  draft,  or  other  such  obligation  presented  by 
such  association ;  and  to  make  loans  and  advances  to  any 
such  association  secured  by  such  collateral  as  may  be 
approved  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration; 

“  (2)  to  discount  for,  or  purchase  from,  any  national 
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bank,  State  bank,  trust  company,  agricultural  credit 
corporation,  incorporated  livestock  loan  company,  sav¬ 
ings  institution,  credit  union,  and  any  association  of  agri¬ 
cultural  producers  engaged  in  the  making  of  loans  to 
farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
of  the  Farm  Credit  Administration:  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security 

of  collateial  othei  than  notes  or  other  such  obligations 

* 

of  farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan  or 
advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose;  and 
(3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal 
land  bank,  or  any  bank  for  cooperatives  organized  under 
the  Farm  Credit  Act  of  1933,  as  amended,  all  upon 
terms  and  at  rates  of  interest  or  discount  approved  by 
the  Farm  Credit  Administration.” 
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1  (c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 

2  as  amended,  is  amended  by  changing  the  word  “three”  to 

3  the  word  “seven”. 

4  (d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 

5  as  amended,  is  amended  to  read  as  follows : 

6  “Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 

7  intermediate  credit  bank  shall  bear  such  rates  of  interest 

8  or  discount  as  the  board  of  directors  of  the  bank  shall  from 

9  time  to  time  determine  with  the  approval  of  the  Farm  Credit 

10  Administration,  but  the  rates  charged  financing  institutions 

11  other  than  production  credit  associations  shall  be  the  same 

12  as  those  charged  production  credit  associations.” 

13  (e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act 

14  is  hereby  repealed. 

15  (f)  Section  13  of  the  Federal  Farm  Loan  Act,  as 

16  amended,  is  hereby  amended  by  inserting  in  paragraph  “Sev- 

17  enteenth”,  after  the  words  “Federal  land  banks”,  a  comma 

18  and  the  words  “to  Federal  intermediate  credit  banks,  or 

19  to  banks  for  cooperatives  organized  under  the  Farm  Credit 

20  Act  of  1933,  as  amended,”. 

21  Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 

22  1933,  as  amended,  is  amended  to  read  as  follows : 

23  “Sec.  2.  The  Governor  of  the  Farm  Credit  Administra- 

24  tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor’, 
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1  is  authorized  and  directed  to  organize  and  charter  twelve 

2  banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 

3  bank  shall  be  established  in  each  city  in  which  there  is 

4  located  a  Federal  land  bank.  The  members  of  the  several 

5  farm  credit  boards  of  the  farm  credit  districts  provided  for 

6  m  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 

7  shall  be  ex  officio  the  directors  of  the  respective  banks 

8  for  cooperatives.  Such  directors  shall  have  power,  subject 

9  to  the  approval  of  the  Governor,  to  employ  and  fix  the  com-  ^ 

10  pensation  of  such  officers  and  employees  of  such  banks  as 

11  may  be  necessary  to  carry  out  the  powers  and  duties  con- 

12  ferred  upon  such  banks  under  this  Act.” 

13  (b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 

14  amended  by  striking  from  the  first  sentence  the  words  “the 

15  production  credit  corporations  and”  and  by  striking  from 

16  the  second  sentence  the  words  “corporations  and”. 

17  (c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 

18  repealed. 

19  (d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 

20  amended,  is  amended  (1)  by  changing  “$120,000,000” 

21  in  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  strik- 

22  ing  fiom  subsection  (b)  thereof  the  words  “the  production 

23  credit  corporations  and”;  (3)  by  changing  “$40,000,000”  I 

24  in  subsection  (e)  thereof  to  “$100,000,000”;  and  (4)  by 
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1  striking  from  subsection  (e)  thereof  the  words  “and/or 

2  paid-in  surplus”. 

3  (e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 

4  amended,  is  amended  to  read  as  follows : 

5  “INVESTMENT  BY  GOVERNOR  IN  STOCK  OF  PRODUCTION 

6  CREDIT  ASSOCIATIONS 

7  “Sec.  6.  The  Governor  may  purchase  class  A  stock  of 

8  any  production  credit  association  in  such  amounts  as  he 

9  determines  are  required  to  meet  the  credit  needs  of  farmers 

10  in  the  area  served  by  such  association.  Payments  for  such 

11  stock  purchased  by  the  Governor  shall  be  made  out  of  the 

12  revolving  fund  authorized  by  section  5  (a)  of  this  Act  and 

13  such  stock  shall  be  held  by  him  on  behalf  of  the  United 

14  States.  The  Governor  may  at  any  time  require  any  pro- 

15  duction  credit  association  to  retire  and  cancel  any  class  A 

16  stock  held  by  him  in  such  association  if,  in  his  judgment, 

17  the  association  has  resources  available  therefor,  and  the 

18  proceeds  of  such  stock  retirements  shall  be  paid  into  such 

19  revolving  fund.” 

20  (f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 

21  amended  by  changing  the  fourth  sentence  to  read  as  follows: 

22  “Such  articles  shall  be  signed  by  the  individuals  uniting 

23  to  form  the  association  and  a  copy  thereof  shall  be  furnished 

24  to  the  Governor.” 
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1  (g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 

2  amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 

3  the  words  “production  credit  corporations”  and  substituting 

4  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 

5  deleting  the  last  sentence  thereof. 

6  (h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 

7  amended,  is  amended  by  striking  out  the  words  “produc- 

8  tion  credit  corporation”,  wherever  they  appear  therein,  and 

9  substituting  in  lieu  thereof  “Federal  intermediate  credit 

10  bank”. 

11  (i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 

12  amended,  is  amended  (1)  by  changing  the  first  sentence 

13  to  read  as  follows :  “Each  production  credit  association  shall, 

14  under  such  rules  and  regulations  as  may  be  prescribed  by 

15  the  farm  credit  board  of  the  district  with  the  approval  of 
the  Farm  Credit  Administration,  invest  its  funds  and  make 

17  loans  to  farmers  for  general  agricultural  purposes  and  other 
48  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 

19  sentence;  (3)  by  striking  from  the  third  sentence  the 

20  word  “corporation”  and  inserting  in  lieu  thereof  the  words 

21  “Federal  intermediate  credit  bank”;  and  (4)  by  changing 

22  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon 

23  and  adding  the  following:  “Provided,  That  an  association 

24  may,  under  rules  and  regulations  issued  by  the  Farm  Credit 

* 

Administration,  make  loans  to  any  class  B  stockholder 
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1  secured  by  warehouse  receipts  covering  agricultural  com- 

2  modi  ties  stored  in  bonded  warehouses  without  the  purchase 

3  of  additional  class  B  stock.” 

4  (j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 

5  amended,  is  hereby  amended  by  adding  before  the  semi- 

6  colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 

7  banks  or  Federal  intermediate  credit  banks”’. 

8  (k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 

9  amended,  is  hereby  amended  by  adding  before  the  semi- 

10  colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 

11  banks  or  Federal  intermediate  credit  banks”. 

12  (1)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 

13  amended,  is  amended  (1)  by  striking  from  the  first  sen- 

14  tence  the  words  “the  production  credit  corporations,”;  (2) 

15  by  striking  from  the  second  sentence  the  words  “associa- 

16  tion,  or  corporation”  and  substituting  in  lieu  thereof  the 

17  words  “or  association”;  and  (3)  by  striking  from  the  third 

18  sentence  the  words  “production  credit  corporation  or”,  “or 

19  corporation”,  and  “corporation  or”,  wherever  they  appear 

f 

20  therein. 

21  (m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 

22  amended  (1)  by  striking  from  the  first  sentence  the  words 

23  “production  credit  corporation,”;  and  (2)  by  striking  from 

24  the  second  and  third  sentences  the  words  “association,  or 
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1  corporation”,  wherever  they  appear  therein,  and  substitut- 

2  mg  in  lieu  thereof  the  words  “or  association”. 

3  (n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 

4  amended,  is  amended  by  striking  out  the  words  “production 

5  credit  corporations,”. 

6  (o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 

7  amended,  is  amended  (1)  by  striking  from  the  first  sen- 

8  tence  the  words  “the  production  credit  corporations,”; 

9  (2) .  by  striking  from  the  first  and  second  sentences  the  ^ 

10  words  “associations,  or  corporations”  and  “associations,  and 

11  corporations,”  and  substituting  in  lieu  thereof  the  words 

12  “or  associations”  and  “and  associations,”,  respectively;  and 

13  ky  changing  the  last  sentence  to  read  as  follows:  “The 

14  exemption  provided  herein  shall  riot  apply  with  respect  to 

15  any  production  credit  association  or  its  property  or  income 

16  after  the  class  A  stock  held  in  it  by  the  Governor  has  been  ( 

17  retlred’  or  with  respect  to  any  bank  for  cooperatives  or  its 

I  Q 

property  or  income  after  the  stock  held  in  it  by  the  United 

19  States  has  been  retired.” 

20  (p)  Section  65  of  the  Farm  Credit  Act  of  193.3.  as  I 

21  amended,  is  amended  ( 1 )  b  ystriking  out  the  words  “pro- 

“2  duction  credit  corporation,”;  and  (2)  by  striking  out  the  j 

23  words  “association  or  corporation”,  wherever  they  appear 

therein,  and  substituting  in  lieu  thereof  the  words  “or  asso- 
2^  ciation”. 
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(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 
hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  is  amended  (1)  by  striking  from  sub¬ 
section  (d)  (2)  (B)  the  words  “production  credit  corpora¬ 
tion  of  the  district”  and  substituting  in  lieu  thereof  the 
words  “Governor  of  the  Farm  Credit  Administration”;  and 
(2)  by  striking  from  subsection  (h)  the  words  “produc¬ 
tion  credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 
amended  (1)  by  striking  from  the  first  sentence  of  subsec¬ 
tion  (a)  the  words  “production  credit  corporation,”;  (2) 
by  striking  from  the  third  sentence  of  subsection  (a)  the 
word  “three”;  (3)  by  striking  from  the  first  sentence  of 
subsection  (b)  the  words  “the  bank  for  cooperatives,  and 
the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 
by  striking  from  the  last  sentence  of  subsection  (b)  the 
words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
1953  is  amended  by  striking  out  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting;  in  lieu  thereof  the  words  “Federal  intermediate 

o 

credit  bank”. 


1  (b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 

2  Act  of  1953  is  amended  to  read  as  follows : 

(a)  Any  other  provisions  of  law  to  the  contrary  not- 

4  withstanding,  after  the  effective  date  of  this  Act  any  produc- 

5  tion  credit  association  may,  with  the  approval  of  the  Farm 
b  Credit  Administration,  issue  nonvoting  preferred  stock,  to 

7  be  known  as  class  C  stock,  which  may  be  purchased  and  held 

8  by  the  Governor  of  the  Farm  Credit  Administration  and  by 

9  investors :  Provided,  That  the  issuance  of  such  stock  shall  be 
10  authorized  by  vote  of  not  less  than  two-thirds  of  the  out- 
fl  standing  shares  of  class  A  stock  of  the  association  (other 
12  than  shares  held  by  the  Governor  of  the  Farm  Credit  Ad- 
12  ministiation)  by  the  holders  thereof  in  person  or  by  proxy 

14  and  by  vote  of  not  less  than  two-thirds  of  the  outstanding- 

15 

shares  of  class  B  stock  of  the  association  by  the  holders 

16  thereof  in  person  or  by  proxy;  and  for  this  purpose  holders 

17 

of  class  A  stock  (other  than  the  Governor  of  the  Farm 

18  ^ 

Credit  Administration)  and  holders  of  class  B  stock  shall  be 
19  entitled  to  one  vote  for  each  share  of  stock  held  by  them. 

on 

Payments  foi  such  stock  purchased  by  the  Governor  shall 

91 

be  made  out  of  the  revolving  fund  created  by  section  5  (a) 

22 

of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  pro- 

23 

ceeds  from  the  retirement  of  any  such  stock  shall  be  paid 

24 

into  such  revolving  fund.” 

25 

Sec  .  108.  Section  601  of  the  Department  of  Agriculture 
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Organic  Act  of  1944,  as  amended,  is  hereby  amended  ( 1 )  by 
striking  from  subsection  (a)  the  words  “production  credit 
corporations,”,  wherever  they  appear  therein,  and  the  word 
“corporations,”;  (2)  by  striking  from  subsection  (b)  the 
words  “the  Federal  intermediate  credit  banks,  and  the  pro¬ 
duction  credit  corporations”  and  substituting  in  lieu  thereof 
the  words  “and  the  Federal  intermediate  credit  banks”;  and 
(3)  by  striking  from  subsections  (b)  and  (c)  the  words 
“and  corporation”,  “and  corporations”,  and  “corporation,”, 
wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United 
States  Code,  are  hereby  amended  by  striking  from  each  such 
section  the  words  “or  in  which  a  production  credit  corpora¬ 
tion  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control 
Act,  as  amended,  is  amended  (1)  by  striking  from  section 
101  the  words  “Federal  Intermediate  Credit  Banks;  Produc¬ 
tion  Credit  Corporations;”;  (2)  by  inserting  in  section  201 
immediately  following  “(3)”  the  words  “Federal  Inter¬ 
mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 
section  201  to  “(5)”;  and  (4)  by  striking  from  sections 
302  and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal 
intermediate  credit  banks  may  utilize  their  funds  for  adminis- 


24 


1  trative  expenses  without  regard  to  the  limitations  contained 

2  in  any  other  Act  of  Congress  governing  the  expenditure  of 

3  appropriated  funds. 

4  (c)  Paragraph  Seventh  of  section  5136  of  the  Revised 

5  Statutes  as  amended,  is  amended  ( 1 )  by  inserting  in  next 

6  to  the  last  sentence  immediately  before  the  words  “Federal 

7  Home  Loan  Banks”,  the  words  “thirteen  banks  for  coopera- 

8  tives  or  any  of  them  or  the”;  and  (2)  by  changing  the  last 

9  sentence  to  read  as  follows :  “The  limitations  and  restrictions 

10  herein  contained  as  to  dealing  in  and  underwriting  investment 

11  securities  shall  not  apply  to  obligations  issued  by  the  Inter- 

12  national  Bank  for  Reconstruction  and  Development  which 

13  are  at  the  time  eligible  for  purchase  by  a  national  bank  for 

14  its  own  account:  Provided,  That  no  association  shall  hold 

15  obligations  issued  by  said  bank  as  a  result  of  underwriting 

16  dealing,  or  purchasing  for  its  own  account  (and  for  this  pur- 

17  pose  obligations  as  to  which  it  is  under  commitment  shall  be 

18  deemed  to  be  held  by  it)  in  a  total  amount  exceeding  at  any 

19  one  time  10  per  centum  of  its  capital  stock  actually  paid  in 

20  and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus 

21  fund.” 

22  Sec.  202.  (a)  This  Act  shall  become  effective  on  Janu- 

23  ary  1  next  following  its  enactment. 

(b)  For  purposes  of  applying  the  amendment  in  section 

103  of  this  Act,  that  part  of  the  fiscal  year  1957  preceding 


25 
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1  the  effective  date  of  this  Act  shall  be  deemed  to  be  a  separate 

2  fiscal  year. 

3  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  appli- 

4  cation  thereof  to  any  person  or  circumstance,  is  held  invalid, 

5  the  remainder  of  the  Act,  and  the  application  of  such  pro- 

6  visions  to  other  persons  or  circumstances,  shall  not  be  affected 

7  thereby. 

8  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 

9  hereby  expressly  reserved. 
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H.  R.  10285 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  29, 1956 

Mr.  Cooley  introduced  the  following  bill;  which  was  referred  to  the  Com¬ 
mittee  on  Agriculture 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks ;  to  provide  for  retirement  of  Government  capital 
in  Federal  intermediate  credit  banks;  to  provide  for  supervi¬ 
sion  of  production  credit  associations ;  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”.  ^ 

5  DECLARATION  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculture  with  a  sound,  dependable, 

8  and  effective  source  of  credit ;  to  promote  the  efficiency  of  the 

9  farm  credit  system  by  merging  production  credit  corporations 
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in  Federal  intermediate  credit  banks  and  to  facilitate  farmer 
ownership  of  the  merged  hanks  and  retirement  of  Govern¬ 
ment  capital  therein;  to  encourage  and  promote  the  con¬ 
tinued  growth  and  development  of  the  production  credit 
associations  as  self-supporting  cooperative  lending  institu¬ 
tions  operating  on  a  sound  credit  basis  with  maximum  local 
authority  to  determine  credit  needs  and  loan  policies  con¬ 
sistent  with  the  maintenance  of  a  national  production  credit 
system;  and  to  continue  to  provide  other  financing  institu¬ 
tions  making  loans  to  farmers  and  ranchers  with  the  right 
to  borrow  from  and  rediscount  with  such  merged  banks  on 
a  basis  comparable  with  the  production  credit  associations 
regardless  of  the  ownership  of  such  banks.  The  provisions 
of  this  Act  shall  be  construed  in  keeping  with  this  declara¬ 
tion  of  policy. 

TITLE  I — PRODU CTION  CREDIT  SYSTEM 
Sec.  101.  Merger  of  Production  Credit  Corpora¬ 
tions  in  Federal  Intermediate  Credit  Banks — (a) 
Transfer  of  Assets. — The  production  credit  corporation  in 
each  farm  credit  district  is  hereby  merged  in  the  Federal 
intermediate  credit  bank  of  the  district  and  all  assets,  funds, 
contracts,  property,  and  records  belonging  to  such  corpora¬ 
tion,  except  stock  in  production  credit  associations,  are 
hereby  transferred  to  and  vested  in  such  bank.  All  obliga¬ 
tions  and  liabilities  of  the  production  credit  corporation  shall 
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be  assumed  by  the  Federal  intermediate  credit  bank  of  the 
district.  Stock  held  by  each  production  credit  corporation 
in  production  credit  associations  is  transferred  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  to  be  held  by  him 
on  behalf  of  the  United  States,  and  the  Governor  shall  can¬ 
cel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production 
Credit  Associations. — In  order  to  carry  out  the  declared 
policy  of  this  Act  with  respect  to  the  production  credit  asso¬ 
ciations,  the  Farm  Credit  Administration  shall,  by  appropri¬ 
ate  provisions  in  the  charter  and  bylaws,  or  otherwise,  pro¬ 
vide  for  such  organization  and  assignment  of  functions  within 
the  Federal  intermediate  credit  banks  as  will  assure  proper 
supervision  of  and  assistance  to  the  production  credit  associa¬ 
tions  in  a  manner  which  will  enable  them  to  make  sound 
credit  available  to  farmers  and  ranchers.  The  income  de¬ 
rived  from  the  surplus  transferred  from  the  production  credit 
corporation  to  the  Federal  intermediate  credit  bank  of  the 
district  shall  be  used  to  pay  expenses  of  the  bank  in  pro¬ 
viding  such  supervision  and  assistance,  and  expenses  in  ex¬ 
cess  of  such  income  may  be  paid  out  of  other  resources  of 
the  bank. 

(c)  Officers  and  Employees. — Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officers  and 
employees  of  each  Federal  intermediate  credit  bank  and 
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1  each  production  credit  corporation  is  terminated  on  the  effec- 

2  tive  date  of  this  Act  and  the  hoard  of  directors  of  the  Federal 

3  intermediate  credit  bank  shall,  not  later  than  sixty  days  prior 

4  to  the  effective  date  of  this  Act,  take  all  necessary  action 

5  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 

6  employees  so  terminated  in  such  capacities  as  the  board 

7  determines  they  are  qualified  and  needed  to  carry  out  the 

8  functions,  powers,  and  duties  of  the  Federal  intermediate 

9  credit  bank.  Such  reemployment  shall  be  subject  to  the 

10  approval  of  the  Farm  Credit  Administration. 

11  Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 

12  as  amended,  is  amended  to  read  as  follows : 

13  “capital  stock 

14  “Sec.  205.  (a)  Classes  of  Stock;  Ownership; 

15  Dividends;  and  Retirement  of  Stock.— Each  Federal 
lb  intermediate  credit  bank  is  authorized  to  issue  class  A  and 
47  class  B  stock  as  follows : 

18  “(1)  Class  A  stock  shall  have  a  par  value  of  $100 

19  per  share  and  shall  be  issued  to  and  held  by  the  Governor 

20  of  the  Farm  Credit  Administration  on  behalf  of  the  United 

21  States.  Stock  of  all  Federal  intermediate  credit  banks  held 

22  by  the  Secretary  of  the  Treasury  shall  be  transferred  to  the 
2o  Governor  and  may  be  reallocated  by  him  in  such  manner 
24  as  he  determines  necessary  to  meet  the  needs  of  the  respec- 
2^  tive  banks.  The  Governor  shall  then  exchange  such  stock 
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of  each  bank  for  an  equal  par  amount  of  class  A  stock  of 
the  bank.  Stock  of  each  production  credit  corporation  held 
by  the  Governor  (less  the  amount  canceled  pursuant  to 
section  101  of  the  Farm  Credit  Act  of  1956)  shall  be 
exchanged  for  an  equal  par  amount  of  class  A  stock  of 
the  Federal  intermediate  credit  bank  in  which  such  corpora¬ 
tion  is  merged  pursuant  to  section  101  of  such  Act.  No 
dividends  shall  be  paid  on  class  A  stock.  Annually  at  the 
end  of  its  fiscal  year  each  such  bank  shall  determine  the 
amount  of  its  class  A  stock  which  shall  be  retired.  When¬ 
ever  the  total  of  the  capital  stock,  participation  certificates, 
surplus,  and  reserves  of  the  bank  is  more  than  one-sixth 
of  the  highest  month-end  balance  of  debentures  and  other 
obligations  issued  by  or  for  the  bank,  outstanding  during 
the  immediately  preceding  five  years,  the  minimum  amount 
of  class  A  stock  to  be  retired  shall  be  the  total  amount  of 
class  B  stock  and  participation  certificates  issued  for  that 
year.  All  class  A  stock  shall  be  retired  at  par.  The  pro¬ 
ceeds  of  such  class  A  stock  retirements  of  each  bank  shall 
be  paid  into  the  Treasury  as  miscellaneous  receipts  until 
there  is  so  paid  a  sum  equal  to  the  amount  of  class  A  stock 
of  the  bank  issued  in  exchange  for  stock  of  the  production 
credit  corporation.  The  proceeds  of  any  further  such  stock 
retirements  shall  be-  paid  into  the  revolving  fund  established 
by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as 


1  amended.  The  Governor  of  the  Farm  Credit  Administra- 

2  tion  is  authorized  to  purchase  from  time  to  time  class  A 

3  stock  in  any  bank  in  such  amount  as  he  determines  is  needed 

4  to  meet  the  credit  needs  of  the  bank  and  such  revolving 

5  fund  shall  continue  to  he  available  for  such  purchases  as 

6  provided  in  said  section  5  (e) .  The  Governor  may  at  any 

7  time  require  the  bank  to  retire  such  class  A  stock  if.  in 

8  his  judgment,  the  bank  has  resources  available  therefor, 

9  and  the  proceeds  of  such  retirements  shall  be  returned  to 
10  such  revolving  fund. 

(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 

12  share  and  may  be  issued  only  to  production  credit  associations 

13  in  series  and  amounts  approved  by  the  Farm  Credit  Admin- 

14  istration.  Such  stock  shall  be  issued  only  at  par  and  may 

15  be  transferred  to  another  production  credit  association  with 

16  the  approval  of  the  issuing  bank.  Whenever  a  bank  has  no 

17  class  A  stock  outstanding  it  may  pay  like  dividends  on  class 
16  B  stock  and  participation  certificates  in  an  amount  not  to 

19  exceed  5  per  centum  in  any  year  if  declared  by  the  board 

20  of  directors.  Dividends  on  class  B  stock  and  participation 

21  certificates  shah  not  be  cumulative.  Within  sixty  days  after 

22  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the  pro- 

23  duction  credit  associations  shall  subscribe  to  class  B  stock 

24  m  the  banks  in  an  aggregate  amount  equal  to  15  per  centum 

25  of  the  total  amount  of  class  A  stock  in  all  banks.  Such 
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required  amount  of  subscriptions  shall  be  allotted  among  the 
several  districts  in  the  proportion  that  the  average  amount 
of  the  bank’s  loans  to  and  discounts  for  the  production  credit 
associations  of  the  district,  outstanding  during  the  imme¬ 
diately  preceding  five  fiscal  years,  is  of  the  average  of  such 
loans  and  discounts  of  all  banks  outstanding  during  such  five- 
year  period.  The  amount  so  allotted  to  each  district  shall  be 
further  allotted  to  each  production  credit  association  on  the 
basis  of  the  proportion  that  its  average  indebtedness  (loans 
and  discounts)  to  the  bank  during  the  immediately  preceding 
five  fiscal  years  is  of  the  average  of  such  indebtedness  of  all 
production  credit  associations  to  the  bank  during  such  five- 
year  period.  Each  production  credit  association  shall  sub¬ 
scribe  to  class  B  stock  in  the  bank  of  the  district  in  the 
amount  so  allotted  to  it.  One-third  of  the  purchase  price 
of  such  stock  subscription  shall  be  paid  at  the  time  of  such 
subscription,  one-third  shall  be  paid  within  one  year  after 
the  effective  date  of  said  Act,  and  the  balance  shall  be  paid 
within  two  years  after  such  effective  date.  Such  class  B 
stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective  date 
of  the  Farm  Credit  Act  of  1956  shah  thereupon  purchase 
class  B  stock  in  the  bank  in  the  amount  of  $5,000,  and 
such  amount  shall  be  adjusted  at  the  end  of  five  years  there¬ 
after  to  an  amount  determined  by  applying  to  its  average  in- 
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1  debtedness  to  the  bank  during  such  five-year  period  the 

2  same  percentage  as  the  percentage  which  the  initial  sub- 

3  scriptions  of  othei  production  credit  associations  was  of 

4  their  indebtedness,  as  provided  in  this  subsection:  Provided, 

5  That  this  pio>  ision  shall  not  apply  to  any  association  owning 

6  stock  in  the  bank  in  such  required  amount  as  a  result  of 

7  merger,  consolidation,  or  reorganization  of  one  or  more 

8  associations.  After  all  class  A  stock  has  been  retired,  the 

9  bank  may  retire  class  B  stock  at  par  and  participation  cer- 

10  tificates  at  a  face  amount  under  policies  established  by  the 

11  Farm  Credit  Administration.  Class  B  stock  and  participa- 

12  tion  certificates  shall  be  retired  without  preference  and  in 

13  such  manner  that  the  oldest  outstanding  stock  or  certificates 

14  at  any  given  time  will  be  retired  first.  In  case  of  liquida- 

15  tion  or  dissolution  of  any  production  credit  association  or 
10  other  financing  institution,  the  stock  or  participation  cer- 

17  tificates  of  the  bank  owned  by  such  association  or  institu- 

18  tion  may  be  retired  by  the  bank  at  the  fair  book  value  thereof, 

19  not  exceeding  par  or  face  amount,  as  the  case  may  be. 

20  “(b)  Lien  on  Stock  and  Participation  Certifi- 

21  cates.— Each  Federal  intermediate  credit  bank  shall  have  a 

22  first  lien  on  all  stock  in  the  bank  owned  by  each  production 

23  credit  association  and  on  all  participation  certificates  owned 

24  by  other  financing  institutions  as  additional  collateral  for  any 

25  indebtedness  of  the  holders  thereof  to  the  hank:  Provided , 


1  That  the  bank  shall  make  no  loan  or  advance  on  the  security 

«/ 

2  of  its  own  stock  or  participation  certificates.  In  any  case 

3  where  the  debt  of  a  production  credit  association  or  other 

4  financing  institution  is  in  default,  the  hank  may  retire  and 

5  cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 

6  association  or  of  the  participation  certificates  held  by  the 

7  other  financing  institution  at  the  fair  book  value  thereof, 

8  not  exceeding  par  or  face  amount,  as  the  case  may  be,  in 

9  total  or  partial  liquidation  of  the  debt.” 

10  Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 

11  as  amended,  is  hereby  amended  to  read  as  follows : 

12  “application  of  earnings 

13  “Sec.  206.  (a)  Annual  Application —At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 

15  determine  the  amount  of  its  net  earnings  after  paying  or 
15  providing  for  all  operating  expenses  (including  reasonable 
l1*  valuation  reserves  and  losses  in  excess  of  any  such  applicable 
1®  reserves)  and  shall  apply  such  net  earnings  as  follows :  (1) 

19  To  the  restoration  of  the  amount  of  the  impairment,  if  any, 

20  of  capital  stock  and  participation  certificates,  as  determined 

21  by  its  board  of  directors;  (2)  to  the  restoration  of  the  amount 

22  of  the  impairment,  if  any,  of  the  surplus  account  established 

2^  by  this  subsection,  as  determined  by  its  board  of  directors; 
24  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 
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to  create  and  main  tain  a  reserve  account  equal  to  25  per 
centum  of  the  outstanding  capital  stock  and  participation 
certificates  of  the  bank;  (4)  if  said  bank  shall  have  out¬ 
standing  capital  stock  held  by  the  United  States  during 
the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay 
to  the  United  States  as  a  franchise  tax,  a  sum  equal  to  25 
per  centum  of  its  earnings  then  remaining,  not  exceeding, 
however,  a  rate  of  return  on  such  Government  capital  cal¬ 
culated  at  a  rate  equal  to  the  computed  average  annual  rate 
of  interest  on  all  public  issues  of  public  debt  obligations  of 
the  United  States  issued  during  the  fiscal  year  of  the  United 
States  Treasury  ending  next  before  such  tax  is  due,  as  certi¬ 
fied  to  the  Farm  Credit  Administration  by  the  Secretary  of 
the  Treasury ;  (5)  dividends  on  class  B  stock  and  participa¬ 
tion  certificates  may  be  declared  as  provided  in  section  205 
(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 
be  distributed  as  patronage  refunds  as  provided  in  subsec¬ 
tion  (b)  of  this  section.  Notwithstanding  the  provisions  of 
item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year 
the  sum  of  the  surplus  and  the  reserve  account  of  any  bank 
is  less  than  its  outstanding  capital  stock  and  participation 
certificates,  the  bank  shall  -continue  to  apply  such  25  per 
centum  of  its  net  earnings  to  the  reserve  account  until  the 
sum  of  the  surplus  and  the  reserve  account  is  equal  to  its 
outstanding  capital  stock  and  participation  certificates.  Each 
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bank  shall,  on  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  establish  a  surplus  account  consisting  of  its  earned 
surplus  account,  its  reserve  for  contingencies,  and  the  surplus 
of  the  production  credit  corporation  transferred  to  the  bank. 
No  part  of  such  surplus  of  any  bank  shall  be  distributed  as 
patronage  refunds.  In  the  event  of  a  net  loss  in  any  fiscal 
year  after  providing  for  all  operating  expenses  (including 
reasonable  valuation  reserves  and  losses  in  excess  of  any  such 
applicable  reserves),  such  loss  shall  be  absorbed  by:  first, 
charges  to  the  reserve  account;  second,  charges  to  surplus 
other  than  that  transferred  from  the  production  credit  cor¬ 
poration  of  the  district;  third,  charges  to  surplus  transferred 
from  the  production  credit  corporation  of  the  district;  fourth, 
the  impairment  of  class  B  stock  and  participation  certificates; 
and  fifth,  the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end  of 
its  fiscal  year  a  Federal  intermediate  credit  bank  has  class  A 
stock  outstanding,  patronage  refunds  declared  for  that  year 
shall  be  paid  in  class  B  stock  to  production  credit  associations 
and  in  participation  certificates  to  other  financing  institutions 
borrowing  from  or  rediscounting  with  the  bank  during  the 
fiscal  year  for  which  such  refunds  are  declared.  The  recipi¬ 
ents  of  such  patronage  refunds  shall  not  be  subject  to  Federal 
income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year 
a  Federal  intermediate  credit  bank  has  no  class  A  stock 
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outstanding,  patronage  refunds  declared  for  that  year  may 
he  paid  in  such  class  B  stock  and  participation  certificates  or 
in  cash  as  determined  by  the  bank.  All  patronage  refunds 
shall  be  paid  in  the  proportion  that  the  amount  of  interest 
earned  by  the  bank  on  its  loans  to  and  discounts  for  each 
production  credit  association  or  other  financing  institution 
bears  to  the  total  interest  earned  by  the  bank  on  all  such 
loans  and  discounts  outstanding  during  the  fiscal  year.  Each 
participation  certificate  issued  in  payment  of  patronage  re¬ 
funds  shall  be  in  multiples  of  $5  and  shall  state  on  its  face  the 
rights,  privileges,  and  conditions  applicable  thereto.  Patron¬ 
age  refunds  shall  not  be  paid  to  any  other  Federal  inter¬ 
mediate  credit  bank,  or  to  any  Federal  land  bank  or  bank 
for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or 
Dissolution. — In  the  case  of  liquidation  or  dissolution  of 
any  Federal  intermediate  credit  bank,  after  the  payment  or 
retirement,  as  the  case  may  he,  first,  of  all  liabilities;  second, 
of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 
and  all  participation  certificates  at  face  amount;  any  surplus 
established  pursuant  to  subsection  (a)  of  this  section  shall  be 
paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata,  and 
any  remaining  assets  shall  be  distributed  to  the  holders  of 
class  B  stock  and  the  holders  of  participation  certificates  pro 
rata.” 
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Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  contained 
in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad¬ 
ministration  not  inconsistent  with  the  provisions  of  this  Act — 
“  ( 1 )  to  discount  for,  or  purchase  from,  any  produc¬ 
tion  credit  association  organized  under  the  Farm  Credit 
Act  of  1933,  as  amended,  with  its  endorsement,  any 
note,  draft,  or  other  such  obligation  presented  by  such 
association ;  and  to  make  loans  and  advances  to  any  such 
association  secured  by  such  collateral  as  may  be  ap¬ 
proved  by  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  ; 

“  (2)  to  discount  for,  or  purchase  from,  any  national 
bank,  State  bank,  trust  company,  agricultural  credit 

r,'.  >r  r  .  *  r.  f’  T  ,  _  *  •  .  r  •[  fV  -f 

corporation,  incorporated  livestock  loan  company,  sav- 
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ings  institution,  credit  union,  and  any  association  of  agri¬ 
cultural  producers  engaged  in  the  making  of  loans  to 
farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
of  the  Farm  Credit  Administration:  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon*  the  security  of 
collateral  other  than  notes  or  other  such  obligations  of 
farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan 
or  advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose ;  and 
“(3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal  land 
bank,  or  any  bank  for  cooperatives  organized  under  the 
Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms 
and  at  rates  of  interest  or  discount  approved  by  the  Farm 
Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  by  changing  the  word  “three”  to 
the  word  “seven”. 
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(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows: 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 
intermediate  credit  bank  shall  bear  such  rates  of  interest 
or  discount  as  the  board  of  directors  of  the  bank  shall  from 
time  to  time  determine  with  the  approval  of  the  Farm  Credit 
Administration,  but  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  be  the  same 
as  those  charged  production  credit  associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act 
is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan  Act,  as 
amended,  is  hereby  amended  by  inserting  in  paragraph 
“Seventeenth”,  after  the  words  “Federal  land  banks”,  a 
comma  and  the  words  “to  Federal  intermediate  credit  banks, 
or  to  banks  for  cooperatives  organized  under  the  Farm 
Credit  Act  of  1933,  as  amended,”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  to  read  as  follows: 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administra¬ 
tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor’, 
is  authorized  and  directed  to  organize  and  charter  twelve 
banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 
bank  shall  be  established  in  each  city  in  which  there  is 
located  a  Federal  land  bank.  The  members  of  the  several 
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1  farm  credit  boards  of  the  farm  credit  districts  provided  for 

2  in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 

3  shall  be  ex  officio  the  directors  of  the  respective  banks  for 

4  cooperatives.  Such  directors  shall  have  power,  subject  to 

5  the  approval  of  the  Governor,  to  employ  and  fix  the  compen- 

6  sation  of  such  officers  and  employees  of  such  banks  as  may 

7  be  necessary  to  carry  out  the  powers  and  duties  conferred 

8  upon  such  banks  under  this  Act.” 

9  (b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 

10  amended  by  striking  from  the  first  sentence  the  words  “the 

11  production  credit  corporations  and”  and  by  striking  from 

12  the  second  sentence  the  words  “corporations  and”. 

13  (c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 

14  repealed. 

15  (d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 

16  amended,  is  amended  (1)  by  changing  “$120,000,000”  in 

17  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  striking 

18  from  subsection  (b)  thereof  the  words  “the  production  credit 

19  corporations  and”;  (3)  by  changing  “$40,000,000”  in  sub- 

20  section  (e)  thereof  to  “$100,000,000” ;  and  (4)  by  striking 

21  from  subsection  (e)  thereof  the  words  “and/or  paid-in 

22  surplus”. 

23  (e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 

24  amended,  is  amended  to  read  as  follows : 
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“investment  by  governor  in  stock  of  production 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fimd  authorized  by  section  5  (a)  of  this  Act  and 
such  stock  shall  be  held  by  him  on  behalf  of  the  United 
States.  The  Governor  may  at  any  time  require  any  produc¬ 
tion  credit  association  to  retire  and  cancel  any  class  A  stock 
held  by  him  in  such  association  if,  in  his  judgment,  the 
association  has  resources  available  therefor,  and  the  proceeds 
of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  fol¬ 
lows:  “Such  articles  shall  be  signed  by  the  individuals  unit¬ 
ing  to  form  the  association  and  a  copy  thereof  shall  be 
furnished  to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “production  credit  corporations”  and  substituting 
in  lieu  thereof  the  w^ords  “the  Governor”;  and  (2)  by 
deleting  the  last  sentence  thereof. 
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1  (h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 

2  amended,  is  amended  by  striking  out  the  words  “production 

3  credit  corporation”,  wherever  they  appear  therein,  and  sub- 

4  stituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

5  (i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 

6  amended,  is  amended  ( 1 )  by  changing  the  first  sentence 

7  to  read  as  follows :  “Each  production  credit  association  shall, 

8  under  such  rules  and  regulations  as  may  be  prescribed  by 

9  the  farm  credit  board  of  the  district  with  the  approval  of 

10  the  Farm  Credit  Administration,  invest  its  funds  and  make 

11  loans  to  farmers  for  general  agricultural  purposes  and  other 

12  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 

13  sentence;  (3)  by  striking  from  the  third  sentence  the  word 

14  “corporation”  and  inserting  in  lieu  thereof  the  words  “Fed- 

15  eral  intermediate  credit  bank”;  and  (4)  by  changing  the 
period  at  the  end  of  next  to  the  last  sentence  to  a  colon  and 

17  adding  the  following:  “Provided,  That  an  association  may, 

1  ft 

under  rules  and  regulations  issued  by  the  Farm  Credit  Ad- 
ministration,  make  loans  to  any  class  B  stockholder  secured 

20  by  warehouse  receipts  covering  agricultural  commodities 

21 

stored  in  bonded  warehouses  without  the  purchase  of  addi- 

22 

tional  class  B  stock.” 

23 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 

24 

amended,  is  hereby  amended  by  adding  before  the  semicolon 
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at  the  end  of  “  (b)  ”  the  words  “or  to  Federal  land  banks  or 
Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “(b)”  the  words  “or  to  Federal  land  banks 
or  Federal  intermediate  credit  banks”. 

m- 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  second  sentence  the  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or 
association”;  and  (3)  by  striking  from  the  third  sentence 
the  words  “production  credit  corporation  or”,  “or  corpora¬ 
tion”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
“production  credit  corporation,”;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  words  “production 
credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
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1  the  words  “the  production  credit  corporations,”;  (2)  by 

2  striking  from  the  first  and  second  sentences  the  words  “asso- 

3  ciations,  or  corporations”  and  “associations,  and  corpora- 

4  tions,”  and  substituting  in  lieu  thereof,  the  words  “or  associ- 

5  ations”  and  “and  associations,”,  respectively;  and  (3)  by 

6  changing  the  last  sentence  to  read  as  follows :  “The  exemp- 

7  tion  provided  herein  shall  not  apply  with  respect  to  any 

8  production  credit  association  or  its  property  or  income  after 

9  the  class  A  stock  held  in  it  by  the  Governor  has  been  retired, 

10  or  with  respect  to  any  bank  for  cooperatives  or  its  property 

11  or  income  after  the  stock  held  in  it  by  the  United  States 

12  has  been  retired.” 

13  (p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  striking  out  the  words  “pro- 

15  duction  credit  corporation,”;  and  (2)  by  striking  out  the 
words  association  or  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  the  words  “or 
association”. 

19  (q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 

20  hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  is  amended  (1)  by  striking  from  sub- 

23  section  (d)  (2)  (B)  the  words  “production  credit  cor¬ 

poration  of  the  district”  and  substituting  in  lieu  thereof  the 
words  Governor  of  the  Farm  Credit  Administration”;  and 
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1  (2)  by  striking  from  subsection  (h)  the  words  “production 

2  credit  corporation,”. 

3  (b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 

4  amended  (1)  by  striking  from  the  first  sentence  of  subsec- 

5  tion  (a)  the  words  “production  credit  corporation,”;  (2) 

6  by  striking  from  the  third  sentence  of  subsection  (a)  the 

7  word  “three”;  (3)  by  striking  from  the  first  sentence  of 

8  subsection  (b)  the  words  “the  bank  for  cooperatives,  and 

% 

9  the  production  credit  corporation”  and  substituting  in  lieu 

10  thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 

11  by  striking  from  the  last  sentence  of  subsection  (b)  the 

12  words  “production  credit  corporation,”. 

13  Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 

14  1953  is  amended  by  striking  out  the  words  “production  credit 

15  corporation”,  wherever  they  appear  therein,  and  substituting 

lb  in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 
1^  (b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 

lb  Act  of  1953  is  amended  to  read  as  follows: 

19  “  (a)  Any  other  provisions  of  law  to  the  contrary  not- 

20  withstanding,  after  the  effective  date  of  this  Act  any  produc- 

21  tion  credit  association  may,  with  the  approval  of  the  Farm 

22  Credit  Administration,  issue  nonvoting  preferred  stock,  to  be 
^  known  as  class  C  stock,  which  may  be  purchased  and  held 

24  by  the  Governor  of  the  Farm  Credit  Administration  and  by 

25  investors :  Provided,  That  the  issuance  of  such  stock  shall  be 


22 


1  authorized  by  vote  of  not  less  than  two-thirds  of  the  outstand- 

2  ing  shares  of  class  A  stock  of  the  association  (other  than 

3  shares  held  by  the  Governor  of  the  Farm  Credit  Adminis- 

4  tration'  by  the  holders  thereof  in  person  or  by  proxy  and 

5  by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares 
G  of  class  B  stock  of  the  association  by  the  holders  thereof  in 

7  person  or  by  proxy ;  and  for  this  purpose  holders  of  class  A 

8  stock  (other  than  the  Governor  of  the  Farm  Credit  Ad- 

9  ministration)  and  holders  of  class  B  stock  shall  be  entitled 

10  to  one  vote  for  each  share  of  stock  held  by  them.  Payments 

11  for  such  stock  purchased  by  the  Governor  shall  be  made  out 

12  of  the  revolving  fund  created  by  section  5  (a)  of  the  Farm 

13  Credit  Act  of  1933,  as  amended,  and  the  proceeds  from  the 

14  retirement  of  any  such  stock  shall  be  paid  into  such  revolving 

15  fund.” 

1G  Sec.  108.  Section  601  of  the  Department  of  Agriculture 

17  Organic  Act  of  1944,  as  amended,  is  hereby  amended  (1) 

18  by  striking  from  subsection  (a)  the  words  “production 

19  credit  corporations,”,  wherever  they  appear  therein,  and 
^0  the  word  corporations,”;  (2)  by  striking  from  subsection 

21  (b)  the  words  “the  Federal  intermediate  credit  banks,  and 

22  the  production  credit  corporations”  and  substituting  in  lieu 

23  thereof  the  words  “and  the  Federal  intermediate  credit 

24  banks”;  and  (3)  by  striking  from  subsections  (b)  and  (c) 
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1  the  words  “and  corporation”,  “and  corporations”,  and  “cor- 

2  poration,”,  wherever  they  appear  therein. 

3  Sec.  109.  Sections  658  and  1014  of  title  18,  United 

4  States  Code,  are  hereby  amended  by  striking  from  each 

5  such  section  the  words  “or  in  which  a  production  credit 

6  corporation  holds  stock”. 

7  TITLE  II— MISCELLANEOUS  PROVISIONS 

8  Sec.  201.  (a)  The  Government  Corporation  Control 

9  Act,  as  amended,  is  amended  (1)  by  striking  from  section 

10  101  the  words  “Federal  Intermediate  Credit  Banks;  Pro- 

11  duction  Credit  Corporations;”;  (2)  by  inserting  in  section 

12  201  immediately  following  “  (3)  ”  the  words  “Federal  Inter- 

13  mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 

14  section  201  to  “(5)”;  and  (4)  by  striking  from  sections 
1^  302  and  303  the  words  “production  credit  corporations,”, 
lb  (b)  After  the  effective  date  of  this  Act,  the  Federal 
17  intermediate  credit  banks  may  utilize  their  funds  for  ad- 
lb  ministrative  expenses  without  regard  to  the  limitations  con- 
19  tained  in  any  other  Act  of  Congress  governing  the  expendi- 
29  ture  of  appropriated  funds. 

21  (c)  Paragraph  Seventh  of  section  5136  of  the  Revised 

22  Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 

23  to  the  last  sentence  immediately  before  the  words  “Federal 

24  Home  Loan  Banks”,  the  words  “thirteen  banks  for  coopera- 

25  tives  or  any  of  them  or  the”;  and  (2)  by  changing  the  last 
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1  sentence  to  read  as  follows :  “The  limitations  and  restrictions 

2  herein  contained  as  to  dealing  in  and  underwriting  invest- 

3  ment  securities  shall  not  apply  to  obligations  issued  by  the 

4  International  Bank  for  Beconstruction  and  Development 

5  which  are  at  the  time  eligible  for  purchase  by  a  national  bank 

6  for  its  own  account:  Provided,  That  no  association  shall 

7  hold  obligations  issued  by  said  bank  as  a  result  of  under- 

8  writing,  dealing,  or  purchasing  for  its  own  account  (and  for 

9  this  purpose  obligations  as  to  which  it  is  under  commitment 

10  shall  be  deemed  to  be  held  by  it)  in  a  total  amount  exceed- 

11  ing  at  any  one  time  10  per  centum  of  its  capital  stock  ac- 

12  tually  paid  in  and  unimpaired  and  10  per  centum  of  its 

13  unimpaired  surplus  fund.” 

II  Sec.  202.  (a)  This  Act  shall  become  effective  on  Jan- 

15  uary  1  next  following  its  enactment. 

16  (b)  For  purposes  of  applying  the  amendment  in  sec- 
1<  tlon  I03  °f  this  Act,  that  part  of  the  fiscal  year  1957  pre- 

18  ceding  the  effective  date  of  this  Act  shall  be  deemed  to  be  a 

19  separate  fiscal  year, 

20  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  ap- 

21  Phcation  thereof  to  any  person  or  circumstance,  is  held 
invalid,  the  remainder  of  the  Act,  and  the  application  of  such 

oq  .  . 

provisions  to  other  persons  or  circumstances,  shall  not  be 
24  affected  thereby. 
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(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 
hereby  expressly  reserved. 
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*“-~s  h.  R.  10286 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  29, 1956 

Mr.  Hope  introduced  the  following  bill;  which  was  referred  to  the  Com¬ 
mittee  on  Agriculture 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks;  to  provide  for  retirement  of  Government  cap¬ 
ital  in  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATON  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculturre  with  a  sound,  dependable, 

8  and  effective  source  of  credit;  to  promote  the  efficiency  of 
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1  the  farm  credit  system  by  merging  production  credit  cor- 

2  porations  in  Federal  intermediate  credit  banks  and  to  facili- 

3  tate  farmer  ownership  of  the  merged  banks  and  retirement 

4  of  Government  capital  therein;  to  encourage  and  promote 

5  the  continued  growth  and  development  of  the  production 

6  credit  associations  as  self-supporting  cooperative  lending  in- 

7  stitutions  operating  on  a  sound  credit  basis  with  maximum 

8  local  authority  to  determine  credit  needs  and  loan  policies 

9  consistent  with  the  maintenance  of  a  national  production 

10  credit  system;  and  to  continue  to  provide  other  financing 

11  institutions  making  loans  to  farmers  and  ranchers  with  the 

12  right  to  borrow  from  and  rediscount  with  such  merged  banks 

13  on  a  basis  comparable  with  the  production  credit  associations 

14  regardless  of  the  ownership  of  such  banks.  The  provisions 

15  of  this  Act  shall  be  construed  in  keeping  with  this  declaration 

16  of  policy. 

17  TITLE  I— PRODUCTION  CREDIT  SYSTEM 

18  Sec.  101.  Merger  of  Production  Credit  Corpora- 


19  tions  in  Federal  Intermediate  Credit  Banks _ (a) 


21  in  each  farm  credit  district  is  hereby  merged  in  the  Federal 

22  intermediate  credit  bank  of  the  district  and  all  assets,  funds, 

23  contracts,  property,  and  records  belonging  to  such  corpora- 

24  tion,  except  stock  in  production  credit  associations,  are  hereby 

25  transferred  to  and  vested  in  such  bank.  All  obligations 
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1  and  liabilities  of  the  production  credit  corporation  shall  be 

2  assumed  by  the  Federal  intermediate  credit  bank  of  the 

3  district.  Stock  held  by  each  production  credit  corporation 

4  in  production  credit  associations  is  transferred  to  the  Gov- 

5  ernor  of  the  Farm  Credit  Administration  to  be  held  by  him 

6  on  behalf  of  the  United  States,  and  the  Governor  shall  cancel 

7  an  equal  par  amount  of  stock  of  the  corporation. 

8  (b)  Services  to  and  Supervision  of  Production 

9  Credit  Associations. — In  order  to  carry  out  the  declared 

10  policy  of  this  Act  with  respect  to  the  production  credit 

11  associations,  the  Farm  Credit  Administration  shall,  by 

12  appropriate  provisions  in  the  charter  and  bylaws,  oi¬ 
ls  otherwise,  provide  for  such  organization  and  assignment 

14  of  functions  within  the  Federal  intermediate  credit  banks  as 

15  will  assure  proper  supervision  of  and  assistance  to  the 

16  production  credit  associations  in  a  manner  which  will  enable 

17  them  to  make  sound  credit  available  to  farmers  and  ranchers. 

18  The  income  derived  from  the  surplus  transferred  from  the 

19  production  credit  corporation  to  the  Federal  intermediate 

20  credit  bank  of  the  district  shall  be  used  to  pay  expenses  of 

21  the  bank  in  providing  such  supervision  and  assistance,  and 

22  expenses  in  excess  of  such  income  may  be  paid  out  of  other 

23  resources  of  the  bank. 

24  (c)  Officers  and  Employees.— Notwithstanding  any 

25  other  provision  of  law,  the  employment  of  the  officers  and 


4 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


employees  of  each  Federal  intermediate  credit  bank  and 
each  production  credit  corporation  is  terminated  on  the  effec¬ 
tive  date  of  this  Act  and  the  board  of  directors  of  the  Federal 
intei  mediate  credit  bank  shall,  not  later  than  sixty  days  prior 
to  the  effective  date  of  this  Act,  take  all  necessary  action  to 
i  eemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board 
detei  mines  they  are  qualified  and  needed  to  carry  out  the 
functions,  powers,  and  duties  of  the  Federal  intermediate 
credit  bank.  Such  reemployment  shall  be  subject  to  the 
approval  of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows: 

“capital  stock 

Sec.  205.  (a)  Classes  of  Stock;  Ownership; 
Dividends;  and  Retirement  of  Stock.— Each  Federal 
intermediate  credit  bank  is  authorized  to  issue  class  A  and 
class  B  stock  as  follows : 

“  (1)  Class  A  stock  shall  have  a  par  value  of  $100  per 
share  and  shall  be  issued  to  and  held  by  the  Gfovernor  of  the 
Farm  Credit  Administration  on  behalf  of  the  United  States. 
Stock  of  all  Federal  intermediate  credit  banks  held  bv  the 
Secretary  of  the  Treasury  shall  be  transferred  to  the  Gover- 
noi  and  may  be  reallocated  by  him  in  such  manner  as  he 
determines  necessary  to  meet  the  needs  of  the  respective 
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banks.  The  Governor  shall  then  exchange  such  stock  of 
each  bank  for  an  equal  par  amount  of  class  A  stock  of  the 
bank.  Stock  of  each  production  credit  corporation  held  by 
the  Governor  (less  the  amount  canceled  pursuant  to  section 
101  of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged 
for  an  equal  par  amount  of  class  A  stock  of  the  Federal  in¬ 
termediate  credit  bank  in  which  such  corporation  is  merged 
pursuant  to  section  101  of  such  Act.  No  dividends  shall 
be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal 
year  each  such  bank  shall  determine  the  amount  of  its  class 
A  stock  which  shall  be  retired.  Whenever  the  total  of  the 
capital  stock,  participation  certificates,  surplus,  and  reserves 
of  the  bank  is  more  than  one-sixth  of  the  highest  month-end 
balance  of  debentures  and  other  obligations  issued  by  or  for 
the  bank,  outstanding  during  the  immediately  preceding  five 
years,  the  minimum  amount  of  class  A  stock  to  be  retired 
shall  be  the  total  amount  of  class  B  stock  and  participation 
certificates  issued  for  that  year.  All  class  A  stock  shall  be 
retired  at  par.  The  proceeds  of  such  class  A  stock  retire¬ 
ments  of  each  bank  shall  be  paid  into  the  Treasury  as  mis¬ 
cellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the 
amount  of  class  A  stock  of  the  bank  issued  in  exchange  for 
stock  of  the  production  credit  corporation.  The  proceeds  of 
any  further  such  stock  retirements  shall  be  paid  into  the 
revolving  fund  established  by  section  5  (e)  of  the  Farm 
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Credit  Act  of  1933,  as  amended.  The  Governor  of  the 
Farm  Credit  Administration  is  authorized  to  purchase  from 
time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he 
determines  is  needed  to  meet  the  credit  needs  of  the  hank 
and  such  revolving  fund  shall  continue  to  be  available  for 
such  purchases  as  provided  in  said  section  5  (e) .  The  Gov¬ 
ernor  may  at  any  time  require  the  bank  to  retire  such  class 
A  stock  if,  in  his  judgment,  the  bank  has  resources  avail¬ 
able  therefor,  and  the  proceeds  of  such  retirements  shall  be 
returned  to  such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 
share  and  may  be  issued  only  to  production  credit  associa¬ 
tions  in  series  and  amounts  approved  by  the  Farm  Credit 
Administration.  Such  stock  shall  be  issued  only  at  par  and 
may  be  transferred  to  another  production  credit  association 
with  the  approval  of  the  issuing  bank.  Whenever  a  bank 
has  no  class  A  stock  outstanding  it  may  pay  like  dividends 
on  class  B  stock  and  participation  certificates  in  an  amount 
not  to  exceed  5  per  centum  in  any  year  if  declared  by  the 
board  of  directors.  Dividends  on  class  B  stock  and  parti¬ 
cipation  certificates  shall  not  be  cumulative.  Within  sixty 
days  after  the  effective  date  of  the  Farm  Credit  Act  of 
1956,  the  production  credit  associations  shall  subscribe  to 
class  B  stock  in  the  banks  in  an  aggregate  amount  equal 

r  /  r  „ 

to  15  per  centum  of  the  total  amount  of  class  A  stock  in 
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all  banks.  Such  required  amount  of  subscriptions  shall  be 
allotted  among  the  several  districts  in  the  proportion  that 
the  average  amount  of  the  bank’s  loans  to  and  discounts 
for  the  production  credit  associations  of  the  district,  out¬ 
standing  during  the  immediately  preceding  five  fiscal  years, 
is  of  the  average  of  such  loans  and  discounts  of  all  banks 
outstanding  during  such  five-year  period.  The  amount  so 
allotted  to  each  district  shall  be  further  allotted  to  each  pro¬ 
duction  credit  association  on  the  basis  of  the  proportion  that 
its  average  indebtedness  (loans  and  discounts)  to  the  bank 
during  the  immediately  preceding  five  fiscal  years  is  of 
the  average  of  such  indebtedness  of  all  production  credit 
associations  to  the  bank  during  such  five-year  period.  Each 
production  credit  association  shall  subscribe  to  class  B  stock 
in  the  bank  of  the  district  in  the  amount  so  allotted  to  it. 
One-third  of  the  purchase  price  of  such  stock  subscription 
shall  be  paid  at  the  time  of  such  subscription,  one-third  shall 
be  paid  within  one  year  after  the  effective  date  of  said  Act, 
and  the  balance  shall  be  paid  within  two  }Tears  after  such 
effective  date.  Such  class  B  stock  shall  be  issued  as  pay¬ 
ments  therefor  are  made.  Any  production  credit  association 
chartered  after  the  effective  date  of  the  Farm  Credit  Act 
of  1956  shall  thereupon  purchase  class  B  stock  in  the  bank 
in  the  amount  of  $5,000,  and  such  amount  shall  be  adjusted 
at  the  end  of  five  years  thereafter  to  an  amount  determined 
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1  by  applying  to  its  average  indebtedness  to  the  bank  during 

2  such  five-year  period  the  same  percentage  as  the  percent- 

3  age  which  the  initial  subscriptions  of  other  production  credit 

4  associations  was  of  their  indebtedness,  as  provided  in  this 

5  subsection:  Provided,  That  this  provision  shall  not  apply 

6  to  any  association  owning  stock  in  the  bank  in  such  required 

7  amount  as  a  result  of  merger,  consolidation,  or  reorganiza- 

8  tion  of  one  or  more  associations.  After  all  class  A  stock 

9  has  been  retired,  the  bank  may  retire  class  B  stock  at  par 
19  and  participation  certificates  at  face  amount  under  policies 

11  established  b}^  the  Farm  Credit  Administration.  Class  B 

12  stock  and  participation  certificates  shall  be  retired  without 

13  preference  and  in  such  manner  that  the  oldest  outstanding 

14  stock  or  certificates  at  any  given  time  will  be  retired  first. 

15  T 

In  case  of  liquidation  or  dissolution  of  any  production  credit 

16  * 

association  or  other  financing  institution,  the  stock  or  par¬ 
ticipation  certificates  of  the  bank  owned  by  such  associa- 

18  tion  or  institution  may  be  retired  by  the  bank  at  the  fair 

19  book  value  thereof,  not  exceeding  par  or  face  amount,  as 
90 

the  case  may  be. 

21  a 

‘(b)  Lien  on  Stock  and  Participation  Certiei- 

22 

cates.— Each  Federal  intermediate  credit  bank  shall  have 

23 

a  fiist  lien  on  all  stock  in  the  bank  owned  by  each  produc- 

24 

tion  credit  association  and  on  all  participation  certificates 

25 

owned  by  other  financing  institutions  as  additional  collateral 
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for  any  indebtedness  of  the  holders  thereof  to  the  bank: 
Provided,  That  the  bank  shall  make  no  loan  or  advance 
on  the  security  of  its  own  stock  or  participation  certificates. 
In  any  case  where  the  debt  of  a  production  credit  associa¬ 
tion  or  other  financing-  institution  is  in  default,  the  bank 
may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank 
held  by  the  association  or  of  the  participation  certificates 
held  by  the  other  financing  institution  at  the  fair  book  value 
thereof,  not  exceeding  par  or  face  amount,  as  the  case  may 
be,  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 
“application  of  earnings 

“Sec.  206.  (a)  Annual  Application. — At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
determine  the  amount  of  its  net  earnings  after  paying  or 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves )  and  shall  apply  such  net  earnings  as  follows :  ( 1 ) 
To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the 
amount  of  the  impairment,  if  any,  of  the  surplus  account 
established  by  this  subsection,  as  determined  by  its  board  of 
II.  E.  10286 - 2 
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directors;  (3)  25  per  centum  of  any  remaining-  earnings 
shall  be  used  to  create  and  maintain  a  reserve  account  equal 
to  25  per  centum  of  the  outstanding  capital  stock  and  partici¬ 
pation  certificates  of  the  bank;  (4)  if  said  bank  shall  have 
outstanding  capital  stock  held  by  the  United  States  during 
the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to 
the  United  States  as  a  franchise  tax,  a  sum  equal  to  25  per 
centum  of  its  earnings  then  remaining,  not  exceeding,  how¬ 
ever,  a  rate  of  return  on  such  Government  capital  calculated 
at  a  rate  equal  to  the  computed  average  annual  rate  of  inter¬ 
est  on  all  public  issues  of  public  debt  obligations  of  the 
United  States  issued  during  the  fiscal  year  of  the  United 
States  Treasury  ending  next  before  such  tax  is  due,  as  certi¬ 
fied  to  the  Farm  Credit  Administration  by  the  Secretary  of 
the  Treasury;  (5)  dividends  on  class  B  stock  and  participa¬ 
tion  certificates  may  be  declared  as  provided  in  section  205 

(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 
be  distributed  as  patronage  refunds  as  provided  in  subsection 

(b)  of  this  section.  Notwithstanding  the  provisions  of  item 
(3 )  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the  sum 
of  the  surplus  and  the  reserve  account  of  any  bank  is  less 
than  its  outstanding  capital  stock  and  participation  certifi¬ 
cates,  the  bank  shall  continue  to  apply  such  25  per  centum  of 
its  net  earnings  to  the  reserve  account  until  the  sum  of  the 
surplus  and  the  reserve  account  is  equal  to  its  outstanding- 
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capital  stock  and  participation  certificates.  Each  bank  shall, 
on  the  effective  date  of  the  Farm  Credit  Act  of  1956,  estab¬ 
lish  a  surplus  account  consisting  of  its  earned  surplus  account, 
its  reserve  for  contingencies,  and  the  surplus  of  the  produc¬ 
tion  credit  corporation  transferred  to  the  hank.  JSTo  part  of 
such  surplus  of  any  hank  shall  be  distributed  as  patronage 
refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year  after 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves) ,  such  loss  shall  he  absorbed  by:  First,  charges  to  the 
reserve  account;  second,  charges  to  surplus  other  than  that 
transferred  from  the  production  credit  corporation  of  the 
district;  third,  charges  to  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district;  fourth,  the  impair¬ 
ment  of  class  B  stock  and  participation  certificates;  and  fifth, 
the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds.' — Whenever  at  the  end 
of  its  fiscal  year  a  Federal  intermediate  credit  bank  has 
class  A  stock  outstanding,  patronage  refunds  declared  for 
that  year  shall  be  paid  in  class  B  stock  to  production  credit 
associations  and  in  participation  certificates  to  other  financ- 
ino-  institutions  borrowing  from  or  rediscounting  with  the 
bank  during  the  fiscal  year  for  which  such  refunds  are  de- 
dared.  The  recipients  of  such  patronage  refunds  shall  not  be 
subject  to  Federal  income  taxes  thereon.  Whenever  at  the 
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1  end  of  its  fiscal  year  a  Federal  intermediate  credit  bank  lias 

2  no  class  A  stock  outstanding,  patronage  refunds  declared 

3  for  that  year  may  be  paid  in  such  class  B  stock  and  par- 

4  ticipation  certificates  or  in  cash  as  determined  by  the  bank. 

5  All  patronage  refunds  shall  be  paid  in  the  proportion  that 

6  the  amount  of  interest  earned  by  the  bank  on  its  loans  to 

7  and  discounts  for  each  production  credit  association  or  other 

8  financing  institution  bears  to  the  total  interest  earned  by  the 

9  bank  on  all  such  loans  and  discounts  outstanding  during  the 

10  fiscal  yeai.  Facli  participation  certificate  issued  in  payment 

11  of  patronage  refunds  shall  be  in  multiples  of  $5  and  shall 

12  state  on  its  lace  the  rights,  privileges,  and  conditions  ap- 

13  plicable  thereto.  Patronage  refunds  shall  not  be  paid  to  any 

14  other  Federal  intermediate  credit  bank,  or  to  any  Federal 

15  land  bank  or  bank  for  cooperatives. 

10  “(c)  Distribution  of  Assets  on  Liquidation  or 

It  Dissolution. — In  the  case  of  liquidation  or  dissolution  of 

18  a*ny  Federal  intermediate  credit  bank,  after  the  payment  or 

19  retirement,  as  the  case  may  be,  first,  of  all  liabilities;  second, 

20  of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 

21  and  all  participation  certificates  at  face  amount;  any  sur- 

22  plus  established  pursuant  to  subsection  (a)  of  this  section 

23  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro- 
21  rata,  and  any  remaining  assets  shall  be  distributed  to  the 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


13 


holders  of  class  B  stock  and  the  holders  of  participation  cer¬ 
tificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows : 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  contained 
in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad¬ 
ministration  not  inconsistent  with  the  provisions  of  this  Act— 
“(1)  to  discount  for,  or  purchase  from,  any  pro¬ 
duction  credit  association  organized  under  the  Farm 
Credit  Act  of  1933,  as  amended,  with  its  endorsement, 
any  note,  draft,  or  other  such  obligation  presented  bv 
such  association;  and  to  make  loans  and  advances  to  any 
such  association  secured  by  such  collateral  as  may  be 
approved  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration  ; 

“  (2)  to  discount  for,  or  purchase  from,  any  national 
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1  bank,  State  bank,  trust  company,  agricultural  credit 

2  corporation,  incorporated  livestock  loan  company,  sav- 

3  ings  institution,  credit  union,  and  any  association  of  agri- 

4  cultural  producers  engaged  in  the  making  of  loans  to 

5  farmers  and  ranchers,  with  its  endorsement,  any  note, 

5  draft,  or  other  such  obligation  the  proceeds  of  which 
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have  been  advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock  ;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
of  the  Farm  Credit  Administration:  Provided,  That  no 
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such  loan  or  advance  shall  be  made  upon  the  security 
of  collateral  other  than  notes  or  other  such  obligations 
of  farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan  or 
advahce  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose;  and 
(3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal 
landfibank,  or  any  bank  for  cooperatives  organized  under 
tU,  Farm  Credit  Act  of  1933,  as  amended,  all  upon 
teims  and  at  rates  of  interest  or  discount  approved  bv 
the  Farm  Credit  Administration.” 
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1  (c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 

2  as  amended,  is  amended  by  changing  the  word  “three”  to 

3  the  word  “seven”. 

4  (d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 

5  as  amended,  is  amended  to  read  as  follows : 

6  “Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 

7  intermediate  credit  bank  shall  bear  such  rates  of  interest 

8  or  discount  as  the  hoard  of  directors  of  the  bank  shall  from 

9  time  to  time  determine  with  the  approval  of  the  Farm  Credit 

10  •  Administration,  but  the  rates  charged  financing  institutions 

11  other  than  production  credit  associations  shall  he  the  same 

12  as  those  charged  production  credit  associations/' 

13  (e)  Section  204  (h)  of  the  Federal  Farm  Loan  Act 

14  is  hereby  repealed. 

15  (f)  Section  13  of  the  Federal  Farm  Loan  Act,  as 

16  amended,  is  hereby  amended  by  inserting  in  paragraph  “Sev- 

17  enteenth”,  after  the  words  “Federal  land  banks”,  a  comma 

18  and  the  words  “to  Federal  intermediate  credit  banks,  or 

19  to  banks  for  cooperatives  organized  under  the  Farm  Credit 

20  Act  of  1933,  as  amended,”. 

21  Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 

22  1933,  as  amended,  is  amended  to  read  as  follows : 

23  “Sec.  2.  The  Governor  of  the  Farm  Credit  Administra- 

24  tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor , 
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1  is  authorized  and  directed  to  organize  and  charter  twelve 

2  hanks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 

3  bank  shall  be  established  in  each  city  in  which  there  is 

4  located  a  Federal  land  bank.  The  members  of  the  several 

5  farm  credit  boards  of  the  farm  credit  districts  provided  for 

6  in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 

7  shall  he  ex  officio  the  directors  of  the  respective  banks 

8  foi  cooperatives.  Such  directors  shall  have  power,  subject 

9  to  the  approval  of  the  Governor,  to  employ  and  fix  the  com- 

10  pensation  of  such  officers  and  employees  of  such  banks  as 

11  may  be  necessary  to  carry  out  the  powers  and  duties  con- 

12  ferred  upon  such  banks  under  this  Act.” 

13  (b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 

14  amended  by  striking  from  the  first  sentence  the  words  “the 

15  production  credit  corporations  and”  and  by  striking  from 

16  the  second  sentence  the  words  “corporations  and”. 

17.  (c)  Section  4  of  the  Farm  Credit  Act  of  1J933  is  hereby 

18  repealed. 

19  (d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 

20  amended,  is  amended  (1)  by  changing  “$120,000,000” 

21  m  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  strik- 

22  ing  from  subsection  (b)  thereof  the  words  “the  production 

23  credit  corporations  and”;  (3)  by  changing  “$40,000,000” 

24  m  subsection  (e)  thereof  to  “$100,000,000”;  and  (4)  by 
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striking  from  subsection  (e)  thereof  the  words  “and/or 
paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows : 

“investment  by  governor  in  stock  of  production 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fund  authorized  by  section  5  (a)  of  this  Act  and 
such  stock  shall  be  held  by  him  on  behalf  of  the  United 
States.  The  Governor  may  at  any  time  require  any  pro¬ 
duction  credit  association  to  retire  and  cancel  any  class  A 
stock  held  by  him  in  such  association  if,  in  his  judgment, 
the  association  has  resources  available  therefor,  and  the 
proceeds  of  such  stock  retirements  shall  be  paid  into  such 
revolving  fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  follows : 
“Such  articles  shall  be  signed  by  the  individuals  uniting 
to  form  the  association  and  a  copy  thereof  shall  be  furnished 
to  the  Governor.” 
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1  (g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 

2  amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 

3  the  words  “production  credit  corporations”  and  substituting 

4  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 

5  deleting  the  last  sentence  thereof. 

6  (h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 

7  amended,  is  amended  by  striking  out  the  words  “produc- 

8  tion  credit  corporation”,  wherever  they  appear  therein,  and 

9  substituting  in  lieu  thereof  “Federal  intermediate  credit 

10  bank”. 

11  (i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 

12  amended,  is  amended  (1)  by  changing  the  first  sentence 

13  to  read  as  follows:  “Each  production  credit  association  shall, 

14  under  such  rules  and  regulations  as  may  be  prescribed  by 
1°  the  farm  credit  board  of  the  district  with  the  approval  of 

16  the  Farm  Credit  Administration,  invest  its  funds  and  make 

17  loans  to  farmers  for  general  agricultural  purposes  and  other 

18  requirements  of  the  borrowers” ;  (2)  by  deleting  the  second 

19  sentence;  (3)  by  striking  from  the  third  sentence  the 

20  word  “corporation”  and  inserting  in  lieu  thereof  the  words 

21  “Federal  intermediate  credit  bank”;  and  (4)  by  changing 

22  the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon 
^  and  adding  the  following:  “ Provided ,  That  an  association 

24  may,  under  rules  and  regulations  issued  by  the  Farm  Credit 

25  Administration,  make  loans  to  any  class  B  stockholder 
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secured  by  warehouse  receipts  covering  agricultural  com¬ 
modities  stored  in  bonded  warehouses  without  the  purchase 
of  additional  class  B  stock.” 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semi¬ 
colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks'*. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semi¬ 
colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  striking  from  the  first  sen¬ 
tence  the  words  “the  production  credit  corporations,”;  (2) 
by  striking  from  the  second  sentence  the  words  “associa¬ 
tion,  or  corporation”  and  substituting  in  lieu  thereof  the 
words  “or  association”;  and  (3)  by  striking  from  the  third 
sentence  the  words  “production  credit  corporation  or”,  “or 
corporation”,  and  “corporation  or”,  wherever  they  appear 
therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
“production  credit  corporation,”;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
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1  corporation”,  wherever  they  appear  therein,  and  substitut- 

2  ing  in  lieu  thereof  the  words  “or  association”. 

3  (n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 

4  amended,  is  amended  by  striking  out  the  words  “production 

5  credit  corporations,”. 

6  (o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 

7  amended,  is  amended  (1)  by  striking  from  the  first  sen- 

8  tence  the  words  “the  production  credit  corporations,”; 
(2)  by  striking  from  the  first  and  second  sentences  the 

10  words  “associations,  or  corporations”  and  “associations,  and 

11  corpoiations,  and  substituting  in  lieu  thereof  the  words 
1"  oi  associations  and  “and  associations,”,  respectively;  and 
13  (3)  by  changing  the  last  sentence  to  read  as  follows:  “The 

exemption  provided  herein  shall  not  apply  with  respect  to 

15  any  production  credit  association  or  its  property  or  income 

16  after  tiie  class  A  stock  held  in  it  by  the  Governor  has  been 
11  retired,  or  with  respect  to  any  bank  for  cooperatives  or  its 

18  property  or  income  after  the  stock  held  in  it  by  the  United 

19  States  has  been  retired.” 

20  (p)  Section  65  of  the  Farm  Credit  Act  of  1933.  as 
”  amended,  is  amended  (1)  b  ystriking  out  the  words  “pro- 
23  duction  credit  corporation,”;  and  (2)  by  striking  out  the 

voids  association  or  corporation  ,  wherever  they  appear 

C\A 

therein,  and  substituting  in  lieu  thereof  the  words  “or  asso- 
25 


ciation”. 


21 


1  (q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 

2  hereby  repealed. 

3  Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 

4  1937,  as  amended,  is  amended  (1)  by  striking  from  sub- 

5  section  (d)  (2)  (B)  the  words  “production  credit  corpora- 
0  tion  of  the  district”  and  substituting  in  lieu  thereof  the 
7  words  “Governor  of  the  Fann  Credit  Administration”;  and 
g  (2)  by  striking  from  subsection  (h)  the  words  “produc- 
9  tion  credit  corporation,”. 

10  (b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 

11  amended  (1)  by  striking  from  the  first  sentence  of  subsec- 

12  tion  (a)  the  words  “production  credit  corporation,”;  (2) 

13  by  striking  from  the  third  sentence  of  subsection  (a)  the 

14  word  “three”;  (3)  by  striking  from  the  first  sentence  of 

15  subsection  (b)  the  words  “the  bank  for  cooperatives,  and 

16  the  production  credit  corporation”  and  substituting  in  lieu 

17  thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 

18  by  striking  from  the  last  sentence  of  subsection  (b)  the 

19  words  “production  credit  corporation,”. 

20  Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 

21  1953  is  amended  by  striking  out  the  words  “production 

22  credit  corporation”,  wherever  they  appear  therein,  and  sub- 

23  stitutine:  in  lieu  thereof  the  words  “Federal  intermediate 

© 

24  credit  bank”. 


1  (b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 

2  Act  of  1953  is  amended  to  read  as  follows : 

^  (a)  Any  other  provisions  of  law  to  the  contrary  not- 

4  withstanding,  after  the  effective  date  of  this  Act  any  produc- 

5  tion  credit  association  may,  with  the  approval  of  the  Farm 

6  Credit  Administration,  issue  nonvoting  preferred  stock,  to 

7  be  known  as  class  C  stock,  which  may  be  purchased  and  held 

8  by  the  Governor  of  the  Farm  Credit  Administration  and  by 

9  investors:  Provided,  That  the  issuance  of  such  stock  shall  be 

10  authorized  by  vote  of  not  less  than  two-thirds  of  the  out- 

11  standing  shares  of  class  A  stock  of  the  association  (other 
1*1  than  shares  held  by  the  Governor  of  the  Farm  Credit  Ad- 
10  ministration)  by  the  holders  thereof  in  person  or  by  proxy 

14  and  by  vote  of  not  less  than  two-thirds  of  the  outstanding 

15  shares  of  class  B  stock  of  the  association  by  the  holders 

thereof  in  person  or  by  proxy ;  and  for  this  purpose  holders 

1 7 

of  class- A  stock  (other  than  the  Governor  of  the  Farm 

18  i 

Credit  Administration)  and  holders  of  class  B  stock  shall  be 

19  ■  .  i 

entitled  to  one  vote  for  each  share  of  stock  held  by  them. 

20 

Payments  for  such  stock  purchased  by  the  Governor  shall 

oi 

be  made  out  of  the  revolving  fund  created  by  section  5  (a) 

90 

of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  pro¬ 
ceeds  from  the  retirement  of  any  such  stock  shall  be  paid 
24 

into  such  revolving  fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture 


25 


1  Organic  Act  of  1944,  as  amended,  is  hereby  amended  ( 1 )  by 

2  striking  from  subsection  (a)  the  words  “production  credit 

3  corporations,”,  wherever  they  appear  therein,  and  the  word 

4  “corporations,”;  (2)  by  striking  from  subsection  (b)  the 

5  words  “the  Federal  intermediate  credit  banks,  and  the  pro- 

6  duction  credit  corporations”  and  substituting  in  lieu  thereof 

7  the  words  “and  the  Federal  intermediate  credit  banks”;  and 

8  (3)  by  striking  from  subsections  (b)  and  (c)  the  words 

9  “and  corporation”,  “and  corporations”,  and  “corporation,”, 

10  wherever  they  appear  therein. 

11  Sec.  109.  Sections  658  and  1014  of  title  18,  United 

12  States  Code,  are  hereby  amended  by  striking  from  each  such 

13  section  the  words  “or  in  which  a  production  credit  corpora¬ 
ls  tion  holds  stock”. 

15  TITLE  II— MISCELLANEOUS  PROVISIONS 
1®  Sec.  201.  (a)  The  Government  Corporation  Control 
11  Act,  as  amended,  is  amended  (1)  by  striking  from  section 
1®  101  the  words  “Federal  Intermediate  Credit  Banks;  Produc- 

I9  tion  Credit  Corporations;”;  (2)  by  inserting  in  section  201 
2®  immediately  following  “(3)”  the  words  “Federal  Inter- 

21  mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 

22  section  201  to  “(5)”;  and  (4)  by  striking  from  sections 

23  302  and  303  the  words  “production  credit  corporations,”, 
(b)  After  the  effective  date  of  this  Act,  the  Federal 

intermediate  credit  banks  may  utilize  their  funds  for  adminis- 


25 


24 


1  trative  expenses  without  regard  to  the  limitations  contained 

2  in  any  other  Act  of  Congress  governing  the  expenditure  of 

3  appropriated  funds. 

4  (c)  Paragraph  Seventh  of  section  5136  of  the  Revised 

5  Statutes  as  amended,  is  amended  ( 1 )  by  inserting  in  next 

6  to  the  last  sentence  immediately  before  the  words  “Federal 

7  Home  Loan  Banks”,  the  words  “thirteen  banks  for  coopera- 

8  tives  or  any  of  them  or  the”;  and  (2)  by  changing  the  last 

9  sentence  to  read  as  follows :  i  The  limitations  and  restrictions 

10  herein  contained  as  to  dealing  in  and  underwriting  investment 

11  securities  shall  not  apply  to  obligations  issued  by  the  Inter- 

12  national  Bank  for  Reconstruction  and  Development  which 

13  are.  at  the  time  eligible  for  purchase  by  a  national  bank  for 

14  its  own  account:  Provided,  That  no  association  shall  hold 

15  obligations  issued  by  said  bank  as  a  result  of  underwriting, 

16  dealing,  or  purchasing  for  its  own  account  (and  for  this  pur- 

17  pose  obligations  as  to  which  it  is  under  commitment  shall  be 

18  deemed  to  be  held  by  it)  in  a  total  amount  exceeding  at  any 

19  one  time  10  per  centum  of  its  capital  stock  actually  paid  in 

20  and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus 

21  fund.” 

22  Sec.  202.  (a)  This  Act  shall  become  effective  on  Janu- 

23  ary  1  next  following  its  enactment. 

(b)  For  purposes  of  applying  the  amendment  in  section 

103  of  this  Act,  that  part  of  the  fiscal  year  1957  preceding 


25 


25 


1  the  effective  date  of  this  Act  shall  be  deemed  to  be  a  separate 

2  fiscal  year. 

3  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  appli- 

4  cation  thereof  to  any  person  or  circumstance,  is  held  invalid, 

5  the  remainder  of  the  Act,  and  the  application  of  such  pro- 

6  visions  to  other  persons  or  circumstances,  shall  not  be  affected 

7  thereby. 

8  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 


9  hereby  expressly  reserved. 
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IN  THE  HOUSE  OF  REPRESENTATIVES 

March  29, 1956 

Mr.  Poage  introduced  the  following  bill ;  which  was  referred  to  the  Com¬ 
mittee  on  Agriculture 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks;  to  provide  for  retirement  of  Government  cap¬ 
ital  in  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATOR  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculturre  with  a  sound,  dependable, 

8  and  effective  source  of  credit;  to  promote  the  efficiency  of 
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the  farm  credit  system  by  merging  production  credit  cor¬ 
porations  in  Federal  intermediate  credit  banks  and  to  facili¬ 
tate  farmer  ownership  of  the  merged  banks  and  retirement 
of  Government  capital  therein;  to  encourage  and  promote 
the  continued  growth  and  development  of  the  production 
credit  associations  as  self-supporting  cooperative  lending  in¬ 
stitutions  operating  on  a  sound  credit  basis  with  maximum 
local  authority  to  determine  credit  needs  and  loan  policies 
consistent  with  the  maintenance  of  a  national  production 
credit  system;  and  to  continue  to  provide  other  financing 
institutions  making  loans  to  farmers  and  ranchers  with  the 
right  to  borrow  from  and  rediscount  with  such  merged  banks 
on  a  basis  comparable  with  the  production  credit  associations 
regardless  of  the  ownership  of  such  banks.  The  provisions 
of  this  Act  shall  be  construed  in  keeping  with  this  declaration 
of  policy. 

TITLE  I— PRODUCTION  CREDIT  SYSTEM 


Sec.  101.  Merger  of  Production  Credit  Corpora¬ 
tions  in  Federal  Intermediate  Credit  Banks — (a) 
Transfer  of  Assets. — The  production  credit  corporation 
in  each  farm  credit  district  is  hereby  merged  in  the  Federal 
intermediate  credit  bank  of  the  district  and  all  assets,  funds, 
contracts,  property,  and  records  belonging  to  such  corpora¬ 
tion,  except  stock  in  production  credit  associations,  are  hereby 
transferred  to  and  vested  in  such  bank.  All  obligations 
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and  liabilities  of  the  production  credit  corporation  shall  be 
assumed  by  the  Federal  intermediate  credit  bank  of  the 
district.  Stock  held  by  each  production  credit  corporation 
in  production  credit  associations  is  transferred  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  to  be  held  by  him 
on  behalf  of  the  United  States,  and  the  Governor  shall  cancel 
an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production 
Credit  Associations. — In  order  to  carry  out  the  declared 
policy  of  this  Act  with  respect  to  the  production  credit 
associations,  the  Farm  Credit  Administration  shall,  by 
appropriate  provisions  in  the  charter  and  bylaws,  or 
otherwise,  provide  for  such  organization  and  assignment 
of  functions  within  the  Federal  intermediate  credit  banks  as 


vill  assure  proper  supervision  of  and  assistance  to  the 
production  credit  associations  in  a  manner  which  will  enable 
-hem  to  make  sound  credit  available  to  farmers  and  ranchers. 
Phe  income  derived  from  the  surplus  transferred  from  the 
production  credit  corporation  to  the  Federal  intermediate 
credit  bank  of  the  district  shall  be  used  to  pay  expenses  of 
the  bank  in  providing  such  supervision  and  assistance,  and 
expenses  in  excess  of  such  income  may  be  paid  out  of  otliei 
resources  of  the  bank. 

(c)  Officers  and  Employees.— Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officeis  and 
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employees  of  each  Federal  intermediate  credit  bank  and 
each  production  credit  corporation  is  terminated  on  the  effec¬ 
tive  date  of  this  Act  and  the  board  of  directors  of  the  Federal 
intermediate  credit  bank  shall,  not  later  than  sixty  days  prior 
to  the  effective  date  of  this  Act,  take  all  necessary  action  to 
reemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board 
determines  they  are  qualified  and  needed  to  carry  out  the 
functions,  powers,  and  duties  of  the  Federal  intermediate 
credit  bank.  Such  reemployment  shall  be  subject  to  the 
approval  of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows : 

“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership; 
Dividends;  and  Retirement  of  Stock.— Each  Federal 
intermediate  credit  bank  is  authorized  to  issue  class  A  and 
class  B  stock  as  follows : 

“  (1)  Class  A  stock  shall  have  a  par  value  of  $100  per 

share  and  shall  be  issued  to  and  held  by  the  Governor  of  the 

Farm  Credit  Administration  on  behalf  of  the  United  States. 

Stock  of  all  Federal  intermediate  credit  banks  held  bv  the 

%/ 

Secretary  of  the  Treasury  shall  be  transferred  to  the  Gover¬ 
nor  and  may  be  reallocated  by  him  in  such  manner  as  he 
determines  necessary  to  meet  the  needs  of  the  respective 
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banks.  The  Governor  shall  then  exchange  such  stock  of 
each  bank  for  an  equal  par  amount  of  class  A  stock  of  the 
bank.  Stock  of  each  production  credit  corporation  held  by 
the  Governor  (less  the  amount  canceled  pursuant  to  section 
101  of  the  Farm  Credit  Act  of  1956)  shall  be  exchanged 
for  an  equal  par  amount  of  class  A  stock  of  the  Federal  in¬ 
termediate  credit  bank  in  which  such  corporation  is  merged 
pursuant  to  section  101  of  such  Act.  No  dividends  shall 
be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal 
year  each  such  bank  shall  determine  the  amount  of  its  class 
A  stock  which  shall  be  retired.  Whenever  the  total  of  the 
capital  stock,  participation  certificates,  surplus,  and  reserves 
of  the  bank  is  more  than  one-sixth  of  the  highest  month-end 
balance  of  debentures  and  other  obligations  issued  by  or  for 
the  bank,  outstanding  during  the  immediately  preceding  five 
vears,  the  minimum  amount  of  class  A  stock  to  be  retired 
shall  be  the  total  amount  of  class  B  stock  and  participation 
certificates  issued  for  that  year.  All  class  A  stock  shall  be 
retired  at  par.  The  proceeds  of  such  class  A  stock  retire¬ 
ments  of  each  bank  shall  be  paid  into  the  Treasury  as  mis¬ 
cellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the 
amount  of  class  A  stock  of  the  bank  issued  in  exchange  for 
stock  of  the  production  credit  corporation.  The  proceeds  of 
any  further  such  stock  retirements  shall  be  paid  into  the 
revolving  fund  established  by  section  5  (e)  of  the  Farm 


1  Credit  Act  of  1933,  as  amended.  The  Governor  of  the 

2  Farm  Credit  Administration  is  authorized  to  purchase  from 

3  time  to  time  class  A  stock  in  any  bank  in  such  amount  as  he 

4  determines  is  needed  to  meet  the  credit  needs  of  the  bank 

5  and  such  revolving  fund  shall  continue  to  he  available  for 

6  such  purchases  as  provided  in  said  section  5  (e) .  The  Gov- 

7  ernor  may  at  any  time  require  the  bank  to  retire  such  class 

8  A  stock  if,  in  his  judgment,  the  bank  has  resources  avail- 

9  able  therefor,  and  the  proceeds  of  such  retirements  shall  be 

10  returned  to  such  revolving  fund. 

11  “(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 

12  share  and  may  be  issued  only  to  production  credit  associa- 

13  tions  in  series  and  amounts  approved  by  the  Farm  Credit 

14  Administration.  Such  stock  shall  be  issued  only  at  par  and 

15  may  be  transferred  to  another  production  credit  association 

16  with  the  approval  of  the  issuing  bank.  Whenever  a  bank 

17  lias  no  class  A  stock  outstanding  it  may  pay  like  dividends 

18  on  class  B  stock  and  participation  certificates  in  an  amount 

19  not  to  exceed  5  per  centum  in  any  year  if  declared  by  the 

20  board  of  directors.  Dividends  on  class  B  stock  and  parti- 

21  cipation  certificates  shall  not  lie  cumulative.  Within  sixty 

22  days  after  the  effective  date  of  the  Farm  Credit  Act  of 

23  1956,  the  production  credit  associations  shall  subscribe  to 

24  class  B  stock  in  the  banks  in  an  aggregate  amount  equal 

25  to  15  per  centum  of  the  total  amount  of  class  A  stock  in 
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all  banks.  Such  required  amount  of  subscriptions  shall  be 
allotted  among  the  several  districts  in  the  proportion  that 
the  average  amount  of  the  bank’s  loans  to  and  discounts 
for  the  production  credit  associations  of  the  district,  out¬ 
standing  during  the  immediately  preceding  five  fiscal  years, 
is  of  the  average  of  such  loans  and  discounts  of  all  banks 
outstanding  during  such  five-year  period.  The  amount  so 
allotted  to  each  district  shall  be  further  allotted  to  each  pro¬ 
duction  credit  association  on  the  basis  of  the  proportion  that 
its  average  indebtedness  (loans  and  discounts)  to  the  bank 
during  the  immediately  preceding  five  fiscal  years  is  of 
the  average  of  such  indebtedness  of  all  production  credit 
associations  to  the  bank  during  such  five-year  period.  Each 
production  credit  association  shall  subscribe  to  class  B  stock 
in  the  bank  of  the  district  in  the  amount  so  allotted  to  it. 
One-third  of  the  purchase  price  of  such  stock  subscription 
shall  be  paid  at  the  time  of  such  subscription,  one-third  shall 
be  paid  within  one  year  after  the  effective  date  of  said  Act. 
and  the  balance  shall  be  paid  within  two  years  after  such 
effective  date.  Such  class  B  stock  shall  be  issued  as  pay¬ 
ments  therefor  are  made.  Any  production  credit  association 
chartered  after  the  effective  date  of  the  Farm  Credit  Act 
of  1956  shall  thereupon  purchase  class  B  stock  in  the  bank 
in  the  amount  of  $5,000,  and  such  amount  shall  be  adjusted 
at  the  end  of  five  years  thereafter  to  an  amount  determined 


1  by  applying  to  its  average  indebtedness  to  the  bank  during 

2  such  five-year  period  the  same  percentage  as  the  percent- 

3  age  which  the  initial  subscriptions  of  other  production  credit 

4  associations  was  of  their  indebtedness,  as  provided  in  this 

5  subsection .  Provided,  That  this  provision  shall  not  apply 

6  to  any  association  owning  stock  in  the  bank  in  such  required 

7  amount  as  a  lesult  of  merger,  consolidation,  or  reorganiza- 

8  tion  of  one  or  more  associations.  After  all  class  A  stock 

9  has  been  retired,  the  bank  may  retire  class  B  stock  at  par 

10  and  participation  certificates  at  face  amount  under  policies 

11  established  by  the  Farm  Credit  Administration.  Class  B 

12  stock  and  participation  certificates  shall  be  retired  without 

13  preference  and  in  such  manner  that  the  oldest  outstanding 

14  stock  or  certificates  at  any  given  time  will  be  retired  first. 

15 

In  case  of  liquidation  or  dissolution  of  any  production  credit 
association  or  other  financing  institution,  the  stock  or  par¬ 
ticipation  ceitificates  of  the  bank  owned  by  such  associa- 

18  tion  or  institution  may  be  retired  by  the  bank  at  the  fair 

19  book  value  thereof,  not  exceeding  par  or  face  amount,  as 
90 

the  case  may  be. 

21  a 

(b)  Lien  on  Stock  and  Participation  Certifi- 

22 

cates.— Each  Federal  intermediate  credit  bank  shall  have 

23 

a  first  lien  on  all  stock  in  the  bank  owned  by  each  produc¬ 
tion  credit  association  and  on  all  participation  certificates 
25 

owned  by  other  financing  institutions  as  additional  collateral 


1 

2 

3 

4 

5 

6 

7 

i 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

IS 

19 

20 

21 

22 

23 

24 


9 


for  any  indebtedness  of  the  holders  thereof  to  the  bank: 
Provided,  That  the  hank  shall  make  no  loan  or  advance 
on  the  security  of  its  own  stock  or  participation  certificates. 
In  any  case  where  the  debt  of  a  production  credit  associa¬ 
tion  or  other  financing  institution  is  in  default,  the  bank 
may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank 
held  by  the  association  or  of  the  participation  certificates 
held  by  the  other  financing  institution  at  the  fair  book  value 
thereof,  not  exceeding  par  or  face  amount,  as  the  case  may 
be,  in  total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 
“application  of  earnings 

“Sec.  206.  (a)  Annual  Application. — At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
determine .  the  amount  of  its  net  earnings  after  paying  or 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves )  and  shall  apply  such  net  earnings  as  follows :  ( 1 ) 
To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the 
amount  of  the  impairment,  if  any,  of  the  surplus  account 
established  by  this  subsection,  as  determined  by  its  board  of 
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1  directors;  (3)  25  per  centum  of  any  remaining  earnings 

2  shall  he  used  to  create  and  maintain  a  reserve  account  equal 

3  1°  25  per  centum  of  the  outstanding  capital  stock  and  partici- 

4  pat-ion  certificates  of  the  bank;  (4)  if  said  bank  shall  have 

5  outstanding  capital  stock  held  by  the  United  States  during 

6  the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to 

7  the  United  States  as  a  franchise  tax,  a  sum  equal  to  25  per 

8  centum  of  its  earnings  then  remaining,  not  exceeding,  how- 

9  ever,  a  rate  of  return  on  such  Government  capital  calculated 

10  at  a  rate  equal  to  the  computed  average  annual  rate  of  inter- 

11  est  on  all  public  issues  of  public  debt  obligations  of  the 

12  United  States  issued  during  the  fiscal  year  of  the  United 

13  States  Treasury  ending  next  before  such  tax  is  due,  as  certi- 

14  fied  to  the  Farm  Credit  Administration  by  the  Secretary  of 

15  r  i 

the  Treasury;  (5)  dividends  on  class  B  stock  and  participa- 

16 

tion  ceitificates  may  be  declared  as  provided  in  section  205 

17 

(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 

18 

be  distributed  as  patronage  refunds  as  provided  in  subsection 

(b)  of  this  section.  Notwithstanding  the  provisions  of  item 

20 

{-> )  of  this  subsection,  if  at  the  end  of  anv  fiscal  year  the  sum 

21 

of  the  surplus  and  the  reserve  account  of  any  bank  is  less 

22 

than  its  outstanding  capital  stock  and  participation  certifi¬ 
cates,  the  bank  shall  continue  to  apply  such  25  per  centum  of 
its  net  earnings  to  the  reserve  account  until  the  sum  of  the 
surplus  and  the  reserve  account  is  equal  to  its  outstanding 
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capital  stock  and  participation  certificates.  Each  bank  shall, 
on  the  effective  date  of  the  Earrn  Credit  Act  of  1956,  estab¬ 
lish  a  surplus  account  consisting  of  its  earned  surplus  account, 
its  reserve  for  contingencies,  and  the  surplus  of  the  produc¬ 
tion  credit  corporation  transferred  to  the  hank.  No  part  of 
such  surplus  of  any  bank  shall  be  distributed  as  patronage 
refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year  after 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves) ,  such  loss  shall  be  absorbed  by:  First,  charges  to  the 
reserve  account;  second,  charges  to  surplus  other  than  that 
transferred  from  the  production  credit  corporation  of  the 
district;  third,  charges  to  surplus  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district;  fourth,  the  impair¬ 


ment  of  class  B  stock  and  participation  certificates;  and  fifth, 
the  impairment  of  class  A  stock. 

“(b)  Patronage  Refunds. — Whenever  at  the  end 
of  its  fiscal  year  a  Federal  intermediate  credit  bank  has 
class  A  stock  outstanding,  patronage  refunds  declared  for 
that  }^ear  shall  be  paid  in  class  B  stock  to  production  credit 
associations  and  in  participation  certificates  to  other  financ¬ 
ing  institutions  borrowing  from  or  rediscounting  with  the 
bank  during  the  fiscal  year  for  which  such  refunds  are  de¬ 
clared.  The  recipients  of  such  patronage  refunds  shall  not  be 
subject  to  Federal  income  taxes  thereon.  Whenever  at  the 
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1  end  of  its  fiscal  year  a  Federal  intermediate  credit  bank  Las 

2  no  class  A  stock  outstanding,  patronage  refunds  declared 

3  for  that  year  may  be  paid  in  Such  class  B  stock  and  par- 

4  ticipation  certificates  or  in  cash  as  determined  by  the  bank. 

5  All  patronage  refunds  shall  be  paid  in  the  proportion  that 

6  the  amount  of  interest  earned  by  the  bank  on  its  loans  to 

7  and  discounts  for  each  production  credit  association  or  other 

8  financing  institution  bears  to  the  total  interest  earned  by  the 

9  bank  on  all  such  loans  and  discounts  outstanding  during  the 

10  fiscal  year.  Bach  participation  certificate  issued  in  payment 

11  of  patronage  refunds  shall  be  in  multiples  of  $5  and  shall 

12  state  on  its  face  the  rights,  privileges,  and  conditions  ap- 

13  plicable  thereto.  Patronage  refunds  shall  not  be  paid  to  any 

14  other  Federal  intermediate  credit  bank,  or  to  any  Federal 

15  land  bank  or  bank  for  cooperatives. 

(c)  Distribution  of  Assets  on  Liquidation  or 
1/  Dissolution.  In  the  case  of  liquidation  or  dissolution  of 

18  any  Federal  intermediate  credit  bank,  after  the  payment  or 

19  retirement;  as  the  case  may  be,  first,  of  all  liabilities;  second, 

20  of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 

21  and  all  participation  certificates  at  face  amount;  any  sur- 

22  plus  established  pursuant  to  subsection  (a)  of  this  section 

23  shall  be  paid  to  the  holders  of  class  A  and  class  B  stock  pro- 

24  rata,  and  any  remaining  assets  shall  be  distributed  to  the 
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holders  of  class  B  stock  and  the  holders  of  participation  cer¬ 
tificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence:  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows : 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  contained 
in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad¬ 
ministration  not  inconsistent  with  the  provisions  of  this  Act — 
“  ( 1 )  to  discount  for,  or  purchase  from,  any  pro¬ 
duction  credit  association  organized  under  the  Farm 
Credit  Act  of  1933,  as  amended,  with  its  endorsement, 
any  note,  draft,  or  other  such  obligation  presented  by 
such  association;  and  to  make  loans  and  advances  to  any 
such  association  secured  by  such  collateral  as  may  be 
approved  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration; 

“  (2)  to  discount  for,  or  purchase  from,  any  national 
H.  R.  10315 - 3 


bank,  State  bank,  trust  company,  agricultural  credit 
corporation,  incorporated  livestock  loan  company,  sav¬ 
ings  institution,  credit  union,  and  any  association  of  agri¬ 
cultural  producers  engaged  in  the  making  of  loans  to 
farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock ;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
of  the  1  arm  Credit  Administration :  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security 
of  collateral  other  than  notes  or  other  such  obligations 
of  farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan  or 
advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose;  and 
“(3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal 
land  bank,  01  any  bank  for  cooperatives  organized  under 
the  Farm  Credit  Act  of  1933,  as  amended,  all  upon 
terms  and  at  rates  of  interest  or  discount  approved  by 
the  Farm  Credit  Administration. ” 
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1  (c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 

2  as  amended,  is  amended  by  changing  the  word  “three”  to 

3  the  word  “seven”. 

4  (d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 

5  as  amended,  is  amended  to  read  as  follows : 

6  “Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 

7  intermediate  credit  bank  shall  bear  such  rates  of  interest 

8  or  discount  as  the  board  of  directors  of  the  bank  shall  from 

9  time  to  time  determine  with  the  approval  of  the  Farm  Credit 

10  Administration,  but  the  rates  charged  financing  institutions 

11  other  than  production  credit  associations  shall  be  the  same 

12  as  those  charged  production  credit  associations.” 

13  (e)  Section  204  (b)  of  the  Federal  Farm  Loan  Act 

14  is  hereby  repealed. 

15  (f)  Section  13  of  the  Federal  Farm  Loan  Act,  as 

16  amended,  is  hereby  amended  by  inserting  in  paragraph  “Sev- 

17  enteenth”,  after  the  words  “Federal  land  banks”,  a  comma 

18  and  the  words  “to  Federal  intermediate  credit  banks,  or 

19  to  banks  for  cooperatives  organized  under  the  Farm  Credit 

20  Act  of  1933,  as  amended,”. 

21  Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 

22  1933,  as  amended,  is  amended  to  read  as  follows : 

23  “Sec.  2.  The  Governor  of  the  Farm  Credit  Administra- 

24  tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor , 
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1  is  authorized  and  directed  to  organize  and  charter  twelve 

2  banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 

3  bank  shall  be  established  in  each  city  in  which  there  is 

4  located  a  Federal  land  bank.  The  members  of  the  several 

5  farm  ciedit  boards  of  the  farm  credit  districts  provided  for 

6  in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 

7  shall  be  ex  officio  the  directors  of  the  respective  banks 

8  for  cooperatives.  Such  directors  shall  have  power,  subject 

9  to  the  approval  of  the  Governor,  to  employ  and  fix  the  com- 

10  pensation  of  such  officers  and  employees  of  such  banks  as 

11  may  be  necessary  to  carry  out  the  powers  and  duties  con- 

12  ferred  upon  such  banks  under  this  Act.” 

13  (b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 

14  amended  by  striking  from  the  first  sentence  the  words  “the 

15  production  credit  corporations  and”  and  by  striking  from 

16  the  second  sentence  the  words  “corporations  and”. 

17  (c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 

18  repealed. 

19  (d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 

20  amended,  is  amended  (1)  by  changing  “$120,000,000” 

21  m  subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  strik- 

22  ing  from  subsection  (b)  thereof  the  words  “the  production 

23  credit  corporations  and”;  (3)  by  changing  “$40,000,000” 

24  m  subsection  (e)  thereof  to  “$100,000,000”;  and  (4)  by 
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striking  from  subsection  (e)  thereof  the  words  “and/or 
paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows : 

“investment  by  governor  in  stock  of  production 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fund  authorized  by  section  5  (a)  of  this  Act  and 
such  stock  shall  be  held  by  him  on  behalf  of  the  United 
States.  The  Governor  may  at  any  time  require  any  pro¬ 
duction  credit  association  to  retire  and  cancel  any  class  A 
stock  held  by  him  in  such  association  if,  in  his  judgment, 
the  association  has  resources  available  therefor,  and  the 
proceeds  of  such  stock  retirements  shall  be  paid  into  such 
revolving  fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  follows: 
“Such  articles  shall  be  signed  by  the  individuals  uniting 
to  form  the  association  and  a  copy  thereof  shall  be  furnished 
to  the  Governor.” 
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1  (g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 

2  amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 

3  the  words  production  credit  corporations”  and  substituting1 

4  in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 

5  deleting  the  last  sentence  thereof. 

6  (h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 

7  amended,  is  amended  by  striking  out  the  words  “produc- 

8  tion  credit  corporation”,  wherever  they  appear  therein,  and 

9  substituting  in  lieu  thereof  “Federal  intermediate  credit 

10  bank”. 

11  (i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 

12  amended,  is  amended  ( 1 )  by  changing  the  first  sentence 

13  to  read  as  follows:  “Each  production  credit  association  shall, 

14  under  such  rules  and  regulations  as  may  be  prescribed  by 
the  farm  credit  board  of  the  district  with  the  approval  of 

lb  the  Farm  Credit  Administration,  invest  its  funds  and  make 

17  loans  to  farmers  for  general  agricultural  purposes  and  other 

18  requirements  of  the  borrowers”;  (2)  by  deleting  the  second 

19  sentence;  (3)  by  striking  from  the  third  sentence  the 

20  word  “corporation”  and  inserting  in  lieu  thereof  the  words 

21  “Federal  intermediate  credit  bank”;  and  (4)  by  changing 
the  period  at  the  end  of  next  to  the  last  sentence  to  a  colon 

23  and  adding  the  following:  “Provided,  That  an  association 

24  may,  under  rules  and  regulations  issued  by  the  Farm  Credit 
2o  Administration,  make  loans  to  any  class  B  stockholder 
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secured  by  warehouse  receipts  covering  agricultural  com¬ 
modities  stored  in  bonded  warehouses  without  the  purchase 
of  additional  class  B  stock.” 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semi¬ 
colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”'. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semi¬ 
colon  at  the  end  of  “(b)”  the  words  “or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  striking  from  the  first  sen¬ 
tence  the  words  “the  production  credit  corporations,”;  (2) 
by  striking  from  the  second  sentence  the  words  “associa¬ 
tion,  or  corporation”  and  substituting  in  lieu  thereof  the 
words  “or  association”;  and  (3)  by  striking  from  the  third 
sentence  the  words  “production  credit  corporation  or”,  “or 
corporation”,  and  “corporation  or”,  wherever  they  appear 
therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
“production  credit  corporation,”;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
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1  corporation”,  wherever  they  appear  therein,  and  substitut- 

\ 

2  ing  in  lieu  thereof  the  words  “or  association”. 

3  (n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 

4  amended,  is  amended  by  striking  out  the  words  “production 

5  credit  corporations,”. 

6  (°)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 

7  amended,  is  amended  (1)  by  striking  from  the  first  sen- 

8  tence  the  words  “the  production  credit  corporations,”; 

9  (2)  by  striking  from  the  first  and  second  sentences  the  ^ 

10  woids  associations,  or  corporations”  and  “associations,  and 

11  corporations,”  and  substituting  in  lieu  thereof  the  words 

01  associations  and  “and  associations,”,  respectively;  and 

13  (3)  by  changing  the  last  sentence  to  read  as  follows:  “The 

14  exemption  provided  herein  shall  not  apply  with  respect  to 
any  production  credit  association  or  its  property  or  income 

16  after  the  class  A  stock  held  in  it  by  the  Governor  has  been 

17  retlred>  or  with  respect  to  any  bank  for  cooperatives  or  its 

18  property  or  income  after  the  stock  held  in  it  by  the  United 
^  States  has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933.  as 

21  amended,  is  amended  ( 1 )  b  ystriking  out  the  words  “pro- 

22  duction  credit  corporation,”;  and  (2)  by  striking  out  the 

words  “association  or  corporation”,  wherever  they  appear 

24  l 

therein,  and  substituting  in  lieu  thereof  the  words  “or  asso- 

25  ciation”. 
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(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 
hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  is  amended  (1)  by  striking  from  sub¬ 
section  (d)  (2)  (B)  the  words  “production  credit  corpora¬ 
tion  of  the  district”  and  substituting  in  lieu  thereof  the 
words  “Governor  of  the  Farm  Credit  Administration”;  and 
(2)  by  striking  from  subsection  (h)  the  words  “produc¬ 
tion  credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 
amended  (1)  by  striking  from  the  first  sentence  of  subsec¬ 
tion  (a)  the  words  “production  credit  corporation,”;  (2) 
by  striking  from  the  third  sentence  of  subsection  (a)  the 
word  “three”;  (3)  by  striking  from  the  first  sentence  of 
subsection  (b)  the  words  “the  bank  for  cooperatives,  and 
the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 
by  striking  from  the  last  sentence  of  subsection  (b)  the 
words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
1953  is  amended  by  striking  out  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting;  in  lieu  thereof  the  words  “Federal  intermediate 

O 

credit  bank”. 


22 


1  (b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 

2  Act  of  1953  is  amended  to  read  as  follows : 

3  “  (a)  Any  other  provisions  of  law  to  the  contrary  not- 
d  withstanding,  after  the  effective  date  of  this  Act  any  produc- 
5  tion  credit  association  may,  with  the  approval  of  the  Farm 
b  ( Vedit  Administration,  issue  nonvoting  preferred  stock,  to 

7  be  known  as  class  C  stock,  which  may  be  purchased  and  held 

8  by  the  Governor  of  the  Farm  Credit  Administration  and  by 

9  investors :  Provided,  That  the  issuance  of  such  stock  shall  be 

10  authorized  by  vote  of  not  less  than  two-thirds  of  the  out- 

11  standing  shares  of  class  A  stock  of  the  association  (other 

12  than  shares  held  by  the  Governor  of  the  Farm  Credit  Ad- 
lo  ministration)  by  the  holders  thereof  in  person  or  bv  proxy 

1  A. 

and  by  vote  of  not  less  than  two-thirds  of  the  outstanding- 

© 

15 

shares  of  class  B  stock  of  the  association  by  the  holders 

16  thereof  m  person  or  by  proxy;  and  for  this  purpose  holders 
of  class  A  stock  (other  than  the  Governor  of  the  Farm 

18  i 

Credit  Administration)  and  holders  of  class  B  stock  shall  be 

19  -ii 

entitled  to  one  vote  for  each  share  of  stock  held  by  them. 

I  ay  incuts  foi  such  stock  purchased  by  the  Governor  shall 

21 

be  made  out  of  the  revolving  fund  created  by  section  5  (a) 

of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  pro- 

23 

ceeds  from  the  retirement  of  any  such  stock  shall  be  paid 

24 

into  such  revolving  fund.” 

^5 

Sec.  108.  Section  601  of  the  Department  of  Agriculture 
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Organic  Act  of  1944,  as  amended,  is  hereby  amended  ( 1 )  by 
striking  from  subsection  (a)  the  words  “production  credit 
corporations,”,  wherever  they  appear  therein,  and  the  word 
“corporations,” ;  (2)  by  striking  from  subsection  (b)  the 
words  “the  Federal  intermediate  credit  banks,  and  the  pro¬ 
duction  credit  corporations”  and  substituting  in  lieu  thereof 
the  words  “and  the  Federal  intermediate  credit  banks”;  and 
(3)  by  striking  from  subsections  (b)  and  (c)  the  words 
“and  corporation”,  “and  corporations”,  and  “corporation,”, 
wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United 
States  Code,  are  hereby  amended  by  striking  from  each  such 
section  the  words  “or  in  which  a  production  credit  corpora¬ 
tion  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control 
Act,  as  amended,  is  amended  (1)  by  striking  from  section 
101  the  words  “Federal  Intermediate  Credit  Banks;  Produc¬ 
tion  Credit  Corporations;”;  (2)  by  inserting  in  section  201 
immediately  following  “(3)”  the  words' “Federal  Inter¬ 
mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 
section  201  to  “(5)”;  and  (4)  by  striking  from  sections 
302  and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this.  Act,  the  Federal 
intermediate  credit  banks  may  utilize  their  funds  for  adminis- 
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1  trative  expenses  without  regard  to  the  limitations  contained 

2  m  any  other  Act  of  Congress  governing  the  expenditure  of 

3  appropriated  funds. 

4  (c)  Paragraph  Seventh  of  section  5136  of  the  Revised 

5  Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 

6  to  the  last  sentence  immediately  before  the  words  “Federal 

7  Home  Loan  Banks  ,  the  words  “thirteen  banks  for  coopera- 

8  fives  or  any  of  them  or  the”;  and  (2)  by  changing  the  last 

9  sentence  to  read  as  follows :  “The  limitations  and  restrictions 

10  herein  contained  as  to  dealing  in  and  underwriting  investment 

11  securities  shall  not  apply  to  obligations  issued  by  the  Inter- 

12  national  Bank  for  Reconstruction  and  Development  which 

13  are  at  the  time  eligible  for  purchase  by  a  national  bank  for 

14  its  own  account:  Provided ,  That  no  association  shall  hold 

15  obligations  issued  by  said  bank  as  a  result  of  underwriting, 

16  dealing,  or  purchasing  for  its  own  account  (and  for  this  pur- 
II  pose  obligations  as  to  which  it  is  under  commitment  shall  be 

18  deemed  to  be  held  by  it)  in  a  total  amount  exceeding  at  any 

19  one  time  10  per  centum  of  its  capital  stock  actually  paid  in 

-0  and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus 
21  fund.” 

Sec.  202.  (a)  This  Act  shall  become  effective  on  Janu- 
23  ary  1  next  following  its  enactment. 

^  ( k )  F°r  purposes  of  applying  the  amendment  in  section 

2°  103  of  ^is  Act,  that  part  of  the  fiscal  year  1957  preceding 
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1  the  effective  date  of  this  Act  shall  be  deemed  to  be  a  separate 

2  fiscal  year. 

3  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  appli- 

4  cation  thereof  to  any  person  or  circumstance,  is  held  invalid, 

5  the  remainder  of  the  Act,  and  the  application  of  such  pro- 

6  visions  to  other  persons  or  circumstances,  shall  not  be  affected 

7  thereby. 

8  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 


9  hereby  expressly  reserved. 
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HIGHLIGHTS:  House  passed  rcaXbill-  House  committee  reported  Commerce  Department 
appropriation  bill.  House  subcommittee  ordered  reported  Federal  intermediate  credit 
bank  bill.  Reps,  Cooley  and  PoageVintroduced  farm  bills. 


[  j 


/  H9USE 

1.  ROADS,  Passed,  388  to  19,  i&th  amendments  H.  R,  10660,  the  road  bill  (pp*  6132- 
76,  6177-8).  Agreed  to  amendments  to  maintain  the  status  quo  of  certain  con¬ 
tracts  between  the  States  and  the  utilities  located  within  the  States  (p»  6139); 
provide  for  the  submission  of  reports  on  highway  construction  by  the  Secretary 
of  Commerce  to  the  whole  Congress,  rather  than  the  PublicNRorks  Committee  (pp, 
6165-6)$  incorporate  a  statement  of  desirability  of  insuring  small  business 
participation  irycontracts  relating  to  the  bill  (pp  6165-6)$  "and  rejected  amend¬ 
ments  to  provide  State  authority  in  the  determination  of  prevailing  wage  rates 
(pp.  61 39-60 )jr  delete  provisions  making  Federal  funds  available  kor  reimburse¬ 
ment  to  States  for  relocating  utility  facilities  (pp.  6U6U—9 ) 5  plaqe  a  maximum 
ceiling  ofAo%  of  total  cost  of  relocating  utilities  that  may  be  charged  to 
Federal  funds  (pp,  616l-l)$  and  provide  '500,000  for  a  3  vear  highway\^afty 
study  (pjp,  6168-70) ,  (For  provisions  of  interest  to  this  Department,  see  Digest 
66.) 


APPROPRIATIONS,  The  Appropriations  Committee  reported  without  amendment  H. 

;899,  the  Commeroe  Department  appropx*iation  bill  for  1?57  (H.  Rept,  207o), 
'p*  6183 


-2- 


3*  TEXTILE 


cerl 


IMPORTS.  Rep.  Lanham  discussed  the  effect  which  the  importation  of 
in  textiles  and  apparel  was  having  on  the  domestic  textile  industry,  ar 
adoption  of  a  quota  provision  on  textile  imports,  p.  6U79 


urged\the 

lu  FLOOD  COJ^TROL.  received  from  the  Army  Corps  of  Engineers  a  report  on  a 

survey  ofSrivers  and  harbors  in  Alaska,  for  purposes  of  flood  control  hydro¬ 
electric  power,  and  other  water  facilities  (H.  "  oc.  390);  to  the  Publ  Works 
Committee .  6583 


5.  FARM  LOANS.  The  Conservation  and  Credit  Subcommittee  of  the  Agriculture  Com¬ 

mittee  ordered  reported  to  the  full  committee  with  amendment  H.  E.  10285,  re¬ 
lating  to  the  merging  of  production  credit  ccr pi  rations  in  Federal  inter¬ 
mediate  credit  banks,  the  retirement  of  Government  capital  in  Federal  inter¬ 
mediate  credit  banks,  and  to  orovide  for  the  supervision  of  production  credit 
associations . 

6,  LEGISLATIVE  PROGRAM.  RepVKcCormack  announced  the  following  program  for  this 

week  (April  30  through  l.avvJj):  Mon.,  the  NATO  conference  resolution;  ^ues., 
the  Private  Calendar  and  thkrrral  libraries  bill;  red.,  Thurs,,  Fri,,  and 
Sat.,  the  Commerce  Department  appropriation  bill  foi/ 1957  and  the  D,  C,  trans¬ 
portation  system  bill.  The  Majority  Leader  did  nop  announce  any  scheduled  con-< 
sideration  of  farm  legislation  .\p.  61±7U 

7.  ADJOURNED  until  Mon.,  Apr.  30.  p.  ^79 

SENATE 

8,  FOREIGN  AFFAIRS,  Sen,  Horse  inserted  correspondence  and  a  pamphlet  received 

from  James  P.  Marburg,  a  N.  Y.  f  inane ieigjh  on  the  subject  of  American  foreign 
policy,  which  includes  comments  on  th e/a c clamp  1  i s hme n t s  of  FaO,  a  discussion 
of  the  problems  of  food  surpluses,  trade  barriers,  price  supports,  food  con¬ 
sumption,  farm  prices  and  farm  income,  and  criticism  of  our  present  farm 
policies  (p.  633U,  U-26-56).  /  \ 

ITEMS  IN  APPENDIX 

9*  FAMILY  FARM.  Extension  of  remarks  of  Rep.  Patman  asking  "what  are  the  reasons 
for  big  farms  getting  bigger  and  small  farms  getting  'emaller?"  and  inserting 
Prof,  Gaffney’s,  N,  C,  Sta/e  College,  article  summing  \p  the  recent  transform¬ 
ations  in  farm  holdings  and  pointing  out  the  portentous\.mpact  of  these  trans¬ 
formations,  p,  A3531 

10.  FARM  PROGRAM,  Rep.  Hj/id  inserted  a  newspaper  article,  "An  Exemplary  Display  of 

Honesty  and  Couragey"  commending  the  President's  veto  of  the  \arm  bill,  p 
A3U33 . 

Pep.  Harden  yftserted.  an  article  criticizing  the  farm  bill  a^\it  passed  the 
House .  p .  A3U3 

Rep.  UcVev/inserted  excerpts  from  several  newspapers  showing  thpir  reactions 
to  the  President's  veto  of  the  farm  bill.  p.  A35U8 

11,  DAIRY  INDUSTRY.  Rep,  Smith,  Mis,,  inserted  a  newspaper  article  which  p\j.nts  out 

that  the /Pure  Milk  Products  Cooperative,  of  Fond  DuLac,  Wis,,  was  "grea 
pleased/  with  the  recent  increase  in  price  supports  for  the  dairy  farmer «\  p, 
A3U38 

[tension  01  remarks  of  Rep,  Bow  stating  that  "members  of  the  Ohio  dele^atio: 
are/gratified  by  the  prompt  action  of  the  Department  of  Agriculture  in  accept^ig 
our  suggestion  for  an  immediate  increase  in  the  farmer's  class  I  milk  price". 
pC  A3hhtt 
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HIGHLIGHTS:  Conferees  agreed  to  report  on  sugar  bil}5.  House  passed  agricultural 
appropriation  bill.  Sen.  Horse  introduced  and  disoussed  bill  to  provide  assistance 
for  disaster*  stricken  orchards.  Rep,  Reece  commended  Department's  rural  develop¬ 
ment  program.  House  committee  reported  bill  to/merge  intermediate  credit  banks  and 
PCA's* 


"SENATE 

1,  ELECTRIFICATION,  .Began  debate i  an  S.  1823,  to^authorize  the  construction  of 
works  of  improvement  in  the  Niagara  River  for  ppwer  and  other  purposes,  pp. 
7196,  7234,  7240,  7241 


2.  NOMINATION  of  Sam  H.  Bob.fi 
p.  7185 


to  the  Federal  Farm  Credit.  Board  was  confirmed. 


3.  WHEAT,  Sen.  Neuberger  commended  the  efforts  of  the  Oregon^;. he  at  Growers  League 
to  advertise  ourywheat  in  foreign  countries,  p.  7200 

4«  ALASKA  STATEHOOD.  Sen.  Neuberger  inserted  articles  on  Alaska 'Xrecent  efforts 
to  attain  statehood,  p.  7201 

5.  FOREIGN  TRADE.  Sen.  Beall  inserted  a  magazine  article  and  a  letterNf^rom  Gov. 
McKeldin  criticizing  the  present  tariff  rate  on  watches,  p.  7202 

Sen.  Humphrey  inserted  and  discussed  an  economic  analysis  of  the  'effects 
of  foreign  trade  on  Finn.  p.  72C6 


HOUSE 


AGRICULTURAL  APPROPRIATIONS.  Passed  without  amendment  H.  R,  11177,  the  agricul¬ 
tural  appropriation  bill.  pp.  7261,  7284 


:AL  DEVELOPMENT.  Rep.  Reece  commended  this  Department’s  rural  development 
igram  in  certain  counties  in  Tenn.  and  urged  that  appropriations  for /this 
program  should  reflect  the  full  request  of  USDA.  p.  7255 


8.  FAR*1  LOANS.  The  Agriculture  Committee  reported  with  amendment  H.  R.  10285,  to 
merge  production  credit  corporations  and  Federal  intermediate  credit  banks,  to 
provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit 
banks,  and  to  provide  for  supervision  of  production  credit  associations £H.  Rept, 

2 160 ) . 


9.  PERSONNEL.  The  'Post  Office  and  Civil  Service  Committee  reported  without  amend¬ 
ment  S.  3315,  to'' amend  Sec.  5  of  the  Civil  Service  Retirement  Act  regarding 
death  benefits  (H/\£ept.  2153);  H.  R.  10368,  to  require  tftatTany  agency  of  the 
Executive  Branch,  requesting  expanded  functions  or  programs,  shall  submit  a 
statement  containing  "information  as  to  the  number  of  civilian  officers  and 
employees  required  to  darry  out  the  additional  or  expanded  functions  (H.  Rept. 
2155);  and  S.  3237,  to  provide  for  continuance  of  life  insurance  coverage  under 
the  Federal  Employees1  Grid^p  Life  Insurance  Act  in /the  case  of  employees 
receiving  benefits  under  thfe  Federal  Employees*  Compensation  Act  (H.  Rept, 
2158).  p.  7284  \ 

This  Committee  reported  with  amendment  F. 
super  grade  positions  with  scientific  or  p: 

Departments  of  Defense,  Interior, \and  Commer 


11040,  to  provide  for  certain 
ional  qualifications  in  the 
(H.  Rept.  2161).  p.  7285 


10.  ATOMIC  ENERGY-.  Rep.  Bass  urged  further  development  of  atomic  energy  for 

peaceful  purposes,  p.  7256  \ 

11.  TAXATION.  House  conferees  were  appointed^on  H.  R.  6143,  relating  to  certain 

tax  provisions  on  the  transportation/ of  poultry  and  the  sale  of  livestock  on 
account  of  drought,  p.  7252  (Senate  conferees  have  not  yet  been  appointed.) 

12.  SUPPLEMENTAL  APPROPRIATION  BILL;  LEGISLATIVE  PROGRAM.  The  Majority  Leader 

announced  that  this  bill,  H.  R^/l00C4,  is  to  be\considered  Wed.^-May  16. 
p.  7254 


\ 


13.  SUGAR.  On  May  12  the  conferees  agreed  to  file  a  repdpt  on  H.  R.  7030,  the 
sugar  bill.  The  "Daily  Digest"  includes  the  following  statement* 

"There  were  three  main  points  of  difference  betweeii  the  House  and  Senate 
bills,  namely,  the  length  of  the  extension,  the  percentage  of  increased  demand 
in  the  United  States  allocated  to  foreign  and  to  domestic  producers,  and  the 
division  of  the  foreign  shares  among  the  producing  countrie 

"1.  The  Senate/conferees  receded  on  the  length  of  the  sponsion  and 
adopted  the  4-year/ period  in  the  House  bill  rather  than  the  6  y^ars  as  passed 
by  the  Senate. 

"2.  The  Hoyfee  conferees  receded  on  the  percentage  allocated  to  foreign 
and  domestic  producers  and  adopted  the  Senate  formula  of  55  percent\of  the 
increase  to  domestic  producers  and  45  percent  to  foreign  suppliers.  \Fhe  House 
bill  would  have  divided  the  increase  50  percent  to  each. 

"3.  A/compromise  was  worked  out  on  the  share  allocated  to  each  for^gn 
supplier  on  the  basis  of  percentage  of  total  sugar  shipments  to  the  Unite 
States  by  Cuba  and  all  the  full-duty  countries.  The  following  table  compares 
House  and  Senate  bills  and  shows  the  compromise  agreed  upon  by  the  conferees'! 
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May  14,  1956. — Committed  to  the  Committee  of  the  Whole  House  on  the  State 
<-  the  Union  and  ordered  to  he  printed 


lr.  Cooley,  from  the  Committee  on  Agriculture,  submitted  the 

following 


REPORT 

[To  accompany  H.  R.  10285] 


The  Committee  on  Agriculture,  to  whom  was  referred  the  bill 
(H.  R.  10285)  to  merge  production  credit  corporations  in  Federal 
intermediate  credit  banks;  to  provide  for  retirement  of  Government 
capital  in  Federal  intermediate  credit  banks;  to  provide  for  super¬ 
vision  of  production  credit  associations;  and  for  other  purposes, 
having  considered  the  same,  report  favorably7  thereon  with  amend¬ 
ments  and  recommend  that  the  bill  do  pass. 

The  amendments  are  as  follows: 

Page  2,  line  1,  strike  out  “farmer  ownership”  and  insert: 

increased  farmer  participation  in  the  management,  control, 
and  ownership. 

*  Page  3,  lines  4  and  5,  strike  out  “to  be  held  by’  him  on  behalf  of 
the  United  States,”. 

Page  12,  lines  16  through  25,  strike  out  the  sentence  beginning  on 
line  16  and  substitute  the  following: 

In  the  case  of  liquidation  or  dissolution  of  any  Federal 
intermediate  credit  bank,  after  payment  or  retirement,  as 
the  case  may  be,  first,  of  all  liabilities;  second,  of  all  class  A 
stock  at  par;  third,  of  all  class  B  stock  at  par  and  all  partici¬ 
pation  certificates  at  face  amount;  any  remaining  assets  of  the 
bank  shall  be  distributed  as  provided  in  this  subsection.  Any 
of  the  surplus  established  pursuant  to  subsection  (a)  of  this 
section  (excluding  that  transferred  from  the  production  credit 
corporation  of  the  district)  which  the  Farm  Credit  Admin¬ 
istration  determines  was  contributed  by  financing  institu¬ 
tions,  other  than  the  production  credit  associations,  redis- 
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counting  with  or  borrowing  from  the  bank  on  the  effective 
date  of  the  Farm  Credit  Act  of  1956  shall  be  paid  to  such 
institutions,  or  their  successors  in  interest  as  determined  by 
the  Farm  Credit  Administration,  and  the  remaining  por¬ 
tion  of  such  surplus  (including  that  transferred  from  the 
production  credit  corporation  of  the  district)  shall  be  paid 
to  the  holders  of  class  A  and  class  B  stock  pro  rata.  Tlie 
contribution  of  each  such  financing  institution  under  the 
preceding  sentence  shall  be  computed  on  the  basis  of  the 
ratio  of  its  patronage  to  the  total  patronage  of  the  bank 
from  the  date  of  organization  of  the  bank  to  the  effective 
date  of  the  Farm  Credit  Act  of  1956.  Any  assets  of  the  bank 
then  remaining  shall  be  distributed  to  the  holders  of  class  B 
stock  and  the  holders  of  participation  certificates  pro  rata. 

Page  14,  line  25,  strike  out  “  ‘seven’  ”  and  insert  “  ‘five’  ”. 

Pagel5,  lines  10  and  11,  strike  out  all  of  subsection  (e). 

Page  15,  line  12,  strike  out  “(f)”  and  insert  “(e)”.  (~ 

Page  15,  following  line  17,  insert  the  following: 

(f)  Section  203  of  the  Federal  Farm  Loan  Act,  as  amended, 
is  amended  (i)  by  inserting  in  subsection  (a)  thereof,  after 
the  words  “outstanding  consolidated  debentures”  the  words 
“or  other  similar  obligations”;  and  (ii)  by  inserting  in 
subsections  (d)  and  (e)  thereof,  after  the  word  “debentures” 
wherever  used  therein,  except  in  the  last  sentence  of  sub¬ 
section  (d),  the  words  “or  other  similar  obligations”. 

Page  17,  beginning  on  line  8,  insert  a  period  after  “Act”  and 
strike  out  the  rest  of  the  sentence. 

Page  18,  line  12,  strike  out  “borrowers”  and  insert  “borrowers.” 

Page  18,  line  13,  insert  “and”  after  the  semicolon. 

Page  18,  lines  15  through  22,  strike  out  the  semicolon  on  line  15, 
insert  a  period,  and  strike  out  the  rest  of  the  sentence. 

Statement 

Section  2  of  the  Farm  Credit  Act  of  1953  (Public  Law  202,  83d 
Cong.,  approved  August  6,  1953)  states  that  it  is  the  policy  of  the® 
Congress  “to  encourage  and  facilitate  increased  borrower  participa¬ 
tion  in  the  management,  control,  and  ultimate  ownership  of  the  per¬ 
manent  system  of  agricultural  credit  made  available  through  institu¬ 
tions  operating  under  the  supervision  of  the  Farm  Credit  Adminis¬ 
tration.”  That  section  also  requires  the  Federal  Farm  Credit  Board, 
established  under  the  provisions  of  that  act,  to  make  legislative 
recommendations  for  carrying  that  policy  into  effect,  including  means 
of  increasing  borrower  participation  in  the  ownership  of  the  Federal 
Farm  Credit  System  to  the  end  that  the  investment  of  the  United 
States  in  the  Federal  intermediate  credit  banks,  the  production  credit 
corporations  and  the  banks  for  cooperatives  may  be  retired. 

Pursuant  to  the  obligation  imposed  upon  it  by  the  1953  act,  the 
Federal  Farm  Credit  Board  made  recommendations  in  December  1954 
relating  primarily  to  the  banks  for  cooperatives  and  the  production 
credit  corporations.  The  Farm  Credit  Act  of  1955  (Public  Law  347, 
84th  Cong.,  approved  August  11,  1955)  contained  the  recommenda¬ 
tions  of  the  Federal  Board  with  respect  to  the  banks  for  cooperatives. 
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The  recommendations  of  the  Board  with  respect  to  the  production 
credit  corporations  were  not  enacted  because  objections  voiced  at  the 
hearings  indicated  that  the  matter  needed  further  study.  In  addi¬ 
tion,  the  Federal  Board  had  made  no  recommendation  concerning 
the  retirement  of  the  Government  capital  in  the  Federal  intermediate 
credit  banks  and  the  committee  thought  it  advisable  to  consider 
legislation  for  retirement  of  Government  capital  in  both  the  corpora¬ 
tions  and  the  credit  banks  at  the  same  time.  Accordingly,  the  com¬ 
mittee  requested  the  Federal  Board  to  give  further  study  to  the 
short-term  credit  institutions  and  to  make  new  recommendations  at 
the  second  session  of  this  Congress. 

The  recommendations  of  the  Federal  Board  relating  to  the  produc¬ 
tion  credit  corporations  and  the  Federal  intermediate  credit  banks  were 
submitted  to  the  Congress  on  March  16,  1956.  H.  R.  10285,  reported 
herewith,  embodies  these  recommendations  of  the  Federal  Board. 

At  the  hearings  on  the  bill  numerous  witnesses,  including  representa¬ 
tives  of  the  major  farm  organizations,  appeared  in  support  of  the 
measure,  although  one  farm  organization  suggested  an  amendment 
and  another,  while  not  endorsing  any  bill,  favored  legislation  to  provide 
for  completing  the  “mutualization”  of  the  Farm  Credit  System  and 
the  retirement  of  the  remaining  Government  capital  therein.  The 
amendment  suggested  by  the  farm  organization  would  have  permitted 
other  financing  institutions  (usually  referred  to  in  this  report  as 
“OFI's”)  organized  and  operated  on  a  cooperative  basis  to  partici¬ 
pate  in  the  purchase  of  the  banks. 

Representatives  of  financing  institutions,  other  than  the  production 
credit  associations,  rediscounting  with  and  borrowing  from  the  inter¬ 
mediate  credit  banks  were  generally  opposed  to  the  bill.  These 
institutions  (the  OFI’s)  were  opposed  to  any  legislation  which  would 
convert  the  intermediate  credit  banks  to  farmer  ownership.  They 
would  prefer  to  see  the  banks  continue  wholly  Government  owned. 
It  was  the  position  of  some,  however,  that  if  the  Congress  felt  com¬ 
pelled  to  enact  legislation,  the  OFI’s  should  be  afforded  the  opportunity 
to  participate  in  the  purchase  and  operation  of  the  credit  banks  on  the 
same  basis  as  the  production  credit  associations.  Other  OFI’s  stated 
that  if  legislation  must  be  passed,  it  should  provide  for  the  retirement 
V  Government  capital  in  the  banks  out  of  earnings  and  that  upon 
retirement  of  all  Government  held  stock,  the  credit  banks  should 
become  nonstock  “public  trusts”  supervised  by  the  Farm  Credit 
Administration  and  operated  in  the  interest  of  all  users  of  the  banks. 

Except  for  the  OFI’s,  only  three  witnesses  appeared  in  opposition  to 
the  bill,  and  their  objections  were  concerned  as  much  with  the  timing 
of  the  legislation  as  with  its  content.  One  of  the  witnesses  requested 
merely  that  the  effective  date  of  the  legislation  be  delayed  for  an 
extended  period  beyond  that  proposed  in  the  bill. 

With  one  exception,  the  committee  made  only  minor  changes  in  the 
bill.  These  changes  will  be  discussed  in  more  detail  in  the  report. 

Federal  Farm  Credit  System 

There  are  in  each  of  the  12  farm  credit  districts  a  Federal  land  bank, 
a  Federal  intermediate  credit  bank,  a  production  credit  corporation, 
and  a  bank  for  cooperatives.  There  is  a  Central  Bank  for  Coopera¬ 
tives  located  in  the  District  of  Columbia.  Each  district  has  a  district 
farm  credit  board  which  also  serves  as  the  board  of  directors  of  each 
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of  tlxe  four  district  institutions.  Each  district  farm  credit  board  con¬ 
sists  of  7  members,  2  elected  by  the  national  farm  loan  associations  of 
the  district,  2  by  the  production  credit  associations  of  the  district, 

1  by  the  cooperative  associations  which  hold  voting  stock  in  the  dis¬ 
trict  bank  for  cooperatives,  and  2  appointed  by  the  Governor  of  the 
Farm  Credit  Administration. 

The  Federal  land  banks  provide  farmers  and  ranchers  with  long-term 
credit  on  farm  real  estate  through  approximately  1,100  national  farm 
loan  associations.  The  Federal  intermediate  credit  banks  discount- 
agricultural  paper  for  and  make  loans  to  production  credit  associations 
and  other  financing  institutions  (OFI’s)  which  make  short-and  inter¬ 
mediate-term  loans  to  farmers  and  ranchers.  The  production  credit 
corporations  are  not  themselves  engaged  in  making  loans  but  supervise 
the  production  credit  associations.  The  banks  for  cooperatives  extend 
credit  to  farmers’  cooperative  marketing,  purchasing,  and  service 
cooperatives. 

The  cooperative  Federal  Farm  Credit  System  provides  qualifiecF? 
farmers  with  credit  on  a  sound  basis  adapted  to  their  needs  and  at--- 
interest  rates  based  on  the  cost  of  money  in  the  market  plus  the  cost 
of  operating  the  system,  including  provision  for  adequate  reserves. 
Funds  which  are  loaned  by  the  farm  credit  institutions  are  obtained 
largely  from  the  sale  of  bonds  and  debentures  to  the  investing  public. 

Each  borrower  from  a  Federal  land  bank  is  required  to  become  a 
member  of  the  national  farm  loan  association  through  which  the  loan 
is  made.  The  association  is  a  farmer-owned  cooperative  organization 
chartered  and  supervised  by  the  Farm  Credit  Administration.  The 
borrower  purchases  capital  stock  of  the  association  in  an  amount  equal 
to  5  percent  of  the  amount  of  his  loan  and  the  association  is  required 
to  purchase  an  equal  amount  of  stock  in  the  Federal  land  bank  of  the 
district.  Farmer  members  own  all  the  capital  stock  of  each  of  the 
approximately  1,100  national  farm  loan  associations;  and  the  asso¬ 
ciations,  in  turn,  own  all  of  the  capital  stock  of  the  Federal  land  banks. 
The  Federal  land  bank  system  is  completely  farmer-owned  and  has 
been  since  1947  when  the  last  of  the  Government  capital  was  retired. 

The  production  credit  associations  are  cooperative  organizations 
chartered  by  the  Farm  Credit  Administration  and  supervised  by  the 
production  credit  corporations  and  the  Farm  Credit  Administration 
Each  borrower  from  a  production  credit  association  is  required  to  own- 
class  B  (voting)  stock  in  the  association  in  an  amount  equal  to  5 
percent  of  the  amount  of  the  loan.  The  amount  of  class  A  (nonvoting) 
stock  of  the  associations  originally^  owned  by  the  production  credit 
corporations  has  been  reduced  from  a  peak  of  $90  million  to  about 
$2.2  million  and  440  of  the  498  associations  are  now  entirely  farmer- 
owned.  Many  members  of  the  associations  also  own  substantial 
amounts  of  class  A  stock.  The  production  credit  associations  are, 
therefore,  rapidly  becoming  wholly  farmer-owned. 

Under  the  provisions  of  the  Farm  Credit  Act  of  1955,  enacted 
during  the  1st  session  of  the  84tli  Congress,  each  borrower  from  a 
bank  for  cooperatives  is  required  to  purchase  each  quarter  class  C 
(voting)  stock  in  the  bank  in  an  amount  related  to  the  quarterly 
interest  payable  on  its  loans  (from  10  to  25  percent  as  determined  by 
the  bank  with  the  approval  of  the  Farm  Credit  Administration). 
The  annual  net  earnings  of  the  banks,  after  reserves,  dividends  on 
class  B  (investment)  stock,  and  franchise  taxes  are  provided  for,  are 
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required  to  be  distributed  in  class  C  stock  to  borrowing  cooperatives. 
Class  A  (Government-owned)  stock  of  the  banks  is  required  to  be 
retired  each  year  in  a  minimum  amount  equal  to  the  amount  of  class 
C  stock  issued  for  that  year.  Over  a  reasonable  period  of  years  it  is 
expected  that  funds  from  the  interest  “override”  and  from  net  earnings 
will  enable  the  banks  to  retire  all  class  A  stock  now  owned  by  the 
United  States. 

Two  farm  credit  institutions — the  production  credit  corporations 
and  Federal  intermediate  credit  banks— have  always  been  and  still  are 
wholly  Government-owned.  Present  law  does  not  provide  any 
means  of  converting  either  of  them  to  farmer-owned  institutions. 
H.  R.  10285  would  provide  such  means  and  thus  make  it  possible  to 
complete  the  job  of  converting  all  institutions  supervised  by  the 
Farm  Credit  Administration  to  wholly  farmer-owned  institutions. 

Federal  Intermediate  Credit  Banks 

\  The  Federal  intermediate  credit  banks  were  established  in  1923  with 
■'an  initial  authorized  capital  of  $5  million  for  each  bank  subscribed  by 
the  United  States.  Additional  capital  for  the  credit  banks  was  pro¬ 
vided  by  an  act  of  Congress  approved  January  31,  1934  (48  Stat.  348). 
That  act  made  available  to  the  Farm  Credit  Administration  a  revolv¬ 
ing  fund  of  $40  million  and  authorized  the  Governor,  with  the  ap¬ 
proval  of  the  Secretary  of  the  Treasury,  to  subscribe  for  and  to  pay  in 
such  additional  capital  and  paid-in  surplus  as  he  deemed  necessary  to 
enable  the  credit  banks  to  meet  the  needs  of  eligible  borrowers.  As  of 
December  31 ,  1955',  the  Government’s  capital  investment  in  the  banks 
was  $62.4  million,  consisting  cf  the  original  $60  million  of  capital  stock 
and  $2.4  million  of  paid-in  surplus,  leaving  $37.6  million  in  the  revolv¬ 
ing  fund  available  for  further  investment  in  the  banks. 

The  credit  banks  were  established  to  provide  agriculture  with  a 
permanent,  stable,  and  dependable  source  of  short-and  intermediate- 
term  agricultural  credit.  They  serve  as  banks  of  discount  and  not  as 
direct  lending  banks.  They  were  authorized  initially  to  discount 
agricultural  paper  for  a  number  of  different  kinds  of  private  lending 
agencies  and  later  were  also  authorized  to  discount  such  paper  for  the 

> production  credit  associations  organized  under  the  Farm  Credit  Act 
of  1 933.  Thus  the  banks  make  no  loans  direct  to  farmers  and  ranchers 
but  instead  finance  the  production  credit  associations  and  the  OFI’s 
which  make  such  direct  loans.  In  addition,  the  banks  are  authorized 
to  make  loans  to  and  discount  paper  for  the  banks  for  cooperatives 
and  to  make  certain  types  of  direct  loans  to  farmers’  cooperative 
associations. 

As  a  result  of  the  growth  and  development  of  the  production  credit 
system  supervised  by  the  Farm  Credit  Administration,  the  major  part 
of  the  credit  business  of  the  banks  is  now  done  with  the  production 
credit  associations.  During  the  fiscal  year  1955  about  88  percent  of 
the  banks’  average  daily  balances  of  loans  and  discounts  was  account  ed 
for  by  the  production  credit  associations.  Among  the  districts  this 
percentage  ranged  from  66  to  96  percent. 

Most  of  the  OFI’s  doing  business  with  the  credit  banks  are  State- 
chartered,  privately  capitalized  agricultural  credit  corporations  and 
livestock  loan  companies,  together  with  a  few  commercial  banks. 

The  credit  banks  finance  their  lending  operations  primarily  through 
the  issuance  and  sale  to  the  investing  public  of  consolidated  collateral 
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trust  debentures  and  by  direct  borrowings  from  commercial  banks. 
The  United  States  assumes  no  liability  for  the  debentures  or  other 
obligations  of  the  credit  banks. 

Production  Credit  Corporations 

The  production  credit  corporations  organized  under  the  Farm 
Credit  Act  of  1933,  like  the  Federal  intermediate  credit  banks,  are 
wholly  owned  Government  corporations.  A  revolving  fund  of  $120 
million  was  used  to  capitalize  these  corporations.  As  of  December  31, 
1955,  the  amount  of  stock  of  the  corporations  held  by  the  United 
States  amounted  to  $31,350,000  and  the  earned  surplus  and  reserves 
of  the  corporations  amounted  to  approximately  $13,500,000.  There 
remains  in  the  revolving  fund  $58,650,000  for  future  subscriptions  to 
stock  of  the  corporations,  $30  million  having  been  returned  in  1949 
from  the  revolving  fund  to  the  general  fund  of  the  Treasury. 

The  production  credit  corporations  provide  service  to  and  supervise 
the  production  credit  associations.  They  prescribe  general  loanU 
policies  for  the  associations  and  guide  them  in  the  application  of  sound 
credit  principles.  The  corporations  make  credit  examinations  of 
outstanding  loans  on  behalf  of  the  Governor  and  review  lending  and 
collection  policies  of  the  associations.  The  corporations  supplement 
the  capital  of  production  credit  associations  when  necessary  and 
appropriate.  They  also  see  that  the  associations  return  the  corpora¬ 
tion-owned  capital  as  rapidly  as  conditions  will  permit.  The  corpora¬ 
tions  prescribe  or  approve  interest  rates  charged  by  the  associations. 
They  approve  the  compensation  of  association  personnel  and  generally 
guide  the  associations  in  the  conduct  of  their  business. 

Production  Credit  Associations 

The  production  credit  associations  are  federally  chartered  corpora¬ 
tions  which  make  short-  and  intermediate-term  loans  to  farmers  and 
ranchers  within  designated  areas.  Like  the  production  credit  corpora¬ 
tions,  the  associations  were  organized  under  the  Farm  Credit  Act  of 
1933.  Each  production  credit  association  has  two  classes  of  stock — - 
class  A  (nonvoting)  which  may  be  issued  to  a  production  credit  cor¬ 
poration  or  to  farmer  members  and  other  investors,  and  class  B/ 
(voting)  stock  which  may  be  issued  only  to  member  borrowers.  The  ._ 
associations  are  also  authorized  under  conditions  stated  in  the  Farm 
Credit  Act  of  1953  to  issue  class  C  stock  but  so  far  none  has  been  issued. 

The  production  credit  corporations  furnished  almost  all  of  the  initial 
capital  of  the  production  credit  associations  through  the  purchase  of 
class  A  stock.  Over  the  years,  farmers  have  purchased  substantial 
amounts  of  class  A  stock  in  their  associations.  Through  purchases 
of  stock  and  the  building  up  of  reserves  and  earned  surplus,  the 
associations  have  been  able  to  retire  most  of  the  $90  million  of  capital 
stock  once  held  by  the  production  credit  corporations.  As  of  Decem¬ 
ber  31,  1955,  less  than  $2.2  million  of  the  capital  stock  of  the  associa¬ 
tions  was  owned  by  the  production  credit  corporations  and  440  of  the 
498  associations  are  now  entirely  member  owned. 
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Committee  Amendments 


With  the  exception  of  perfecting  and  clarifying  amendments,  the 
following  is  an  explanation  of  the  committee  amendments  to  the  bill : 

Section  103 

This  section  amends  section  206  of  the  Federal  Farm  Loan  Act,  as 
amended,  to  provide  a  new  method  of  distribution  of  the  net  earnings 
of  the  Federal  intermediate  credit  banks.  This  section  also  adds  a 
new  provision  relating  to  the  distribution  of  the  assets  of  the  banks  in 
the  event  of  their  liquidation.  Under  the  language  of  the  bill  as 
introduced  the  surplus  on  the  banks  of  the  day  of  merger,  amounting 
to  about  $62  million,  would  have  been  paid  to  the  holders  of  class  A 
(Government)  stock  and  the  holders  of  class  B  (production  credit 
association)  stock  pro  rata.  The  amendment  made  by  the  com¬ 
mittee  would  give  those  OFI’s  doing  business  with  the  banks  on  the 
day  of  merger  an  interest  in  such  surplus  (exclusive  of  that  portion 
transferred  from  the  production  credit  corporations)  to  the  extent  that 
uhe  Farm  Credit  Administration  determines  they  have  contributed  to 
it  over  the  period  of  some  33  years  the  banks  have  been  in  business. 
This  interest  of  the  OFI’s  would  be  computed  on  the  basis  of  the  per¬ 
centage  which  their  business  is  of  the  total  volume  of  business  done 
by  the  banks  since  their  organization  in  1923.  Thus,  under  the 
language  of  the  amendment,  the  OFI’s  would  share  proportionately 
in  whatever  amount  of  such  surplus  remains  on  the  day  of  liquidation. 
Since  the  OFI’s  have  contributed  to  building  the  portion  of  the  surplus 
in  question  (amounting  to  about  $50  million),  the  committee  feels 
that  they  are  equitably  entitled  to  share  proportionately  in  whatever 
amount  of  such  surplus  remains  if  and  when  the  banks  are  liquidated. 
The  remaining  portion  of  such  surplus  (including  the  surplus  trans¬ 
ferred  from  the  production  credit  corporations  in  which  the  OFI’s 
would  have  no  interest)  would,  as  under  the  original  language  of  the 
bill,  be  prorated  among  the  holders  of  class  A  and  class  B  stock. 
While  liquidation  of  the  banks  is  not  contemplated  or  foreseeable,  it 
is  necessary  to  provide  for  that  eventuality  in  order  to  resolve  ques¬ 
tions  of  ownership  contemplated  by  the  policy  declaration  of  the  Farm 
Credit  Act  of  1953. 

ection  104 


Under  present  law  the  credit  banks  have  authority  to  discount  paper 
with  maturities  up  to  3  years.  Section  104  (c)  of  the  bill  as  introduced 
would  have  increased  this  limit  to  7  years.  While  some  increase  is 
needed  to  permit  production  credit  associations  and  OFI’s  to  meet  the 
demands  of  farmers  and  ranchers  for  longer  term  loans,  particularly  for 
semicapital  purposes  such  as  purchases  of  heavy  farm  machinery  and 
equipment,  the  committee  believes  that  a  period  of  7  years  is  too  long. 
The  committee  amendment  would  reduce  the  limit  in  the  bill  to  5 
years.  This  change  would  enable  primary  lenders  to  provide  more 
effective  credit  service  in  this  field  to  farmers  and  ranchers. 

The  committee  also  deleted  from  the  bill  section  104  (e)  which  would 
have  repealed  the  prohibition  in  existing  law  against  the  credit  banks, 
without  the  approval  of  the  Farm  Credit  Administration,  discounting 
notes  and  other  obligations  upon  which  the  original  borrower  was 
charged  a  rate  of  interest  exceeding  by  more  than  1 percent  the  dis¬ 
count  rate  of  the  bank.  The  committee  feels  that  this  provision  of  the 
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present  law  should  be  retained  as  a  deterrent  against  excessive  interest 
charges  by  lenders  who  wish  to  avail  themselves  of  the  facilities  of  the 
credit  banks.  While  competition  may  accomplisli  this  objective  under 
normal  conditions,  it  seems  safer  to  retain  this  authority  in  the  Farm 
Credit  Administration. 

Section  105 

Section  105  (i)  of  the  bill  as  introduced  would  have  permitted  the 
production  credit  associations  to  make  loans  to  their  members  secured 
by  agricultural  commodities  stored  in  bonded  warehouses  without  the 
purchase  of  additional  class  B  stock.  This  provision  of  the  bill  is 
contrary  to  the  requirement,  which  was  a  part  of  the  original  law  set¬ 
ting  up  the  production  credit  system,  that  each  borrower  must  own 
class  B  stock  in  an  amount  equal  to  5  percent  of  the  loan.  This 
requirement  is  basic  to  the  system  and  has  been  a  principal  factor 
in  building  the  present  financial  strength  of  the  associations.  The 
committee  has  deleted  this  provision  from  the  bill  because  it  is^ 
thought  that,  in  the  long  run,  the  provision  would  do  more  to  weakenQ 
the  system  than  to  strengthen  it. 

In  regard  to  the  recommendation  by  certain  OFI’s  that  the  bill  be 
amended  to  give  them  the  opportunity  to  participate  in  the  ownership 
and  operation  of  the  banks  on  the  same  basis  as  the  production  credit 
associations,  the  committee  is  of  the  opinion  that  this  would  not  be 
consistent  with  the  policy  with  respect  to  farm  credit  institutions  as 
set  out  in  the  Farm  Credit  Act  of  1953.  The  OFI’s  are,  for  the  most 
part,  organized  and  operated  for  profit  and  are  not  farmer  owned. 
Those  which  are  farmer  owned  are  State-chartered  and  not  federally 
supervised.  The  production  credit  associations,  which  contribute 
nearly  90  percent  of  the  business  of  the  banks,  are  federally  chartered 
and  supervised  and  are  charged  with  a  public  responsibility  as  Federal 
instrumentalities. 

The  Federal  land  banks  became  farmer  owned  several  years  before 
enactment  of  the  1953  act.  Farmer  ownership  of  the  remaining 
district  institutions  was  declared  to  be  a  major  objective  of  that  act. 
The  Farm  Credit  Act  of  1955  provided  the  necessary  legislation  to 
facilitate  farmer  ownership  of  the  banks  for  cooperatives  and  the  bill 
reported  herewith  would  enable  the  remaining  institutions  to^-s 
accomplish  that  objective.  fl 

The  committee  is  satisfied  that  the  proposed  bill  adequately 
protects  the  interest  of  the  OFI’s.  The  declared  policy  and  various 
specific  provisions  of  the  bill  make  it  abundantly  clear  that  the 
facilities  of  the  credit  banks  shall  continue  to  be  available  to  the  OFI’s 
on  the  same  basis  as  the  production  credit  associations  regardless  of 
the  ownership  of  the  banks. 

The  committee  gave  particular  study  to  two  provisions  of  the  bill 
relating  to  personnel  of  the  merged  institutions  (sec.  101  (c))  and 
to  the  retirement  of  class  B  stock  of  the  production  credit  associations 
after  all  Government-owned  stock  is  retired  (sec.  102). 

The  committee  was  assured  bv  officials  of  the  Farm  Credit  Admin¬ 
istration  that  reductions  in  personnel  of  the  production  credit  corpora¬ 
tions  and  the  Federal  intermediate  credit  banks  wrould  be  brought 
about  largely  by  not  filling  existing  vacancies  and  by  normal  retire¬ 
ments  and  resignations.  Under  the  provisions  of  the  bill,  only  a  few* 
of  those  nowr  employed  by  the  corporations  and  the  banks  would  not 
be  retained  by  the  merged  institutions.  It  should  be  remembered  also 
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that  under  the  provisions  of  the  bill  decisions  on  personnel  matters 
would  rest  with  the  local  board  of  directors  in  each  district  which  could 
be  expected  to  deal  with  personnel  in  an  understanding  and 
sympathetic  manner. 

Some  fear  was  expressed  at  the  hearings  that  the  bill  might  permit 
the  banks,  after  all  Government-held  stock  has  been  retired,  to  retire 
all  class  B  stock  and  thereby  convert  the  banks  into  nonstock  public 
trust  institutions.  It  is  the  opinion  of  the  committee,  however,  that 
under  the  provisions  of  the  bill  such  action  could  not  be  taken  consist¬ 
ent  with  the  declared  policy  of  the  legislation  to  facilitate  farmer 
ownership  of  the  credit  banks.  It  is  the  intent  of  the  legislation  to 
convert  these  banks  into  farmer-owned  institutions  and  it  would  be 
necessary  at  all  times  to  have  class  B  stock  outstanding  in  order  to 
accomplish  that  objective.  The  committee,  therefore,  felt  that  no 
amendment  was  needed  in  this  respect  and  that  the  provisions  of  the 
bill  as  reported  preclude  any  action  on  the  part  of  the  banks  or  the 
Farm  Credit  Administration  to  retire  completely  all  class  B  stock. 


Analysis  of  the  Bill 

Short  title 

Section  1  provides  that  the  short  title  of  the  bill  shall  be  the  “Farm 
Credit  Act  of  1956.” 


Declaration  of  'policy  (sec.  2) 

Section  2  contains  a  statement  of  policy  with  respect  to  the  proposed 
bill  with  major  emphasis  upon  the  continued  growth  and  development 
oi  the  production  credit  associations.  1  lie  express  policy  would  be  to 
give  maximum  authority  to  the  production  credit  associations  to 
determine  the  credit  needs  and  loan  policies  best  adapted  to  the  areas 
which  they  serve,  consistent  with  the  maintenance  of  a  well  coordi¬ 
nated  national  production  credit  system.  The  policy  would  also 
include  assurance  to  other  financing  institutions  of  the  continued  right 
to  borrow  from  and  to  rediscount  agricultural  paper  with  the  credit 
banks  on  a  basis  comparable  with  production  credit  associations. 


TITLE 

Merger  of  production 
banks  (sec.  101) 


I - PRODUCTION  CREDIT  SYSTEM 

credit  corporations  in  Federal  intermediate  credit 


Section  101  would  provide  for  the  merger  of  the  production  credit 
corporation  of  each  district  in  the  Federal  intermediate  credit  bank  of 
the  district.  Except  for  stock  in  the  production  credit  associations, 
all  assets  of  the  corporation  would  be  transferred  to  the  bank.  The 
bank  would  also  assume  all  obligations  and  liabilities  of  the  corpora¬ 
tion.  Stock  held  by  the  corporation  in  production  credit  associations 
would  be  transferred  to  the  Governor  and  he  would  cancel  an  equal 
par  amount  of  stock  which  he  now  holds  in  the  corporation. 

Except  for  a  few  functions  vested  in  the  Farm  Credit  Administra¬ 
tion,  the  functions  of  the  production  credit  corporations  in  supervising 
the  production  credit  associations  would  be  transferred  to  the  Federal 
intermediate  credit  banks.  In  order  to  carry  out  the  declared  policy 
with  respect  to  the  production  credit  associations,  the  Farm  Credit 
Administration  would  be  required  to  provide,  by  provisions  in  the 
charter  and  b}daws  of  the  banks,  or  by  rules  and  regulations,  or  both, 
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such  an  organizational  setup  in  the  banks  as  would  assure  proper 
supervision  of  and  assistance  to  the  production  credit  associations  to 
enable  them  to  carry  out  their  function  in  extending  credit  to  farmers 
and  ranchers.  This  would  be  done  in  a  way  which  would  preserve  the 
autonomy  of  the  local  associations  consistent  with  the  operation  of  an 
effective  national  production  credit  system.  The  income  derived 
from  surplus  transferred  from  the  corporations  to  the  credit  banks 
would  be  devoted  to  the  payment  of  the  additional  expense  of  such 
supervision  and  assistance.  This  provision  would  not  require  a 
segregation  of  either  such  income  or  expense,  hence  no  additional 
accounting  cost  would  be  involved. 

Section  101  would  also  provide  for  the  termination  of  the  employ¬ 
ment  of  present  officers  and  employees  of  the  production  credit  cor¬ 
porations  and  Federal  intermediate  credit  banks  but  would  require 
the  board  of  directors  of  each  bank,  subject  to  the  approval  of  the 
Farm  Credit  Administration,  to  select  the  officers  and  employees  of 
the  bank  from  the  old  officers  and  employees  of  both  institutions,  to 
the  extent  that  they  are  qualified  and  needed.  However,  the  board 
would  not  be  bound  to  reemploy  an  officer  or  employee  in  the  same 
capacity  in  which  he  was  employed  just  prior  to  the  effective  date  of 
the  bill.  The  bill  would  require  the  board,  not  later  than  60  days 
before  the  effective  date  of  the  bill,  to  take  the  necessary  action  to 
reemploy  such  officers  and  employees  as  of  such  effective  date.  Thus 
there  would  be  no  break  in  continuity  of  service  of  such  officers  and 
employees. 

Stock  of  the  Federal  intermediate  credit  banks  (sec.  102) 


Section  102  of  the  bill  would  amend  section  205  of  the  Federal  Farm 
Loan  Act  to  provide  two  classes  of  stock  for  the  Federal  intermediate 
credit  banks:  Class  A,  which  would  have  a  par  value  of  $100,  and 
class  B,  which  would  have  a  par  value  of  $5. 

Under  present  law,  there  is  but  one  class  of  stock  for  the  Federal 
intermediate  credit  banks  and  production  credit  corporations,  all  of 
which  is  owned  by  the  United  States. 

Class  A  stock. — Existing  stock  of  each  credit  bank  held  by  the 
Secretary  of  the  Treasury  on  the  effective  date  of  the  bill,  amounting 
to  $60  million  for  all  12  banks,  would  be  transferred  to  the  Governor 
of  the  Farm  Credit  Administration.  The  Governor  would  then  be 
authorized  to  reallocate  the  stock  of  the  banks,  by  appropriate  trans¬ 
fers  of  capital  funds  between  banks,  as  he  determined  necessary  to 
meet  the  needs  of  each  bank.  Following  such  adjustment,  the  then 
existing  stock  of  each  bank  would  be  exchanged  for  an  equal  par 
amount  of  class  A  stock  of  the  bank.  Stock  of  the  production  credit 
corporation  of  the  district  held  by  the  Governor  on  the  effective  date 
of  the  bill,  less  the  amount  canceled  pursuant  to  section  101  (a)  of  the 
bill,  would  be  exchanged  for  an  equal  par  amount  of  class  A  stock  of 
the  bank.  All  class  A  stock  to  be  issued  by  the  credit  banks  would 
be  held  by  the  Governor  on  behalf  of  the  United  States.  No  dividends 
would  be  paid  on  class  A  stock.  At  the  end  of  each  fiscal  year,  each 
bank  would  be  required  to  determine  the  amount  of  class  A  stock  to  be 
retired.  Whenever  the  net  worth  of  the  bank  amounts  to  more  than 
one-sixth  of  its  peak  outstanding  debentures  and  other  such  obliga¬ 
tions,  during  the  immediately  preceding  5  years,  the  minimum  amount 
of  such  stock  which  the  bank  would  be  required  to  retire  would  be  the 
total  amount  of  class  B  stock  and  participation  certificates  issued  for 


<S! 


FARM  CREDIT  ACT  OF  1956 


11 


3 


that  year.  Whenever  the  net  worth  of  the  bank  amounts  to  one- 
sixth  or  less  of  such  outstanding  debts,  the  amount  of  class  A  stock 
to  be  retired  would  be  determined  by  the  bank.  As  hereinafter  ex¬ 
plained,  the  net  earnings  of  the  bank,  after  reserves  and  franchise 
taxes  are  provided  for,  would  be  distributed  in  class  B  stock  to  pro¬ 
duction  credit  associations  and  in  participation  certificates  to  other 
financing  institutions  patronizing  the  bank. 

The  proceeds  from  class  A  stock  retirements  of  each  bank  would 
be  paid  into  the  Treasury  as  miscellaneous  receipts  until  there  is  so 
paid  a  sum  equal  to  the  amount  of  class  A  stock  of  the  bank  issued  in 
exchange  for  the  stock  of  the  production  credit  corporation  of  the 
district.  The  proceeds  of  any  further  retirements  of  class  A  stock 
of  the  bank  would  go  into  the  revolving  fund  created  by  section  (5e) 
of  the  Farm  Credit  Act  of  1933,  as  amended.  The  Governor  would 
be  authorized  to  use  such  revolving  fund  to  purchase  class  A  stock  of 
the  banks  and  would  have  discretion  to  determine  when  such  stock 
should  be  retired,  the  proceeds  from  which  would  go  back  into  the 
revolving  fund. 

Class  B  stock. — Class  B  stock  would  be  issued  only  to  production 
credit  associations.  This  stock  would  be  acquired  in  two  ways:  first, 
by  an  initial  subscription  by  each  association  and,  second,  through 
distribution  of  earnings  on  a  patronage  basis  in  class  B  stock.  The 
initial  subscriptions  of  all  production  credit  associations  would  equal 
1 5  percent  of  the  total  amount  of  class  A  stock  of  all  12  banks.  This 
amount  would  be  apportioned  among  the  associations  on  the  basis 
of  their  use  of  the  banks  over  a  representative  period.  Consequently, 
the  bill  provides  for  such  apportionment  in  two  steps:  first,  the  total 
amount  of  such  subscriptions  would  be  allotted  by  districts  on  the 
basis  of  the  ratio  of  (1)  the  average  amount  of  loan  and  discount 
indebtedness  of  the  production  credit  associations  of  the  district 
during  the  immediately  preceding  5  years  to  (2)  the  average  amount  of 
such  indebtedness  of  all  associations  to  all  banks  during  such  5-year 
period;  and,  second,  the  portion  so  allotted  to  the  district  would  then 
be  further  allotted  to  individual  associations  on  the  basis  of  the  ratio 
of  (1)  the  average  loan  and  discount  indebtedness  of  each  association 
during  the  immediately  preceding  5  years  to  (2)  the  average  of  such 
indebtedness  of  all  associations  to  the  bank  during  such  5-year  period. 
A  bank  might  also  sell  additional  class  B  stock  with  the  approval  of  the 
Farm  Credit  Administration.  The  purchase  price  of  the  initial  stock 
subscription  required  of  each  production  credit  association  would  be 
paid  over  a  period  of  2  years  following  the  effective  date  of  the  bill. 
Noncumulative  dividends  of  not  to  exceed  5  percent  in  any  year  could 
be  paid  without  preference  on  class  B  stock  and  participation  certifi¬ 
cates  after  all  class  A  stock  has  been  retired.  Any  association  char¬ 
tered  after  the  effective  date  of  the  bill  would  be  required  to  make  an 
initial  investment  of  $5,000  in  class  B  stock,  but  that  amount  would  be 
adjusted  at  the  end  of  5  years  to  an  amount  determined  by  applying  to 
its  average  indebtedness  to  the  bank  the  same  percentage  as  the 
percentage  which  the  initial  subscriptions  of  all  other  production 
credit  associations  was  of  their  indebtedness.  After  all  class  A  stock 
is  retired,  the  bank  may  retire  class  B  stock  at  par  and  participation 
certificates  at  face  amount  in  accordance  with  the  cooperative  principle 
of  retiring  first  the  oldest  outstanding  stock  and  certificates.  It  is 
intended,  however,  that  a  bank  would  at  all  times  have  some  class  B 
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stock  outstanding.  Only  in  this  way  would  it  continue  to  be  farmer 
owned  consistent  with  the  declared  policy  of  the  legislation.  In  the 
event  of  liquidation  or  dissolution  of  a  production  credit  association 
or  other  financing  institution,  the  bank  could  at  any  time  also  retire 
at  fair  book  value,  not  exceeding  par  or  face  amount  ,  class  B  stock  and 
participation  certificates  of  the  bank  owned  by  such  association  or 
institution. 

Lien  on  stock  and  participation  certificates. — The  bank  would  have 
a  first  lien  on  all  stock  in  the  bank  owned  by  production  credit  associa¬ 
tions  and  on  all  participation  certificates  owned  by  other  financing 
institutions  as  additional  collateral  for  any  indebtedness  of  the  holders 
to  the  bank.  The  bank  would  be  prohibited,  however,  from  making 
any  loan  or  advance  on  the  security  of  its  own  stock  or  participation 
certificates.  If  the  debt  of  a  production  credit  association  or  other 
financing  institution  is  in  default,  the  bank  could  retire  and  cancel  the 
debtor’s  stock  or  participation  certificates  in  the  bank  at  the  fair  book 
value,  not  exceeding  par  or  face  amount,  in  total  or  partial  liquidation 
of  the  debt. 

Application  o  f  earnings;  distribution  of  assets  upon  liquidation  (sec.  103) 

Section  103  of  the  bill  would  amend  section  206  of  the  Federal  Farm 
Loan  Act  to  provide  a  new  method  of  application  of  net  earnings  of  the 
banks.  The  net  earnings  of  a  bank  would  be  the  amount  of  income  re¬ 
maining  after  all  operating  expenses  are  paid  or  provided  for,  including 
the  establishment  of  reasonable  valuation  reserves  and  the  making 
good  of  any  losses  in  excess  of  any  such  applicable  valuation  reserves. 
The  net  earnings  would  be  applied  as  follows: 

1.  Restoring  impairment  of  capital  stock  and  participation  certifi¬ 
cates. — If  the  board  of  directors  determines  that  the  capital  stock  and 
the  participation  certificates  of  the  bank  are  impaired,  the  net  earnings 
would  be  applied  first  toward  the  restoration  of  the  amount  of  such 
impairment. 

2.  Restoring  impairment  oj surplus  account. — If  the  board  of  directors 
determines  that  the  surplus  account  of  the  bank  is  impaired,  the 
remaining  net  earnings  would  be  used  to  restore  the  amount  of  such 
impairment. 

3.  Creation  and  maintenance  of  reserve  account. — After  restoration 
of  any  impairment  of  capital  stock,  participation  certificates,  and 
surplus  account,  25  percent  of  any  remaining  net  earnings  would  be 
used  to  create  and  maintain  a  reserve  account  equal  to  25  percent  of 
the  outstanding  capital  stock  and  participation  certificates  of  the 
bank.  However,  if  at  the  end  of  any  fiscal  year  the  sum  of  the 
surplus  and  the  reserve  account  is  less  than  the  bank’s  outstanding 
capital  stock  and  participation  certificates,  the  bank  would  continue 
to  apply  such  25  percent  of  earnings  to  the  reserve  account  until  the 
sum  of  the  surplus  and  the  reserve  account  is  equal  to  its  outstanding 
capital  stock  and  participation  certificates.  Amounts  carried  to  the 
reserve  account  would  not  be  allocated  but  would  be  retained  as  a 
protection  against  losses,  thereby  adding  strength  to  the  capital 
structure  of  the  bank. 

4.  Franchise  tax. — If  during  all  or  any  part  of  its  fiscal  year  the 
Governor  held  stock  in  a  bank,  the  bank,  after  making  the  required 
transfer  to  the  reserve  account,  would  pay  a  franchise  tax  to  the 
United  States  equal  to  25  percent  of  its  net  earnings  then  remaining, 
but.  not  exceeding  a  rate  of  return  on  the  Government’s  investment 
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in  the  bank  calculated  at  a  rate  equal  to  the  computed  average  annual 
rate  of  interest  on  all  public  issues  of  public  debt  obligations  of  the 
United  States  issued  during  the  fiscal  year  of  the  Treasury  ending 
next  before  such  tax  is  due.  The  tax  would  be  due  on  the  last  day 
of  the  bank’s  fiscal  year  and  the  applicable  rate  of  interest  would  be 
the  rate  for  the  last  preceding  full  fiscal  year  of  the  Treasury. 

5.  Dividends  on  class  B  stock  and  participation  certificates. — When 
the  bank  has  no  class  A.  stock  outstanding,  net  earnings  remaining 
after  payment  of  franchise  taxes  would  be  available  for  the  payment 
of  dividends  on  class  B  stock  and  participation  certificates. 

6.  Patronage  refunds.—  The  balance  of  any  net  earnings  remaining 
after  application  as  explained  above  would  be  distributed  as  patronage 
refunds.  When  the  bank  has  class  A  stock  outstanding,  patronage  re¬ 
funds  would  be  paid  in  class  B  stock  to  production  credit  associations 
and  in  participation  certificates  to  other  financing  institutions  patron¬ 
izing  the  bank.  After  all  class  A  stock  is  retired,  the  bank  could  pay 
patronage  refunds  in  such  class  B  stock  and  participation  certificates 
or  in  cash  as  determined  by  the  bank.  The  recipients  of  patronage 
refunds  in  the  form  of  class  B  stock  and  participation  certificates, 
made  when  the  bank  at  the  end  of  its  fiscal  year  has  class  A  stock 
outstanding,  would  not  be  subject  to  Federal  income  taxes  on  such 
refunds.  Such  tax  exemption  would  not  apply  when  the  bank  has 
no  class  A  stock  outstanding.  All  such  refunds  would  be  paid  in  the 
proportion  that  the  amount  of  interest  earned  by  the  bank  on  the 
loans  to  and  discounts  for  each  patron  bears  to  the  total  interest 
earned  by  the  bank  on  all  loans  and  discounts  outstanding  during  the 
fiscal  year.  Participation  certificates  would  be  issued  in  multiples 
of  $5  and  would  state  on  their  face  the  rights,  privileges,  and  condi¬ 
tions  applicable  thereto.  Patronage  refunds  would  not  be  paid  to 
any  farm  credit  district  bank. 

7.  Disposition  of  losses. — A  net  loss  in  any  fiscal  year  would  be 
absorbed  by:  first,  charges  to  the  reserve  account;  second,  charges 
to  surplus  other  than  that  transferred  from  the  production  credit 
corporation;  third,  charges  to  surplus  transferred  from  the  production 
credit  corporation;  fourth,  the  impairment  of  class  B  stock  and  par- 
cipation  certificates;  and  fifth,  the  impairment  of  class  A  stock. 

On  the  effective  date  of  the  bill,  each  bank  would  also  be  required  to 
establish  a  surplus  account  consisting  of  its  earned  surplus,  its  reserve 
for  contingencies,  and  the  surplus  of  the  production  credit  corporation 
transferred  to  the  bank.  This  surplus  would  not  be  allocated  and  it 
could  not  be  distributed  as  patronage  refunds.  Instead,  it  would 
remain  as  a  part  of  the  permanent  capital  structure  of  the  bank.  It 
would,  however,  be  available  to  absorb  losses,  as  indicated  above. 

Section  103  also  provides  for  the  distribution  of  assets  upon  liquida¬ 
tion  or  dissolution  of  a  bank.  In.  that  event,  all  liabilities  would  first 
be  paid  or  payment  thereof  provided  for.  Next,  all  class  A  stock 
would  be  retired  at  par,  and  then  all  class  B  stock  and  participation 
certificates  would  be  retired  at  par  or  face  amount,  as  the  case  may  be. 
Any  remaining  assets  would  be  distributed  as  follows:  First,  any 
surplus  established  on  the  effective  date  of  the  legislation,  as  provided 
in  section  103  (except  that  transferred  from  the  production  credit 
corporation  of  the  district),  which  the  Farm  Credit  Administration 
determines  was  contributed  by  financing  institutions,  other  than 
production  credit  associations,  doing  business  with  the  bank  on  t 
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effective  date  of  the  legislation  would  be  paid  to  such  institutions,  or 
their  successors,  and  the  balance  of  such  surplus  (including  that 
transferred  from  the  production  credit  corporation  of  the  district) 
would  be  paid  to  the  holders  of  class  A  stock  and  class  B  stock  pro  rata; 
and  second,  any  residual  assets  would  be  distributed  to  the  holders 
of  class  B  stock  and  the  holders  of  participation  certificates  pro  rata. 

Discounts  and  loans  (sec.  10 4) 

Under  present  law,  the  banks  may  make  loans  to  production  credit 
associations  upon  security  approved  by  the  Governor,  such  as  Govern¬ 
ment  bonds,  but  loans  to  other  financing  institutions  may  be  made 
only  on  the  security  of  paper  eligible  for  discount  by  the  bank. 
Section  104  (b)  of  the  bill  would  amend  section  202  (a)  of  the  Federal 
Farm  Loan  Act  to  authorize  the  credit  banks  to  make  loans  and 
advances  to  both  production  credit  associations  and  other  financing 
institutions  on  the  security  of  collateral  approved  by  the  Governor. 
However,  under  the  language  of  the  bill,  any  loan  to  such  other 
financing  institution  could  be  made  only  to  enable  such  institution  to 
make  or  carry  loans  for  any  agricultural  purpose.  The  amendment 
also  restates  the  rediscounting  and  lending  authority  of  the  credit 
banks,  and  the  banks  would  continue,  as  heretofore,  to  serve  both 
production  credit  associations  and  other  financing  institutions  in  the 
continental  United  States  and  in  Alaska,  Puerto  Kico,  and  Hawaii. 

Section  104  (b)  of  tne  bill  also  would  repeal  the  authority  of  the 
credit  banks  to  make  direct  loans  to  farmers’  cooperative  associations, 
except  to  enable  such  associations  to  make  loans  to  farmers  and 
ranchers  for  agricultural  purposes.  This  change  would  eliminate 
duplication  of  lending  functions  of  the  credit  banks  and  the  banks  for 
cooperatives.  This  section  would  also  permit  one  credit  bank  to 
make  loans  (by  discount  or  otherwise)  to  another  such  bank  or  to 
any  land  bank  or  bank  for  cooperatives,  upon  terms  and  at  interest 
rates  approved  by  the  Farm  Credit  Administration. 

Section  104  (c)  of  the  bill  would  permit  the  credit  banks  to  make 
loans,  advances  and  discounts  with  maturities  at  the  time  they  are 
made  or  discounted  of  not  more  than  5  years.  The  limit  under  present 
law  is  3  years. 

Discount  rates. — Section  104  (d)  of  the  bill  would  repeal  the  present 
provision  of  law  which  relates  discount  and  interest  rates  to  the  interest 
rate  borne  by  the  last  preceding  issue  of  credit  bank  debentures. 
Instead  each  bank  would  be  authorized  to  determine  the  discount  and 
interest  rates  to  be  charged  on  its  discounts  and  loans,  subject  to  the 
approval  of  the  Farm  Credit  Administration.  Bates  charged  financ¬ 
ing  institutions  of  the  kind  described  in  section  202  (a)  (2)  of  the  Fed¬ 
eral  Farm  Loan  Act,  as  amended  by  section  104  (b)  of  the  bill,  woidd 
be  the  same  as  those  charged  the  production  credit  associations. 

Section  104  (e)  of  the  bill  would  authorize  the  Federal  land  banks 
to  make  loans  to  Federal  intermediate  credit  banks  or  to  banks  for 
cooperatives  upon  terms  approved  by  the  Farm  Credit  Administration. 

Amendments  to  the  Farm  Credit  Act  of  1933  (sec.  105) 

The  production  credit  corporations  were  organized  and  chartered 
under  the  Farm  Credit  Act  of  1933.  Section  105  of  the  bill  contains 
a  number  of  amendments  to  the  1933  act  which  would  repeal  provisions 
of  that  act  as  they  apply  to  the  corporations. 

Section  105  (a)  of  the  bill  would  repeal  the  authority  of  the  Governor 
to  organize  and  charter  production  credit  corporations;  section  105  (b) 
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would  repeal  the  provision  relating  to  charters  and  bylaws  insofar  as  it 
applies  to  production  credit  corporations;  and  section  105  (c)  would 
repeal  the  section  relating  to  the  capital  stock  of  the  production  credit 
corporations. 

Section  105  (d)  would  amend  section  5  of  the  1933  act  to  reduce  to 
$60  million  the  revolving  fund  which  under  the  bill  would  be  available 
for  the  purchase  by  the  Governor  of  stock  in  production  credit  asso¬ 
ciations.  This  revolving  fund  was  originally  $120  million  but  $30 
million  thereof  was  returned  in  1949  to  miscellaneous  receipts  of  the 
Treasury.  This  section  would  also  increase  from  $40  million  to  $100 
million  the  revolving  fund  out  of  which  the  Governor  is  authorized, 
with  the  approval  of  the  Secretary  of  the  Treasury,  to  purchase 
capital  stock  of  the  credit  banks. 

Section  105  (e)  would  amend  section  6  of  the  1933  act  to  authorize 
the  Governor  of  the  Farm  Credit  Administration  to  purchase  class  A 
stock  in  production  credit  associations.  This  authority  is  now  vested 
in  the  production  credit  corporations.  This  transfer  of  authority 
from  the  corporations  to  the  Governor  would  not  change  the  status  of 
production  credit  associations  insofar  as  concerns  la  vs  relating  gen¬ 
erally  to  corporations  partially  owned  or  controlled  by  the  Govern¬ 
ment.  Payments  for  such  stock  purchased  by  the  Governor  would 
be  made  out  of  the  $60  million  revolving  fund  authorized  by  section 
5  (a)  of  the  1933  act  as  amended  by  section  105  (d)  of  the  bill,  and  the 
proceeds  of  retirements  of  any  such  class  A  stock  would  be  paid  into 
such  revolving  fund. 

Section  105  (f)  of  the  bill  would  repeal  die  requirement  that  a  pro¬ 
duction  credit  association  furnish  the  production  credit  corporation 
of  the  district  with  a  copy  of  its  articles  of  incorpora. ion;  secuon  105 
(g)  would  substitute  the  Governor  for  the  production  credit  corpora¬ 
tion  as  the  proper  holder  of  stock  of  a  production  credit  association 
and  repeal  the  authority  of  the  president  of  the  production  credit 
corporation  as  to  approval  and  removal  of  association  officers  and 
directors,  matters  which  could  properly  be  provided  for  in  bylaws 
approved  by  the  Governor;  section  105  (lx)  would  substitute  the  credit 
bank  for  the  production  credit  corporation  as  the  institution  to  approve 
the  minimum  surplus  account  of  the  production  credit  association  and 
the  payment  of  dividends  by  a  production  credit  association;  section 
105  (i)  would  provide  that  rules  and  regulations  governing  the  terms 
and  conditions  of  loans  by  production  credit  associations  shall  be 
prescribed  by  the  district  farm  credit  board  with  the  approval  of  the 
Farm  Credit  Administration,  authorize  production  credit  associations 
to  make  loans  to  farmers  for  general  agricultural  purposes  and  their 
other  requirements,  and  vest  authority  in  the  credit  bank  to  approve 
certain  “excess”  production  credit  association  loans  (an  authority  now 
vested  in  the  production  credit  corporation);  sections  105  (j)  and  105 
(k)  would  authorize  any  bank  for  cooperatives  to  make  loans  to  a 
land  bank  or  intermediate  credit  bank  upon  terms  approved  by  the 
Farm  Credit  Administration ;  section  105  (1)  would  remove  the  produc¬ 
tion  credit  corporations  from  the  provisions  setting  forth  the  general 
powers  of  certain  farm  credit  institutions;  section  105  (m)  would  re¬ 
move  the  production  credit  corporations  from  the  provision  relating 
to  examinations  by  examiners  designated  by  the  Governor;  section 
105  (n)  would  remove  the  production  credit  corporations  from  the 
provision  designating  certain  farm  credit  institutions  as  fiscal  agents 
of  the  United°States;  section  105  (o)  would  remove  the  production 
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credit  corporations  from  the  provisions  exempting  farm  credit  institu¬ 
tions  from  certain  taxes;  section  105  (p)  would  remove  the  production 
credit  corporations  from  the  provision  relating  to  liquidation  of  farm 
credit  institutions;  and  section  (105  (q)  would  repeal  the  authority  of 
the  production  credit  associations  to  make  loans  to  farmers  for  home 
alterations,  repairs,  and  improvements  without  the  purchase  of  class 
B  stock  in  the  associations. 

Amendments  to  the  Farm  Credit  Act  of  1937  (sec.  106) 

Section  106  of  the  bill  contains  technical  amendments  to  the  1937 
act  required  reason  of  the  merger  of  production  credit  corporations 
in  the  Federal  intermediate  credit  banks.  For  example,  section  106  (a) 
would  substitute  the  Governor  for  the  production  credit  corporation  in 
a  provision  which  refers  to  stock  of  the  production  credit  associations 
held  by  the  production  credit  corporation.  Also,  by  way  of  example, 
section  106  (b)  would  remove  the  production  credit  corporations  from 
the  provision  which  authorizes  the  district  institutions  to  employ 
joint  officers  and  employees. 

Amendments  to  the  Farm  Credit  Act  of  1953  (sec.  107 ) 

Section  107  of  the  bill  contains  technical  amendments  to  the  1953 
act  required  by  reason  of  the  merger  of  the  corporations  in  the  banks. 
Section  107  (a)  substitutes  the  credit  bank  for  the  production  credit 
corporation  as  the  institution  to  which  the  Governor  is  directed  to 
delegate,  under  certain  circumstances,  his  responsibilities  for  super¬ 
vision  of  the  production  credit  associations.  Section  107  (b)  sub¬ 
stitutes  the  Governor  for  the  production  credit  corporation  as  the 
proper  person  to  authorize  the  issuance  of  class  C  stock  by  a  production 
credit  association  and  directs  that  payments  for  such  stock  purchased 
by  the  Governor  shall  be  made  out  of  the  revolving  fund  authorized 
by  section  5  (a)  of  the  1933  act,  as  amended. 

Other  amendments  (sec.  108 ) 

Section  108  of  the  bill  would  amend  the  Department  of  Agriculture 
Organic  Act  of  1944  by  deleting  the  production  credit  corporations 
from  those  provisions  authorizing  assessments  of  the  district  institu¬ 
tions  for  expenses  of  the  Farm  Credit  Administration. 

Section  109  of  the  bill  would  amend  two  sections  of  the  Criminal 
Code  to  delete  the  language  “or  in  which  a  production  credit  corpora¬ 
tion  holds  stock.”  The  Farm  Credit  Act  of  1933  authorized  the 
production  credit  corporation  to  subscribe  and  pay  for  stock  in  a 
production  credit  association  not  organized  under  that  act  if  such 
association  was  controlled  by  a  farmers’  cooperative  association.  No 
production  credit  corporation  has  ever  held  stock  in  any  such  produc¬ 
tion  credit  association.  This  authority  in  the  1933  act  is  repealed 
by  the  bill  and  it  is  appropriate  to  delete  the  reference  in  the  Criminal 
Code  to  any  sucn  production  credit  association. 

TITLE  II — MISCELLANEOUS  PROVISIONS 

Designation  of  credit  banks  as  mixed-ownership  Government  corporations 
(Sec.  201) 

Section  201  (a)  of  the  bill  would  remove  the  production  credit 
corporations  from  the  provisions  of  the  Government  Corporation 
Control  Act.  This  section  would  also  redefine  the  Federal  inter¬ 
mediate  credit  banks  as  “mixed-ownership”  Government  corporations 
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instead  of  wholly  owned  Government  corporations.  Titles  II  and 
III  relating  primarily  to  audit  by  the  General  Accounting  Office  would 
continue  to  apply  to  the  banks.  Section  201  (b)  of  the  bill  would 
authorize  the  banks,  after  the  effective  date  of  the  bill,  to  use  then- 
funds  for  administrative  expenses  without  regard  to  the  provisions  of 
any  other  act  of  Congress  governing  the  expenditure  of  appropriated 
funds.  Section  201  (c)  would  amend  the  National  Bank  Act  to  remove 
the  present  limitation  on  national  banks  investing  in  debentures  issued 
by  the  banks  for  cooperatives.  A  national  bank  is  now  prohibited 
from  investing  in  such  securities  an  amount  exceeding  10  percent  of 
its  capital  stock  actually  paid  in  and  unimp lired  and  10  percent  of  its 
unimpaired  surplus.  This  limitation  is  not  applicable  to  bonds  issued 
by  the  Federal  land  banks  or  to  debentures  issued  by  the  intermediate 
credit  banks,  and  the  proposed  amendment  would  place  all  such  farm 
credit  securities  on  the  same  basis  insofar  as  their  purchase  by  the 
national  banks  is  concerned. 

Section  202  would  provide  an  effective  date  of  January  1  next  fol¬ 
lowing  the  enactment  of  the  bill.  This  section  would  also  define,  for 
the  purpose  stated,  the  6  months  preceding  such  effective  date  as  a 
separate  “fiscal  year.” 

Section  203  of  the  bill  contains  the  usual  separability  provision  and 
reserves  the  right  to  alter,  amend,  or  repeal  the  enacted  bill. 

Changes  in  Existing  Law  (H.  R.  10285) 

In  compliance  with  clause  3  of  rule  XIII  of  the  Rules  of  t  he  House  of 
Representatives,  changes  in  existing  law  made  by  the  bill  are  shown 
as  follows  (existing  law-  proposed  to  be  omitted  is  enclosed  in  brackets, 
new  matter  is  in  italic,  and  existing  law  in  which  no  change  is  pro¬ 
posed  is  shown  in.  roman) : 

Act  of  July  17,  1916 

AN  ACT  To  provide  capital  for  agricultural  development,  to  create  standard 
forms  of  investment  based  upon  farm  mortgage,  to  equalize  rates  of  interest 
upon  farm  loans,  to  furnish  a  market  for  United  States  bonds,  to  create  Govern¬ 
ment  depositaries  and  financial  agents  for  the  United  States,  and  for  other  pur¬ 
poses. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  the  short  title  of  this 
Act  shall  be  “The  Federal  Farm  Loan  Act.” 

*****  *  * 

Sec.  13. 

*  *  sfc  *  * 

Seventeenth.  To  make  loans  to  other  Federal  land  banks,  to 
Federal  intermediate  credit  banks,  or  to  banks  for  cooperatives  organized 
under  the  Farm  Credit  Act  of  1933,  as  amended,  upon  such  terms  and 
conditions  as  may  be  approved  by  the  Farm  Credit  Administration. 
******* 

Sec.  201. 

s|c  ij: 

(b)  One  such  institution  shall  be  established  in  each  farm  credit 
district  in  the  same  city  as  the  Federal  land  bank  of  the  district  .  The 
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members  of  the  several  farm  credit  boards  of  the  farm  credit  districts- 
provided  for  in  the  Farm  Credit  Act  of  1937  shall  be  ex  officio  the 
directors  of  the  several  Federal  intermediate  credit  banks  herein- 
provided  for  and  shall  have  power,  subject  to  the  approval  of  the 
Farm  Credit  Administration,  to  employ  and  fix  the  compensation  of 
such  officers  and  employees  of  such  Federal  intermediate  credit  banks 
as  may  be  necessary  to  carry  on  the  business  authorized  by  this  title. 
The  directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit 
Administration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct 
of  the  business  of  the  banks. 

******* 

[Sec.  202.  (a)  That  Federal  Intermediate  Credit  Banks,  when 
chartered  and  established,  shall  have  power,  subject  solely  to  such 
restrictions,  limitations,  and  conditions  as  may  be  imposed  by  the 
Farm  Credit  Administration  not  inconsistent  with  the  provisions  of 
this  Act — 

[(1)  To  discount  for,  or  purchase  from,  any  national  bank, 
and/or  any  State  bank,  trust  company,  agricultural  credit 
corporation,  incorporated  livestock  loan  company,  savings  insti¬ 
tution,  cooperative  bank,  credit  union,  cooperative  association 
of  agricultural  producers,  organized  under  the  laws  of  any  State 
or  of  the  Government  of  the  United  States,  and/or  any  other 
Federal  Intermediate  Credit  Bank,  with  its  indorsement,  any 
note,  draft,  bill  of  exchange,  debenture,  or  other  such  obligation 
the  proceeds  of  which  have  been  advanced  or  used  in  the  first 
instance  for  any  agricultural  purpose  or  for  the  raising,  breeding, 
fattening,  or  marketing  of  livestock;  and  to  make  loans  or 
advances  direct  to  any  such  organization,  secured  by  sucli^obli- 
gations;  and  to  discount  for,  or  purchase  from,  any  production 
credit  association  or  bank  for  cooperatives  organized  under  the 
Farm  Credit  Act  of  1933,  or  any  production  credit  association 
in  which  a  Production  Credit  Corporation  organized  under  such 
Act  holds  stock,  with  its  indorsement,  any  note,  draft,  bill  of 
exchange,  debenture,  or  other  such  obligation  presented  by  such 
association  or  bank,  and  to  make  loans  and  advances  direct  to 
any  such  association  or  bank  secured  by  such  collateral  as  may 
be  approved  by  the  Governor  of  the  Farm  Credit  Administration ; 

[(2)  To  buy  or  sell,  with  or  without  recourse,  debentures, 
issued  by  any  other  Federal  intermediate  credit  bank;  and 

[(3)  To  make  loans  or  advances  direct  to  any  cooperative- 
association  organized  under  the  laws  of  any  State  and  composed 
of  persons  engaged  in  producing,  or  producing  and  marketing, 
staple  agricultural  products,  or  livestock,  if  the  notes  or  other 
such  obligations  representing  such  loans  are  secured  by 5 ware¬ 
house  receipts,  and/or  shipping  documents  covering  such  prod¬ 
ucts,  and/or  mortgages  on  livestock,  and/or  such  other  collateral 
as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Admin¬ 
istration:  Provided,  That  no  such  loan  or  advance,  when  secured 
only  by  warehouse  receipts  and/or  shipping  documents,  and/or 
mortgages  on  livestock,  shall  exceed  75  per  centum  of  the  market 
value  of  the  products  covered  by  said  warehouse  receipts  and/or 
shipping  documents,  or  of  the  livestock  covered  by  said  mort¬ 
gages;  and  to  accept  drafts  or  bills  of  exchange  issued  or  drawn 
by  any  such  association  when  secured  by  warehouse  receipts 
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and/or  shipping  documents  covering  staple  agricultural  products 
as  herein  provided,  at  such  rates  of  commission  as  may  be 
approved  by  the  Governor  of  the  Farm  Credit  Administration.] 

Sec.  202.  ( a )  The  Federal  intermediate  credit  banks,  when  chartered 
and  established,  shall  have  'power,  subject  solely  to  the  restrictions,  limita¬ 
tions,  and  conditions  contained  in  this  Act  or  as  may  be  prescribed  by 
the  Farm  Credit  Administration  not  inconsistent  with  the  provisions  of 

this  Act— 

( 1 )  to  discount  for,  or  purchase  from,  any  production  credit  asso¬ 
ciation  organized  under  the  Farm  Credit  Act  of  1933,  as  amended, 
with  its  endorsement,  any  note,  draft,  or  other  such  obligation  pre¬ 
sented  by  such  association;  and  to  make  loans  and  advances  to  any 
such  association  secured  by  such  collateral  as  may  be  approved  by 
the  Governor  of  the  Farm.  Credit  Administration; 

(2)  to  discount  for,  or  purchase  from,  any  national  bank,  State 
bank,  trust  company,  agricultural  credit  corporation,  incorporated 
livestock  loan  company,  savings  institution,  credit  union,  and  any 
association  of  agricultural  producers  engaged  in  the  making  of  loans 
to  farmers  and  ranchers,  with  its  endorsement,  any  note,  draft,  or 
other  such  obligation  the  proceeds  of  which  have  been  advanced  or 
used  in  the  first  instance  for  any  agricultural  purpose,  including  the 
breeding,  raising,  fattening,  or  marketing  of  livestock;  and  to  make 
loans  and  advances  to  any  such  financing  institution  secured  by 
such  collateral  as  may  be  approved,  by  the  Governor  of  the  Farm 
Credit  Administration:  Provided,  That  no  such  loan  or  advance 
shall  be  made  upon  the  security  of  collateral  other  than  notes  or  other 
such  obligations  of  farmers  and  ranchers  eligible  for  discount  or 
purchase  under  the  provisions  of  this  section,  unless  such  loan  or 
advance  is  made  to  enable  the  financing  institution  to  make  or  carry 
loans  for  any  agricultural  purpose;  and 

(3)  to  make  loans  to  and  discount  paper  for  any  other  Federal 
intermediate  credit  bank,  any  Federal  land  bank,  or  any  bank  for 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as 
amended,  all  upon  terms  and  at  rates  of  interest  or  discount  approved 
by  the  Farm.  Credit  Administration. 

:je 

(c)  Loans,  advances,  or  discounts  made  under  this  section  shall 
have  a  maturity  at  the  time  they  are  made  or  discounted  by  the 
Federal  intermediate  credit  bank  of  not  more  than  [three]  five  years. 
Any  Federal  intermediate  credit  bank  may  in  its  discretion  sell  loans 
or  discounts  made  under  this  section,  with  or  without  its  endorsement. 

Sec.  203.  (a)  Federal  intermediate  credit  banks  shall  have  power, 
subject  to  the  approval  of  the  Farm  Credit  Administration,  to  borrow 
money  and  to  issue  and  to  sell  collateral  trust  debentures  or  other  simi¬ 
lar  obligations  with  a  maturity  at  the  time  of  issue  of  not  more  than 
five  years,  which  shall  be  secured  by  at  least  a  like  face  amount  of 
cash,  United  States  Government  bonds,  Federal  Farm  Mortgage 
Corporation  bonds,  or  notes  or  other  such  obligations  discounted  or 
purchased  or  representing  loans  made  under  section  202:  Provided, 
That  the  aggregate  amount  of  the  outstanding  debentures  and  similar 
obligations  issued  individually  by  any  Federal  intermediate  credit 
bank,  together  with  the  amount  of  outstanding  consolidated  deben- 
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tures  or  other  similar  obligations  issued  for  its  benefit  and  account, 
shall  not  exceed  ten  times  the  surplus  and  paid-in  capital  of  such  bank. 

******* 

(d)  Whenever  it  shall  appear  desirable  to  issue  consolidated  deben¬ 
tures  or  other  similar  obligations  of  the  twelve  Federal  intermediate 
credit  banks  and  to  sell  them  through  a  common  selling  agency,  and 
the  Federal  intermediate  credit  banks  shall,  by  resolutions,  consent  to 
the  same,  the  banks  may  issue  and  sell  said  debentures  or  other  sim,ilar 
obligations  subject  to  the  provisions  of  this  section  and  the  provisions 
of  section  21  of  Title  I  of  this  Act,  insofar  as  applicable.  As  used  in 
this  Act,  the  term  “debentures”  includes  such  consolidated  debentures. 

(e)  All  debentures  or  other  similar  obligations  issued  by  Federal 
intermediate  credit  banks  shall  be  lawful  investments,  and  may  be 
accepted  as  security  for  all  fiduciary,  trust,  and  public  funds,  the  in¬ 
vestment  or  deposit  of  which  shall  be  under  the  authority  or  control 
of  the  United  States  or  of  any  officer  or  officers  thereof. 

[Sec.  204.  (a)  Any  Federal  intermediate  credit  bank  may,  with 
the  approval  of  the  Farm  Credit  Administration,  from  time  to  time 
establish  rates  of  discount  and  interest  which,  except  with  the  approval 
of  the  Governor  of  the  Farm  Credit  Administration,  shall  not  exceed 
by  more  than  1  per  centum  per  annum  the  rate  borne  by  the  last 
preceding  issue  of  debentures  which  it  issued  or  in  which  it  partici¬ 
pated.  Any  Federal  intermediate  credit  bank  may  be  required  by  the 
Governor  of  the  Farm  Credit  Administration  to  acquire,  upon  such 
terms  as  he  may  approve,  loans  and/or  discounts  of  any  other  Federal 
intermediate  credit  bank.] 

Sec.  20/,..  (a)  Loans  and  discounts  by  any  Federal  intermediate  credit 
bank  shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors 
of  the  bank  shall  from  time  to  time  determine  with  the  approval  of  the 
Farm  Credit  Administration ,  but  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  be  the  same  as  those 
charged  production  credit  associations. 

s| c  *****  * 

[Sec.  205.  That  for  the  purpose  of  exercising  the  powers  conferred 
by  this  title,  each  Federal  Intermediate  Credit  Bank  shall  have  a 
subscribed  capital  stock  of  $5,000,000,  which  amount  may  be  in¬ 
creased  from  time  to  time  with  the  approval  of  the  Governor  of  the 
Farm  Credit  Administration.  Capital  stock  of  such  amount  shall  be 
divided  into  shares  of  $5  each  and  shall  be  subscribed,  held,  and  paid 
by  the  Government  of  the  United  States.  It  shall  be  the  duty  of 
the  Secretary  of  the  Treasury  to  subscribe  to  such  capital  stock  on 
behalf  of  the  United  States,  such  subscription  to  be  subject  to  call 
in  whole  or  in  part  by  directors  of  the  said  banks  upon  30  days’ 
notice  to  the  Secretary  of  the  Treasury  and  with  the  approval  of  the 
Farm  Credit  Administration.  The  Secretary  of  the  Treasury  is  au¬ 
thorized  and  directed  to  take  out  shares  as  called  and  to  pay  for  the 
same  out  of  any  money  in  the  Treasury  not  otherwise  appropriated. 
In  the  event  that  there  shall  be  an  impairment  of  the  paid-in  capital 
of  any  Federal  intermediate  credit  bank,  the  Farm  Credit  Adminis¬ 
tration,  at  such  time  or  times  as  it  deems  advisable,  may  determine 
and  assess  the  amount  thereof  against  the  other  Federal  intermediate 
credit  banks  on  such  equitable  basis  of  apportionment  as  it  shall 
prescribe.  Each  bank  against  which  such  an  assessment  is  made 
shall,  out  of  its  surplus  and/or  to  an  extent  up  to  50  per  centum  of 
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its  net  earnings,  in  accordance  with  the  terms  of  such  assessment, 
pay  the  amount  thereof  as  soon  as  possible  to  the  bank  having  the 
impairment.  In  such  event  payments  into  the  surplus  fund  and  pay¬ 
ments  of  the  franchise  tax  prescribed  by  this  chapter  shall  be  deter¬ 
mined  on  the  basis  of  the  net  earnings  remaining  after  providing  for 
the  payment  of  any  such  assessment.  With  the  approval  of  the 
Secretary  of  the  Treasury,  the  Governor  of  the  Farm  Credit  Admin¬ 
istration  is  hereby  authorized  to  subscribe  from  time  to  time  to  the 
•capital  stock  and/or  paid-in  surplus  of  any  Federal  Intermediate 
Credit  Bank  on  behalf  of  the  United  States,  in  such  amounts  as  he 
may  determine  are  necessary  for  the  purpose  of  meeting  the  credit 
needs  of  eligible  borrowers  from  the  bank,  and  the  amount  of  the 
•capital  stock  and  paid-in  surplus  of  such  bank  may  be  increased  or 
decreased  from  time  to  time  by  the  Governor,  in  accordance  with 
such  needs.  Such  stock  shall  be  divided  into  shares  of  $100  each 
and  subscriptions  to  such  paid-in  surplus  shall  be  made  in  multiples 
of  $100  out  of  the  revolving  fund  created  under  subsection  (e)  of 
section  5  of  the  Farm  Credit  Act  of  1933,  as  amended.  The  Governor 
•on  behalf  of  the  United  States  shall  make  payment  for  stock  and. 
paid-in  surplus  of  such  bank  and  such  payment  shall  be  subject  to 
call  in  whole  or  in  part  by  the  board  of  directors  of  the  bank,  with  the 
approval  of  the  Governor.] 


CAPITAL  STOCK 

Sec.  205.  (a)  Classes  of  Stock ;  Ownership;  Dividends;  and 
Betirement  of  Stock. — Each  Federal  intermediate  credit  bank  is 
authorized  to  issue  class  A  and  class  B  stock  as  follows: 

( 1 )  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall 
be  issued  to  and  held  by  the  Governor  of  the  Farm  Credit  Administration 
an  behalf  of  the  United  States.  Stock  of  all  Federal  intermediate  credit 
■banks  held  by  the  Secretary  of  the  Treasury  shall  be  transferred  to  the 
Governor  and  may  be  reallocated  by  him  in  such  manner  as  he  determines 
necessary  to  meet  the  needs  of  the  respective  banks.  The  Governor  shall 
then  exchange  such  stock  of  each  bank  for  an  equal  par  amount  of  class  A 
stock  of  the  bank.  Stock  of  each  production  credit  corporation  held  by 
the  Governor  ( less  the  amount  canceled  pursuant  to  section  101  of  the 
Farm  Credit  Act  of  1956)  shall  be  exchanged  for  an  equal  par  amount 
of  class  A  stock  of  the  Federal  intermediate  credit  bank  in  which  such 
corporation  is  merged  pursuant  to  section  101  of  such  Act.  No  dividends 
shall  be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year 
each  such  bank  shall  determine  the  amount  of  its  class  A  stock  which 
shall  be  retired.  Whenever  the  total  of  the  capital  stock,  participation 
certificates,  surplus,  and  reserves  of  the  bank  is  more  than  one-sixth  of 
the  highest  month-end  balance  of  debentures  and  other  obligations  issued 
by  or  for  the  bank,  outstanding  during  the  immediately  preceding  five 
years,  the  minimum  amount  of  class  A  stock  to  be  retired  shall  be  the 
total  amount  of  class  B  stock  and  participation  certificates  issued  for 
that  year.  All  class  A  stock  shall  be  retired,  at  par.  The  proceeds  of 
such  class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury 
as  miscellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  the  amount 
of  class  A  stock  of  the  bank  issued  in  exchange  for  stock  of  the  production 
credit  corporation.  The  proceeds  of  any  further  such  stock  retirements 
shall  be  paid  into  the  revolving  fund  established  by  section  5  (e)  of  the 
Farm  Credit  Act  of  1933,  as  amended.  The  Governor  of  the  Farm 
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Credit  Administration  is  authorized  to  purchase  from  time  to  time 
class  A  stock  in  any  bank  in  such  amount  as  he  determines  is  needed  to 
meet  the  credit  needs  of  the  bank  and  such  revolving  fund  shall  continue 
to  be  available  for  such  purchases  as  provided  in  said,  section  5  ( e ). 
The  Governor  may  at  any  time  require  the  bank  to  retire  such  class  A 
stock  if,  in  his  judgment ,  the  bank  has  resources  available  therefor,  and 
the  proceeds  of  such  retirements  shall  be  returned  to  such,  revolving  fund. 

(2)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may  be 
issued  only  to  production  credit  associations  in  series  and  amounts 
approved  by  the  Farm,  Credit  Administration.  Such  stock  shall  be  issued 
only  at  par  and  may  be  transferred  to  another  production  credit  associa¬ 
tion  with  the  approval  of  the  issuing  bank.  Whenever  a  bank  has  no 
class  A  stock  outstanding  it  may  pay  like  dividends  on  class  B  stock 
and  participation  certificates  in  an  amount  not  to  exceed  5  per  centum 
in  any  year  if  declared  by  the  board  of  directors.  Dividends  on  class  B 
stock  and  participation  certificates  shall  not  be  cumulative.  Within 
sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the 
production  credit  associations  shall  subscribe  to  class  B  stock  in  the 
banks  in  an  aggregate  amount  equal  to  15  per  centum,  of  the  total  amount 
of  class  A  stock  in  all  banks.  Such  required  amount  of  subscriptions 
shall  be  allotted  among  the  several  districts  in  the  proportion  that  the 
average  amount  of  the  bank’s  loans  to  and  discounts  for  the  production 
credit  associations  of  the  district,  outstanding  during  the  immediately 
preceding  five  fiscal  years,  is  of  the  average  of  such  loans  and  discounts 
of  all  banks  outstanding  during  such  five-year  period.  The  amount  so 
allotted  to  each  district  shall  be  further  allotted  to  each  production  credit 
association  on  the  basis  of  the  proportion  that  is  average  indebtedness 
(loans  and  discounts)  to  the  bank  during  the,  immediately  preceding  five 
fiscal  years  is  of  the  average,  of  such  indebtedness  of  all  production  credit 
associations  to  the  bank  during  such  five-year  period.  Each  production 
credit,  association  shall  subscribe  to  class  B  stock  in  the  bank  of  the  dis¬ 
trict  in  the  amount  so  allotted  to  it.  One-third  of  the  purchase  price  of 
such  stock  subscription  shall  be  paid  at  the  time  of  such  subscription, 
one-third  shall  be  paid  within  one  year  after  the  effective  date  of  said  Act, 
and  the  balance  shall  be  paid  within  two  years  after  such  effective  date. 
Such  class  B  stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective  date  of  the  Farm 
Credit  Act  of  1956  shall  thereupon  purchase  class  B  stock  in  the  bank  in 
the  amount  of  $5,000,  and  such  amount  shall  be  adjusted  at  the  end  of 
five  years  thereafter  to  an  amount  determined  by  applying  to  its  average 
indebtedness  to  the  bank  during  such  five-year  period  the  same  percentage 
as  the,'  percentage  which  the,  initial  subscriptions  of  other  production  credit 
associations  was  of  their  indebtedness,  as  provided  in  this  subsection: 
Provided,  That  this  provision  shall  not  apply  to  any  association  owning 
stock  in  the  bank  in  such  required  amount  as  a  result  of  merger,  consolida¬ 
tion,  or  reorganization  of  one  or  more  associations.  After  all  class  A 
stock  has  been  retired,  the  bank  may  retire  class  B  stock  at  par  and 
participation  certificates  at  a  face  amount  under  policies  established,  by 
the  Farm  Credit  Administration.  Class  B  stock  and  participation 
certificates  shall  be  retired  without  preference  and  in  such  manner  that 
the  oldest  outstanding  stock  or  certificates  at  any  given  time  will  be  retired 
first.  In  case  of  liquidation  or  dissolution  of  any  production  credit 
association  or  other  financing  institution,  the  stock  or  participation 
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certificates  of  the  bank  owned  by  such  association  or  institution  may  be 
retired  by  the  bank  at  the  fair  book  value  thereof,  not  exceeding  par  or 
face  amount,  as  the  case  may  be. 

(b)  Lien  on  Stock  and  Participation  Certificates. — Each 
Federal  intermediate  credit  bank  shall  have  a  first,  lien  on  all  stock  in  the 
bank  owned  by  each  production  credit  association  and  on  all  participation 
certificates  owned  by  other  financing  institutions  as  additional  collateral 
for  any  indebtedness  of  the  holders  thereof  to  the  bank:  Provided,  That 
the  bank  shall  make  no  loan  or  advance  on  the  security  of  its  own  stock 
or  participation  certificates.  In  any  case  where  the  debt  of  a  production 
credit  association  or  other  financing  institution  is  in  default,  the  bank 
may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 
association  or  of  the  participa  tion  certificates  held  by  the  other  financing 
institution  at  the.  fair  book  value  thereof,  not  exceeding  par  or  face  amount, 
as  the  case  may  be,  in  total  or  partial  liquidation  of  the  debt. 

[Sec.  206.  (a)  That  the  Farm  Credit  Administration  shall  equitably 
apportion  the  joint  salaries  and  expenses  incurred  in  behalf  of  the 
Federal  land  banks,  joint-stock  land  banks,  and  Federal  intermediate 
credit  banks,  and  shall  assess  against  each  Federal  intermediate  credit 
bank  its  proportionate  share  of  the  salaries  and  expenses  of  the  Farm 
Credit  Administration  made  necessary  in  connection  with  the  opera¬ 
tion  of  this  provision. 

[(b)  Subject  only  to  review  and  approval  by  the  Farm  Credit 
Administration,  each  Federal  intermediate  credit  bank,  at  the  end  of 
its  fiscal  year,  after  all  its  necessary  expenses  and  costs  of  operation 
for  such  fiscal  year  have  been  paid  or  provided  for,  shall  apply  its  net 
earnings  then  remaining,  first,  to  making  up  any  losses  in  excess  of  its 
reserves  against  unforeseen  losses  and  assets  of  doubtful  value;  second, 
to  the  elimination  of  any  impairment  of  its  paid-in  capital  and  paid-in 
surplus;  third,  to  the  creation  and  maintenance  of  reserves  against 
unforeseen  losses  and  assets  of  doubtful  value  in  such  amount  as  its 
board  of  directors  may  prescribe;  fourth,  to  the  payment  of  25  per 
centum  of  the  amount  then  remaining  to  the  United  States  as  a 
franchise  tax;  and,  fifth,  to  the  payment  of  the  remaining  net  earnings 
into  its  surplus  account.  The  amounts  paid  as  franchise  taxes  to  the 
United  States  by  Federal  intermediate  credit  banks  shall,  in  the  dis¬ 
cretion  of  the  Secretary  of  the  Treasury,  be  used  to  supplement  the 
1  gold  reserve  held  against  outstanding  United  States  notes,  or  shall  be 
applied  to  the  reduction  of  the  outstanding  bonded  indebtedness  of 
the  United  States  under  regulations  to  be  prescribed  by  the  Secretary 
of  the  Treasury.  Should  a  Federal  intermediate  credit  bank  be  dis¬ 
solved  or  go  into  liquidation,  after  the  payment  of  all  debts  and  other 
obligations  as  hereinbefore  provided,  any  surplus  remaining  shall  be 
paid  to  and  become  the  property  of  the  United  States  and  shall  be 
similarly  applied.] 


APPLICATON  OF  EARNINGS 

Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year, 
each  Federal  intermediate  credit  bank  shall  determine  the  amount  of  its 
net  earnings  after  paying  or  providing  for  all  operating  expenses  ( includ¬ 
ing  reasonable  valuation  reserves  and  losses  in  excess  of  any  such  appli¬ 
cable  reserves')  and  shall  apply  such  net  earnings  as  follows:  ( 1 )  To  the 
restoration  of  the  amount  of  the  impairment,  if  any,  of  capital  stock  and 
participation  certificates,  as  determined  by  its  board  of  directors;  ( 2 )  to 
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the  restoration  of  the  amount  of  the  impairment,  if  any,  of  the  surplus 
account  established  by  this  subsection,  as  determined  by  its  board  of  direc¬ 
tors;  ( 3 )  25  per  centum  of  any  remaining  earnings  shall  be  used  to  create 
and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  outstanding 
capital  stock  and  participation  certificates  of  the  bank;  (4)  if  said  bank 
shall  have  outstanding  capital  stock  held  by  the  United  States  during  the 
whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as 
a  franchise  tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remain¬ 
ing,  not  exceeding,  however,  a  rate  of  return  on  such  Government  capital 
calculated  at  a  rate  equal  to  the  computed  average  annual  rate  of  interest 
on  all  public  issues  of  public  debt,  obligations  of  the  United  States  issued 
during  the  fiscal  year  of  the  United  States  Treasury  ending  next  before 
such  tax  is  due,  as  certified  to  the  Farm  Credit  Administration  by  the 
Secretary  of  the  Treasury;  ( 5 )  dividends  on  class  B  stock  and  participation 
certificates  may  be  declared  as  provided  in  section  205  (a)  of  this  Act;  and 
(6)  any  remaining  net  earnings  shall  be  distributed  as  patronage  refunds 
as  provided  in  subsection  (6)  of  this  section.  Notwithstanding  the  pro-  — 
visions  of  item  (8)  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the  t 
sum  of  the  surplus  and  the  reserve  account  of  any  bank  is  less  than  its 
outstanding  capital  stock  and  participation  certificates,  the  bank  shall 
continue  to  apply  such  25  per  centum  of  its  net  earnings  to  the  reserve 
account  until  the  sum  of  the  surplus  and  the  reserve  account  is  equal  to  its 
outstanding  capital  stock  and  participation  certificates.  Each  bank  shall, 
on  the  effective  date  of  the  Farm  Credit  Act  of  1956,  establish  a  surplus 
account  consisting  of  its  earned  surplus  account,  its  reserve  for  contin¬ 
gencies,  and  the  surplus  of  the  production  credit  corporation  transferred 
to  the  bank.  No  part  of  such  surplus  of  any  bank  shall  be  distributed  as 
patronage  refunds.  In  the  event  of  a  net  loss  in  any  fiscal  year  after 
providing  for  all  operating  expenses  ( including  reasonable  valuation 
reserves  and  losses  in  excess  of  any  such  applicable  reserves),  such  loss 
shall  be  absorbed  by:  first,  charges  to  the  reserve  account;  second,  charges 
to  surplus  other  than  that  transferred  from  the  production  credit  corpora¬ 
tion  of  the  district;  third,  charges  to  surplus  transferred  from  the  produc¬ 
tion  credit  corporation  of  the  district;  fourth,  the  impairment  of  class  B 
stock  and  participation  certificates;  and  fifth,  the  impairment  of  class  A 
stock. 

(b)  Patronage  R efun ds .—Whenever  at  the  end  of  its  fiscal  year  a  a 
Federal  intermediate  credit  bank  has  class  A  stock  outstanding,  patronage  ^ 
refunds  declared  for  that  year  shall  be  paid  in  class  B  stock  to  production 
credit  associations  and.  in  participation  certificates  to  other  financing 
institutions  borrowing  from  or  rediscounting  with  the  bank  during  the 
fiscal  year  for  which  such  refunds  are  declared.  The  recipients  of  such 
patronage  refunds  shall  not  be  subject  to  Federal  income  taxes  thereon. 
Whenever  at  the  end  of  its  fiscal  year  a  Federal  intermediate  credit  bank 
has  no  class  A  stock  outstanding,  patronage  refunds  declared  for  that  year 
may  be  paid  in  such  class  B  stock  and  participation  certificates  or  in  cash 
as  determined  by  the  bank.  All  patronage  refunds  shall  be  paid  in  the 
proportion  that  the  amount  of  interest  earned  by  the  bank  on  its  loans  to 
and  discounts  for  each  production  credit  association  or  other  financing 
institution  bears  to  the  total  interest  earned  by  the  bank  on  all  such  loans 
and  discounts  outstanding  during  the  fiscal  year.  Each  participation 
certificate  issued  in  payment  of  patronage  refunds  shall  be  in  multiples  of 
$5  and  shall  state  on  its  face  the  rights,  privileges,  and  conditions  apph- 
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cable  thereto.  Patronage  refunds  shall  not  be  paid  to  any  other  Federal 
intermediate  credit  bank,  or  to  any  Federal  land  bank  or  bank  for  co¬ 
operatives. 

(c)  Distribution  of, Assets  on  Liquidation  or  Dissolution. — 
In  the  case  of  liquidation  or  dissolution  of  any  Federal,  intermediate  credit 
bank,  after  payment  or  retirement,  as  the  case  may  be,  first,  of  all  liabilities; 
second,  of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par  and  all 
participation  certificates  at  face  amount;  any  remaining  assets  of  the  bank 
shall  be  distributed  as  provided  in  this  subsection.  Any  of  the  surplus 
established  pursuant  to  subsection  (a)  of  this  section  ( excluding  that  trans¬ 
ferred  from,  the  production  credit  corporation  of  the  district)  which  the 
Farm  Credit  Administration  determines  was  contributed  by  financing  in¬ 
stitutions,  other  than  the  production  credit  associations,  rediscounting  with 
or  borrowing  from  the  bank  on  the  effective  date  of  the  Farm  Credit  Act  of 
1956  shall  be  paid  to  such  institutions,  or  their  successors  in  interest  as 
determined  by  the  Farm  Credit  Administration,  and  the  remaining  portion 
of  such  surplus  ( including  that  transferred  from  the  production  credit 
corporation  of  the  district)  shall  be  paid  to  the  holders  of  class  A  and  class  B 
stock  pro  rata.  The  contribution  of  each  such  financing  institution  under 
the  preceding  sentence  shall  be  computed  on  the  basis  of  the  ratio  of  its 
patronage  to  the  total  patronage  of  the  bank  from  the  date  of  its  organiza¬ 
tion  to  the  effective  date  of  the  Farm  Credit  Act  of  1956.  Any  assets  of 
the  bank  then  remaining  shall,  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata. 

******* 


Act  of  June  16,  1933 

AN  ACT  To  provide  for  organizations  within  the  Farm  Credit  Administration  to 
make  loans  for  the  production  and  marketing  of  agricultural  products,  to 
amend  the  Federal  Farm  Loan  Act,  to  amend  the  Agricultural  Marketing 
Act,  to  provide  a  market  for  obligations  of  the  United  States,  and  for  other 

purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled, 

TITLE  I 

Section  1.  This  Act  shall  be  known  as  the  “Farm  Credit  Act  of 
1933.” 

jfc  % 

[establishment  of  production  credit  corporations  and  banks 

FOR  COOPERATIVES 

[Sec.  2.  The  Governor  of  the  Farm  Credit  Administration,  here¬ 
inafter  in  this  Act  referred  to  as  the  “governor”,  is  authorized  and 
directed  to  organize  and  charter  twelve  corporations  to  be  known  as 
“Production  Credit  Corporations”  and  twelve  banks  to  be  known  as 
“Banks  for  Cooperatives.”  One  such  corporation  and  one  such  bank 
shall  be  established  in  each  farm  credit  district  in  the  city  in  which 
there  is  located  a  Federal  land  bank.  The  members  of  the  several 
farm  credit  boards  of  the  farm  credit  districts  provided  for  in  the 
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Farm  Credit  Act  of  1937  shall  be  ex  officio  the  directors  of  the  respec¬ 
tive  production  credit  corporations  and  banks  for  cooperatives.  Such 
directors  shall  have  power,  subject  to  the  approval  of  the  governor, 
to  employ  and  fix  the  compensation  of  such  ^officers  and  employees  of 
such  corporations  and  banks  as  may  be  necessary  to  carry  out  the 
powers  and  duties  conferred  upon  such  corporations  and  banks  under 
this  Act.] 

Sec.  2.  The  Governor  of  the  Farm  Credit  Administration,  hereinafter 
in  this  Act  referred  to  as  the  “Governor” ,  is  authorized  ancl  directed  to 
organize  and  charter  twelve  banks  to  be  known  as  “banks  for  cooperatives” . 
One  such  bank  shall  be  established  in  each  city  in  which  there  is  located 
a  Federal  land  bank.  The  members  of  the  several  farm  credit  boards  of  the 
farm  credit  districts  provided  for  in  section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended ,  shall  be  ex  officio  the  directors  of  the  respective  banks 
for  cooperatives .  Such  directors  shall  have  power,  subject  to  the  approval 
of  the  Governor,  to  employ  and,  fix  the  compensation  of  such  officers  and, 
employees  of  such  banks  as  may  be  necessary  to  carry  out  the  powers  and, 
duties  conferred  upon  such  banks  under  this  Act. 

Sec.  3.  The  charters  of  [the  Production  Credit  Corporations  and] 
the  Banks  for  Cooperatives  shall  be  granted  by  the  governor  upon 
application  of  the  directors  of  the  Federal  land  bank  of  the  proper 
district,  and  applications  and  charters  shall  be  in  such  form  as  the 
governor  shall  prescribe.  The  directors  shall  have  power,  subject  to- 
the  approval  of  the  governor,  to  adopt  such  bylaws  as  may  be  neces¬ 
sary  for  the  conduct  of  the  business  of  the  [corporations  and]banks. 


[capital  of  production  credit  corporations 


[Sec.  4.  The  capital  stock  of  each  Production  Credit  Corporation 
shall  be  in  such  amount  as  the  governor  determines  is  required  for  the 
purpose  of  meeting  the  credit  needs  of  the  district  to  be  served  by  such 
corporation,  and  such  amount  may  be  increased  or  decreased  from 
time  to  time  by  the  governor  in  accordance  with  such  credit  needs. 
Such  capital  stock  shall  be  divided  into  shares  of  $100  each.  The 
initial  capital  stock  of  each  such  corporation  shall  be  $7,500,000, 
which  shall  be  subscribed  for  by  the  governor  and  held  by  him  on 
behalf  of  the  United  States.  Payments  on  subscriptions  to  stock 
by  the  governor  shall  be  subject  to  call  in  whole  or  in  part  by  the 
board  of  directors  of  the  corporation  with  the  approval  of  the  governor. 
The  governor  shall  make  such  payments  out  of  the  revolving  fund 
created  in  section  5.  The  stock  ownership  of  the  United  States  in 
such  corporation  shall  be  evidenced  by  such  means  as  the  governor 
shall  determine.] 

Sec.  5.  (a)  There  is  hereby  created  a  revolving  fund  of  not  to 
exceed  [$120,000,000]  $60 ,000 ,000  which  shall  be  made  up  as  follows: 


i 


******* 


(b)  There  is  hereby  authorized  to  be  appropriated  the  sum  of 
$2,000,000,  which  shall  remain  available  until  expended,  for  all  neces¬ 
sary  administrative  expenses  in  connection  with  the  establishment 
and  supervision  of  [the  Production  Credit  Corporations  and]  the 
Production  Credit  Associations. 

******* 

(e)  The  amount  of  all  balances,  collections,  and  appropriations 
allocated  under  subsection  (a)  to  the  revolving  fund  created  there- 
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under,  which  is  in  excess  of  $120,000,000,  is  hereby  made  available 
to  the  Governor  of  the  Farm  Credit  Administration  for  the  establish¬ 
ment  of  a  revolving  fund  of  not  to  exceed  [$40,000,000]  $ 100,000,000 .. 
Out  of  such  revolving  fund,  the  Governor  is  authorized  to  allocate 
and,  with  the  approval  of  the  Secretary  of  the  Treasury,  to  expend 
such  amounts  as  lie  deems  necessary  for  subscriptions  to  the  capital 
stock  [and/or  paid-in  surplus]  of  Federal  Intermediate  Credit  Banks. 

[stock  ownership  of  production  credit  CORPORATIONS  IN¬ 
TRODUCTION  CREDIT  ASSOCIATIONS 

[Sec.  6.  (a)  Each  Production  Credit  Corporation  shall  have  power 
to  invest  its  funds  in  stock  of  production  credit  associations  as  pro¬ 
vided  in  this  section.  Such  corporation  is  authorized  to  subscribe  and 
pay  for  class  A  stock  in  each  Production  Credit  Association  located, 
in  the  district  served  by  such  corporation  in  amounts  sufficient  to 
maintain  the  amount  of  class  A  stock  held  by  it  and  other  holders  of 
class  A  stock  equal,  as  nearly  as  may  be,  to  20  per  centum  of  the; 
volume  of  loans  made  or  to  be  made  by  such  association,  as  estimated 
by  the  corporation,  but  at  no  time  shall  the  amount  of  class  A  stock 
outstanding  be  less  than  $5,000  except  with  the  consent  of  the  associa¬ 
tion.  Notwithstanding  the  provisions  of  the  preceding  sentence,  (1) 
the  governor,  under  rules  and  regulations  prescribed  by  him,  may 
permit  a  Production  Credit  Corporation  to  maintain  the  class  A 
holdings  of  stock  by  the  corporation  and  other  investors  at  such, 
amount,  in  excess  of  20  per  centum  of  such  loans,  as  may  be  necessary r 
and  (2)  the  corporation  may  at  any  time  require  the  association  to 
retire  and  cancel  stock  held  by  the  corporation  in  such  association,  if, 
in  the  judgment  of  the  corporation,  the  association  has  resources 
available  therefor. 

[(b)  Under  such  rules  and  regulations  as  may  be  prescribed  by  the 
governor  and  subject  to  such  restrictions  and  limitations  as  he  may 
prescribe,  each  Production  Credit  Corporation  is  authorized  to  sub¬ 
scribe  and  pay  for  stock  in  production  credit  associations  not  organized 
under  this  Act  if  such  associations  are  controlled  by  cooperative 
associations  as  defined  in  section  55.  Only  stock  which  is  preferred 
as  to  assets  on  liquidation  and  is  entitled  to  participate  in  dividend 
distributions  without  discrimination  may  be  subscribed  for.  The 
amount  of  the  stock  subscribed  for  by  any  Production  Credit  Corpora¬ 
tion  in  any  such  associaton  shall  not  at  any  one  time  exceed  75  per 
centum  of  the  total  paid-in  capital  of  such  association. 

[(c)  The  amount  of  the  excess  of  earnings  on  stock  held  by  the 
corporation  above  amounts  necessary  to  pay  operating  espenses  and 
restore  losses  and  impairment  of  capital,  if  any,  of  the  corporation: 
shall  be  devoted  to  the  creation  and  maintenance  of  a  surplus  equal  to- 
at  least  25  per  centum  of  the  paid-in  capital  of  the  corporation.  The 
amount  of  the  surplus  shall  be  invested  as  the  governor  shall  prescribe 
in  direct  obligations  of  the  United  States  or  in  class  A  stock  of  Produc¬ 
tion  Credit  Associations,  or  both. 

[(d)  The  amount  of  such  excess  of  earnings  not  required  in  order  to- 
comply  with  the  provisions  of  subsection  (c)  shall  be  paid  into  the 
revolving  fund  heretofore  authorized.  Stock  held  by  the  governor  in 
the  Production  Credit  Corporation  shall  be  retired  upon  such  payment 
in  an  amount  equal  to  the  amount  of  such  payment. 
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[(e)  Each  production  credit  corporation  shall,  at  the  end  of  each 
fiscal  year  (1)  apply  its  earnings  described  in  subsection  (c)  of  this 
section  in  accordance  with  the  provisions  of  subsections  (c)  and  (d)  of 
this  section;  and  (2)  apply  its  earnings  from  all  other  sources,  first, 
to  the  payment  of  any  operating  expenses  for  the  year  remaining 
unpaid;  second,  to  restore  losses  and  impairment  of  capital,  if  any,  of 
the  corporation;  third,  to  the  creation  and  maintenance  of  a  surplus 
equal  to  25  per  centum  of  the  paid-in  capital  of  the  corporation;  fourth, 
to  the  payment  of  25  per  centum  of  its  earnings  from  all  sources  then 
remaining  to  the  United  States  as  a  franchise  tax,  and  fifth,  to  the  pay¬ 
ment  of  the  remaining  earnings  into  its  surplus  account.] 

INVESTMENT  BY  GOVERNOR  IN  STOCK  OF  PRODUCTION  CREDIT 

ASSOCIATIONS 

Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production 
credit  association  in  such  amounts  as  he  determines  are  required  to  meet 
the  credit  needs  of  fanners  in  the  area  served  by  such  association.  Pay¬ 
ments  for  such  stock  purchased  by  the  Governor  shall  be  made  out  of  the¬ 
re  volviny  fund  authorized  by  section  5  (a)  of  this  Act.  The  Governor  may 
at  any  time  require  any  production  credit  association  to  retire  and  cancel 
any  class  A  stock  held  by  him  in  such  association  if,  in  his  judgment,  the 
association  has  resources  available  therefor,  and  the  proceeds  of  such  stock 
retirements  shall  be  paid  such  revolving  fund . 

******* 

Sec.  20.  The  governor  is  authorized  and  directed  to  organize  and 
charter  corporations  to  be  known  as  “Production  Credit  Associations.” 
Such  associations  may  be  organized  by  ten  or  more  farmers  desiring 
to  borrow  money  under  the  provisions  of  this  title.  Such  individuals 
shall  enter  into  articles  of  incorporation  which  shall  specify  in  general 
terms  the  objects  for  which  the  association  is  formed  and  the  powers 
to  be  exercised  by  it  in  carrying  out  the  functions  conferred  upon  it 
by  this  Act.  [Such  articles  shall  be  signed  by  the  individuals  uniting 
to  form  the  association  and  a  copy  thereof  shall  be  forwarded  to  the 
Production  Credit  Corporation  of  the  district,  and  such  copy  shall  be 
filed  and  preserved  in  its  office.]  Such  articles  shall  be  signed  by  the 
individuals  uniting  to  form  the  association  and  a  copy  thereof  shall  be 
furnished  to  the  Governor.  The  governor  may,  for  good  cause  shown, 
deny  a  charter  to  such  individuals.  Upon  the  approval  of  such 
articles  by  the  governor,  the  association  shall  become  as  of  the  date 
of  such  approval  a  body  corporate.  The  governor  shall  have  power, 
under  rules  and  regulations  prescribed  by  him,  or  by  prescribing  the 
terms  of  the  charter  of  the  association,  or  both,  to  provide  for  the 
organization,  management,  and  conduct  of  the  business  of  the  asso¬ 
ciation;  and  the  power  of  the  governor  shall  extend  to  prescribing 
the  amount  of  the  stock  of  such  association;  fixing  the  territory  within 
which  its  operations  may  be  carried  on;  fixing  the  method  of  election 
and  appointment  of,  and  the  amount  and  payment  of  the  compensation 
of,  directors,  officers,  and  employees;  fixing  the  maximum  amount  of 
individual  loans  which  may  be  made;  prescribing  the  conditions  under 
which  the  stock  may  be  retired;  and  providing  for  the  consolidation 
of  two  or  more  such  associations.  The  governor  may,  at  any  time, 
direct  such  changes  in  the  charter  of  any  such  association  as  lie  finds 
necessary  in  accomplishing  the  purposes  of  this  title.  Bylaws  of  any 
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such  association  may  be  adopted  by  the  directors  but  shall  not  be 
valid  unless  approved  by  the  governor. 

Sec.  21.  The  stock  of  such  associations  shall  be  divided  into  shares 
of  $5  each;  and  there  shall  be  two  classes  of  such  stock:  (1)  Class  A 
stock  which  is  to  be  held  by  [Production  Credit  Corporations]  the 
Governor,  and  which  may  be  purchased  and  held  by  investors,  and  (2) 
class  B  stock  which  may  be  purchased  only  by  farmer  borrowers  from 
the  association  and  individuals  eligible  to  become  borrowers.  Class 
B  stock  only  shall  be  entitled  to  voting  rights  but  each  holder  of  such 
stock  shall  be  entitled  to  no  more  than  one  vote.  No  class  B  stock, 
or  any  interest  therein  or  right  to  receive  dividends  thereon,  shall  be 
transferred  by  act  of  parties  or  operation  of  law  except  to  another 
farmer  borrower  or  an  individual  eligible  to  become  a  borrower  and 
then  only  with  the  approval  of  the  directors  of  the  association. 
Each  holder  of  class  B  stock,  within  two  years  after  he  has  ceased 
to  be  a  borrower,  shall  exchange  such  class  B  stock  at  the  fair  book 
rvalue  (not  to  exceed  par)  thereof,  as  determined  by  the  association, 
/for  class  A  stock.  Dividends  may  be  paid  on  class  A  and  class  B 
stock  without  preference  or  on  class  A  stock  alone,  as  the  board  of 
directors  of  the  association  may  determine,  but  the  directors  of  the 
association  may,  in  their  discretion,  apply  the  amount  of  any  dividend 
payable  to  a  holder  of  class  B  stock  to  any  indebtedness  of  such  holder 
to  the  association.  Class  A  stock  shall  be  preferred  as  to  assets  of 
the  association  upon  liquidation.  [During  such  time  as  any  Pro¬ 
duction  Credit  Corporation  is  a  holder  of  any  stock  of  any  such 
association,  the  appointment  or  election  of  directors,  t lie  secretary- 
treasurer,  and  the  loan  committee  of  such  association  shall  be  subject 
to  the  approval  of  the  president  of  the  Production  Credit  Corporation 
and  during  such  time  any  such  director,  secretary-treasurer,  or  other 
officer  may,  at  any  time,  be  removed  by  the  president  of  the  Pro¬ 
duction  Credit  Corporation.] 

Sec.  22.  (a)  Each  production  credit  association  shall,  at  the  end  of 
each  fiscal  year,  apply  the  amount  of  its  earnings  in  excess  of  operating 
expenses  (including  provision  for  reasonable  valuation  reserves)  during 
such  fiscal  year,  first,  to  the  restoration  of  the  impairment,  if  any,  of 
capital;  and,  second,  to  the  establishment  and  maintenance  of  a  surplus 
^account,  the  minimum  amount  of  which  shall  be  prescribed  by  the 
/[production  credit  corporation]  Federal  intermediate  credit  bank. 

(b)  A  production  credit  association  may  pay  dividends  of  not  to 
exceed  7  per  centum  per  annum  when  such  payments  are  approved 
by  the  [production  credit  corporation]  Federal  intermediate  credit 
bank  of  the  district  and  are  consistent  with  policies  established  under 
regulations  issued  by  the  Farm  Credit  Administration. 

Sec.  23.  [Each  production  credit  association  shall,  under  such  rules 
and  regulations  as  may  be  prescribed  by  the  production  credit  corpo¬ 
ration  of  the  district  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  invest  its  funds  and  make  loans  to  farmers  for  general  agri¬ 
cultural  purposes.]  Each  production  credit  association  shall ,  under 
such  rules  and  regulations  as  may  be  prescribed  by  the  farm  credit  board 
of  the  district  with  the  approval  of  the  Farm  Credit  Administration, 
invest  its  funds  and  make  loans  to  farmers  for  general  agricultural 
purposes  and  other  requirements  of  the  borrowers.  [Such  loans  shall 
be  made  on  such  terms  and  conditions,  at  such  rates  of  interest,  and 
with  such  security  as  may  be  prescribed  by  the  corporation.]  No 
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borrower  shall  be  indebted  to  the  association  at  any  one  time  in  an 
amount  in  excess  of  15  per  centum  of  the  capital  and  surplus  of  the 
association  unless  the  loan  has  the  prior  approval  of  the  [corporation] 
Federal  intermediate  credit  bank,  or  in  excess  of  35  per  centum  of  the 
capital  and  surplus  of  the  association  unless  the  loan  also  has  the 
prior  approval  of  the  Farm  Credit  Administration.  Borrowers  shall 
be  required  to  own,  at  the  time  the  loan  is  made,  class  B  stock  of  the 
association  in  an  amount  equal  in  fair  book  value  (not  to  exceed  par), 
as  determined  by  the  association,  to  $5  per  $100  or  fraction  thereof 
of  the  amount  of  the  loan.  Such  stock  shall  not  be  canceled  or  retired 
upon  payment  of  the  loan  but  may  be  transferred  or  exchanged  as 
provided  in  section  21  of  this  Act. 

*  *  *  *  *  *  * 

Sec.  34.  Subject  to  such  terms  and  conditions  as  may  be  prescribed 
by  the  Farm  Credit  Administration,  the  Central  Bank  is  authorized: 

(a)  to  make  loans  to  cooperative  associations  as  defined  in  the  Agri¬ 
cultural  Marketing  Act,  as  amended,  for  any  of  the  purposes  and  sub-£ 
ject  to  the  conditions  and  limitations  set  forth  in  such  Act,  as  amended;  ” 

(b)  to  make  loans  (by  way  of  discount  or  otherwise)  to  banks  for  co¬ 
operatives  organized  under  section  2  of  this  Act  or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks;  (c)  to  buy  from,  and  sell  to, 
any  such  bank  or  any  Federal  intermediate  credit  bank  any  note, 
draft,  bill  of  exchange,  debenture,  or  other  obligation,  or  any  interest 
therein;  and  (d)  to  borrow  from,  and  discount  or  rediscount  paper 
with,  any  and  all  such  banks  and  commercial  banks. 

******  * 

Sec.  41.  Subject  to  such  terms  and  conditions  as  may  be  prescribed 
by  the  Farm  Credit  Administration,  the  banks  for  cooperatives  are 
authorized  (a)  to  make  loans  to  cooperative  associations  as  defined  in 
the  Agricultural  Marketing  Act,  as  amended,  for  any  of  the  purposes 
and  subject  to  the  conditions  and  limitations  set  forth  in  such  Act, 
as  amended;  (b)  to  make  loans  (by  way  of  discount  or  otherwise)  to 
any  bank  organized  under  this  Act  or  to  Federal  land  banks  or  Federal 
intermediate  credit  banks;  (c)  to  buy  from,  and  sell  to,  any  such  bank 
or  any  Federal  intermediate  credit  bank  any  note,  draft,  bill  of  ex¬ 
change,  debenture,  or  other  obligation,  or  any  interest  therein;  and  + 
(d)  to  borrow  from,  and  discount  or  rediscount  paper  with,  any  and\* 
all  such  banks  and  commercial  banks. 

******* 

Sec.  60.  The  Central  Bank  for  Cooperatives,  and  [the  Production 
Credit  Corporations,]  the  Production  Credit  Associations,  and  the 
Banks  for  Cooperatives,  organized  under  this  Act,  shall  have  succes¬ 
sion,  until  dissolved  in  accordance  with  this  or  any  other  Act  of  Con¬ 
gress  ;  shall  have  power  to  sue  and  be  sued  in  any  court,  to  adopt  and 
use  a  corporate  seal,  to  make  contracts,  to  acquire,  hold,  and  dispose 
of  real  and  personal  property  necessary  and  incident  to  the  conduct  of 
their  business,  to  prescribe  fees  and  charges  (which  in  any  case  shall  be 
subject  to  the  rules  and  regulations  prescribed  by  the  governor)  for 
loans  and  other  services;  and  shall  have  such  other  powers  necessary 
and  incident  to  carrying  out  their  powers  and  duties  under  this  or  any 
other  Act  of  Congress  as  may  be  provided  by  the  governor  in  their 
charters  or  in  any  amendments  thereto.  Each  such  bank,  [associa¬ 
tion,  or  corporation]  or  association  shall,  for  the  purposes  of  jurisdic- 
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tion,  be  deemed  a  citizen  of  the  State  or  District  within  which  its 
principal  office  is  located.  No  district  court  of  the  United  States  shall 
have  jurisdiction  of  any  action  or  suit  by  or  against  any  [Production 
Credit  Corporation  or]  Production  Credit  Association  upon  the 
ground  that  it  was  incorporated  under  this  Act  or  that  the  United 
States  owns  a  majority  of  the  stock  in  it,  nor  shall  any  district  court 
of  the  United  States  within  the  farm  credit  district  served  by  such 
association  [or  corporation]  have  jurisdiction  by  removal  or  other¬ 
wise  of  any  suit  by  or  against  any  such  association  [or  corporation] 
except  in  cases  by  or  against  the  United  States  or  by  or  against  any 
officer  of  the  United  States  and  except  in  cases  by  or  against  any  re¬ 
ceiver  of  any  such  [corporation  or]  association  appointed  in  accord¬ 
ance  with  section  65. 

Sec.  61.  At  least  once  each  year  and  at  such  other  times  as  the 
governor  deems  necessary,  the  Central  Bank  for  Cooperatives,  and 
each  [P  roduction  Credit  Corporation,]  Production  Credit  Associa¬ 
tion,  and  Bank  for  Cooperatives,  organized  under  this  Act,  shall  be 
examined  by  examiners  designated  by  the  governor.  The  governor 
shall  assess  the  cost  of  such  examinations  against  the  bank,  [associa¬ 
tion,  or  corporation]  or  association  examined,  which  shall  pay  such 
costs  to  the  governor.  The  amounts  so  assessed  and  unpaid  shall  be 
a  prior  lien  on  all  assets  of  the  bank,  [association,  or  corporation] 
or  association  examined  except  on  assets  pledged  to  secure  loans. 

Sec.  62.  The  Central  Bank  for  Cooperatives,  the  [Production 
Credit  Corporations,]  Production  Credit  Associations,  the  Federal 
Farm  Mortgage  Corporation,  and  Banks  for  Cooperatives,  organized 
under  this  Act,  when  designated  for  that  purpose  by  the  Secretary  of 
the  Treasury,  shall  act  as  fiscal  agents  of  the  United  States  Govern¬ 
ment  and  when  acting  as  such  shall  perform  such  duties  as  shall  be 
prescribed  by  the  Secretary  of  the  Treasury. 

Sec.  63.  The  Central  Bank  for  Cooperatives,  and  [the  Production 
( Tedit  Corporations,]  Production  Credit  Associations,  and  Banks  for 
Cooperatives,  organized  under  this  Act,  and  their  obligations,  shall  be 
deemed  to  be  instrumentalities  of  the  United  States,  and  as  such,  any 
and  all  notes,  debentures,  bonds,  and  other  such  obligations  issued  by 
such  banks,  [associations,  or  corporations]  or  associations  shall  be 
exempt  both  as  to  principal  and  interest  from  all  taxation  (except 
surtaxes,  estate,  inheritance,  and  gift  taxes)  now  or  hereafter  imposed 
by  the  United  States  or  by  any  State,  Territorial,  or  local  taxing 
authority.  Such  banks,  [associations,  and  corporations,]  and  asso¬ 
ciations,  their  property,  their  franchises,  capital,  reserves,  surplus, 
and  other  funds,  and  their  income,  shall  be  exempt  from  all  taxation 
now  or  hereafter  imposed  by  the  United  States  or  by  any  State, 
Territorial,  or  local  taxing  authority;  except  that  any  real  property 
and  any  tangible  personal  property  of  such  banks,  [associations,  and 
corporations]  and  associations,  shall  be  subject  to  Federal,  State, 
Territorial,  and  local  taxation  to  the  same  extent  as  other  similar 
property  is  taxed.  [The  exemption  provided  herein  shall  not  apply 
with  respect  to  any  production  credit  association  or  its  property  or 
income  after  the  class  A  stock  held  in  it  by  the  production  credit 
corporation  has  been  retired,  or  with  respect  to  the  Central  Bank  for 
Cooperatives,  or  any  production  credit  corporation  or  bank  for  co¬ 
operatives,  or  its  property  or  income  after  the  stock  held  in  it  by  the 
United  States  has  been  retired.]  The  exemption  provided  herein  shall 
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not  apply  with  respect  to  any  production  credit  association  or  its  property 
or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has  been  re¬ 
tired,  or  with  respect  to  any  bank  for  cooperatives  or  its  property  or 
income  after  the  stock  held  in  it  by  the  United  States  has  been  retired. 

Sec.  65.  Upon  default  of  any  obligation  of  any  [Production  Credit 
Corporation, ]  Production  Credit  Association,  or  Bank  for  Coopera¬ 
tives,  such  bank,  [association,  or  corporation]  or  association  may  be 
declared  insolvent  and  placed  in  the  hands  of  a  receiver  by  the  governor 
and  proceedings  shall  thereupon  be  had  in  accordance  with  the 
provisions  of  law  relating  to  the  insolvency  of  national  farm-loan 
associations.  Any  such  bank,  [association,  or  corporation]  or  asso¬ 
ciation  may,  with  the  consent  of  the  governor,  liquidate  voluntarily, 
but  only  in  accordance  with  such  rules  and  regulations  as  the  governor 
may  prescribe. 

******* 

[Sec.  86a.  With  the  approval  of  the  Governor  of  the  Farm  Credit 
Administration  and  under  rules  and  regulations  to  be  prescribed  by  f 
the  Production  Credit  Commissioner,  production  credit  associations^ 
organized  under  the  provisions  of  the  Farm  Credit  Act  of  1933  are 
authorized  and  empowered  (without  regard  to  the  provisions  of  this 
Act  relating  to  the  requirement  for  the  ownership  of  Class  B  stock 
or  any  other  limitations  therein  contained)  (1)  to  make  loans  to 
farmers  for  the  purpose  of  enabling  them  to  make  home  alterations, 
repairs,  and  improvements,  (2)  to  sell,  discount,  assign,  or  otherwise 
dispose  of  any  loans  made  by  them  under  the  provisions  of  this  section, 
under  such  restrictions  and  limitations  as  to  endorsement  and  liability 
as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Administra¬ 
tion,  (3)  to  avail  themselves  of  the  benefits  of  insurance  under  the 
provisions  of  section  2  of  the  National  Housing  Act,  and  (4)  to  do  all 
such  things  as  may  be  reasonably  necessary  to  carry  out  the  provisions 
of  this  section  ] 

******* 


Act  of  August  19,  1937 

AN  ACT  To  amend  the  Federal  Farm  Loan  Act,  to  amend  the  Emergency  V 
Farm  Mortgage  Act  of  1933,  to  amend  the  Farm  Credit  Act  of  1933,  to  amend 
the  Federal  Farm  Mortgage  Corporation  Act,  to  amend  the  Agricultural 
Marketing  Act,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  oj  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  this  Act  may  be  cited 
as  the  “Farm  Credit  Act  of  1937”. 

******* 

Sec.  5.  *  *  * 

******* 

(d)  *  *  * 

******* 

(2)  Notwithstanding  the  above  provision  with  respect  to  the 
appointment  of  district  directors,  one  additional  member  of  said 
board  shall  be  elected  by  each  of  the  groups  aforesaid  (national  farm 
loan  associations  and  borrowers  through  agencies,  production  credit 
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associations,  and  cooperatives  which  are  stockholders  or  subscribers 
to  the  guaranty  fund  of  the  regional  bank  for  cooperatives  of  the 
district),  and  serve  in  lieu  of  a  district  director,  under  the  following 
circumstances  and  conditions: 

*  *****  * 

(B)  Whenever,  as  determined  by  the  Farm  Credit  Administration, 
the  sum  of  the  capital  stock  held  by  persons  other  than  the  [produc¬ 
tion  credit  corporation  of  the.  district]  Governor  of  the  Farm  Credit 
Administration,  surplus,  and  reserves  of  the  production  credit  asso¬ 
ciations  (collectively)  of  a  farm  credit  district  shall  equal  or  exceed 
66%  per  centum  of  the  total  of  the  capital  stock,  surplus,  and  reserves 
of  the  production  credit  associations  (collectively)  of  said  district  as  of 
the  date  six  months  before  the  expiration  of  the  term  of  office  of  the 
district  director  (or  third  district  director)  whose  term  next  expires,  the 
successor  to  such  director  shall  be  elected  by  the  production  credit 
associations  of  the  district  in  the  manner  herein  provided,  shall  be 
known  as  an  elected  director,  and  successors  to  that  office  shall  be  so 
elected  and  known  from  term  to  term  while  such  conditions  obtain: 
Provided,  That,  if  and  when,  as  determined  by  the  Farm  Credit  Ad¬ 
ministration,  such  conditions  do  not  obtain  as  of  the  date  six  months 
before  the  expiration  of  the  term  of  office  of  any  director  so  elected 
under  the  provisions  of  this  subparagraph,  the  successor  to  such  direc¬ 
tor  shall  be  appointed  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration  by  and  with  the  advice  and  consent  of  the  Federal  Farm  Credit 
Board,  shall  be  known  as  a  district  director,  and  successors  to  that 
office  shall  be  so  appointed  and  known  from  term  to  term,  for  such 
terms  as  appointment  is  not  precluded  by  the  election  of  an  additional 
director  by  one  of  the  groups  afoersaid  as  herein  provided :  And  provided 
further,  That  such  production  credit  associations  shall  again  and  from 
time  to  time  elect  one  additional  director  as  aforesaid,  if  and  when  the 
required  conditions  named  in  this  subparagraph  shall  be  determined 
to  obtain  as  aforesaid. 

******* 

(h)  Members  of  each  farm  credit  board  shall  have  been,  for  at  least 
two  years,  residents  of  the  district  for  which  they  are  appointed  or 
elected.  From  and  after  the  date  of  enactment  of  this  Act,  no  person 
shall  be  eligible  for  election  or  appointment  as  a  member  of  any  dis¬ 
trict  farm  credit  board,  and  no  person  hereafter  elected  or  appointed  as 
a  member  of  any  district  farm  credit  board  shall  be  eligible  to  continue 
to  serve  as  such,  if  in  either  case  said  person  is  an  officer  or  employee 
of  any  Federal  land  bank,  Federal  intermediate  credit  bank,  [produc¬ 
tion  credit  corporation,]  or  bank  for  cooperatives.  No  district  direc¬ 
tor,  excepting  any  third  district  director  selected  as  hereinabove 
specified,  shall,  during  his  continuance  in  office,  be  a  director,  officer, 
or  employee  of  any  institution,  association,  or  partnership  engaged  in 
the  business  of  lending  money  or  of  making  or  selling  land  mortgage 
loans,  except  an  institution  or  association  under  the  supervision  of  the 
Farm  Credit  Administration. 

******* 

Sec.  6.  Each  farm  credit  board  provided  for  in  this  Act  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Administration 
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(a)  To  employ  joint  officers  and  employees  for  the  Federal  land 
bank,  Federal  intermediate  credit  bank,  [p  roduction  credit  corpora¬ 
tion,]  and  regional  bank  for  cooperatives  in  its  district.  The  salaries 
or  other  compensation  of  all  such  joint  officers  and  employees  shall  be 
fixed  by  the  district  farm  credit  board  and  shall  be  paid  by  the  Federal 
land  bank  of  the  distiict.  Such  bank  shall  be  reimbursed  therefor  by 
the  other  [three]  institutions  in  the  district,  in  such  amounts  and 
upon  such  conditions  as  the  board  shall  determine.  Officers  and 
employees  appointed  by  the  district  farm  credit  board  shall  be  officers 
and  employees  of  the  district  institutions  served  by  them. 

(b)  To  authorize  the  acquisition  and  disposal  of  such  property, 
real  or  personal,  as  may  be  necessary  or  convenient  for  the  transaction 
of  the  business  of  the  Federal  land  bank,  the  Federal  intermediate 
credit  bank,  [the  bank  for  cooperatives,  and  the  production  credit 
corporation]  and  the  ba.uk  j or  cooperatives,  located  in  its  district,  upon 
such  terms  and  conditions  as  it  shall  fix,  and  to  prorate  among  such 
institutions  the  cost  of  purchases,  rentals,  construction,  repairs, 
alterations,  maintenance,  and  operation,  in  such  amounts  and  in  such 
manner  as  it  shall  determine.  Any  lease,  or  any  contract  for  the 
purchase  or  sale  of  property,  or  any  deed  or  conveyance  of  property, 
or  any  contract  for  the  construction,  repair,  or  alteration  of  buildings, 
authorized  by  a  district  farm  credit  board  under  this  subsection  shall 
be  executed  by  the  officers  of  the  institution  or  institutions  concerned 
pursuant  to  the  direction  of  such  board.  No  provision  of  law  relative 
to  the  acquisition  or  disposal  of  property,  real  or  personal,  by  or  for 
the  United  States,  or  relative  to  the  making  of  contracts  or  leases  by 
or  for  the  United  States,  including  the  provisions  set  out  in  title  40 
and  title  41  of  the  United  States  Code,  1934  edition,  and  the  Supple¬ 
ments  thereto,  and  including  provisions  applicable  to  corporations 
wholly  owned  by  the  United  States,  shall  be  deemed  or  held  applicable 
to  any  lease,  purchase,  sale,  deed,  conveyance,  or  contract  authorized 
or  made  by  a  district  farm  credit  board,  Federal  land  bank,  Federal 
intermediate  credit  bank,  [production  credit  corporation,]  or  bank  for 
cooperatives  under  this  subsection. 

******* 


AN  ACT  To  increase  farmer  participation  in  ownership  and  control  of  the  Federal 
Farm  Credit  System;  to  create  a  Federal  Farm  Credit  Board;  to  abolish  certain 
offices;  to  impose  a  franchise  tax  upon  certain  farm  credit  institutions;  and  for 
other  purposes. 

Be  it  enacted ’  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled, 

TITLE 

Section  1 .  This  Act  may  be  cited  as  the  “Farm  Credit  Act  of  1953”. 
******* 

Sec.  8.  The  Farm  Credit  Administration  is  authorized  and  directed, 
by  order  or  rules  and  regulations,  to  delegate  to  a  Federal  land  bank 
such  of  the  duties,  powers,  and  authority  of  the  Farm  Credit  Admin¬ 
istration  with  respect  to  and  over  National  Farm  Loan  Associations, 
their  officers  and  employees,  in  the  farm  credit  district  wherein  such 
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Federal  land  bank  is  located,  as  may  be  determined  to  be  in  the 
interest  of  effective  administration;  and,  in  like  manner,  to  delegate 
to  a  [production  credit  corporation]  Federal  intermediate  credit  bank 
such  of  the  duties,  powers,  and  authority  of  the  Farm  Credit  Admin¬ 
istration  with  respect  to  and  over  production  credit  associations,  their 
officers  and  employees,  in  the  farm  credit  district  wherein  such  [pro¬ 
duction  credit  corporation]  Federal  intermediate  credit  bank  is  located, 
as  may  be  determined  to  be  in  the  interest  of  effective  administration; 
and,  in  either  case  the  duties,  powers,  and  authority  so  delegated  shall 
be  performed  and  exercised  under  such  conditions  and  requirements 
and  upon  such  terms  as  the  Farm  Credit  Administration  may  specify. 
Any  Federal  land  bank  or  [production  credit  corporation]  Federal 
intermediate  credit  bank  to  which  any  such  duties,  powers,  or  authority 
may  be  delegated  is  hereby  authorized  and  empowered  to  accept, 
perform,  and  exercise  such  duties,  powers,  and  authority  as  may  be  so 
delegated  to  it. 

■)*  4c  4c  4c  4c  4c  4c 

Sec.  16.  [(a)  An3r  other  provisions  of  law  to  the  contrary  notwith¬ 
standing  after  the  effective  date  of  this  Act  any  production  credit 
association  may,  with  the  approval  of  the  President  of  the  Production 
Credit  Corporation  and  of  the  Farm  Credit  Administration,  issue 
nonvoting  preferred  stock,  to  be  known  as  class  C  stock,  which  may 
be  purchased  and  held  by  production  credit  corporations  and  by  in¬ 
vestors:  Provided,  That  the  issuance  of  such  stock  shall  be  authorized 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  A 
stock  of  the  association  (other  than  shares  held  by  the  Production 
Credit  Corporation)  by  the  holders  thereof  in  person  or  by  proxy  and 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  B 
stock  of  the  association  by  the  holders  thereof  in  person  or  by  proxy; 
and  for  this  purpose  holders  of  class  A  stock  (other  than  the  Production 
Credit  Corporation)  and  holders  of  class  B  stock  shall  be  entitled  to 
one  vote  for  each  share  of  stock  held  by  them.] 

(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding,  after 
the  effective  date  of  this  Act  any  production  credit  association  may,  with 
the  approval  of  the  Farm  Credit  Administration,  issue  nonvoting  preferred 
stock,  to  be  known  as  class  C  stock,  which  may  be  purchased  and  held  by 

)  the  Governor  of  the  Farm  Credit  Administration  and  by  investors: 
Provided,  That  the  issuance  of  such  stock  shall  be  authorized  by  vote  of 
not  less  than  two-thirds  of  the  outstanding  shares  of  class  A  stock  of  the 
association  ( other  than  shares  held  by  the  Governor  of  the  Farm  C  redit 
Administration )  by  the  holders  thereof  in  person  or  by  proxy  and  by  vote 
of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  B  stock  of 
the  association  by  the  holders  thereof  in  person  or  by  proxy;  and  for  this 
purpose  holders  of  class  A  stock  ( other  than  the  Governor  of  the  harm 
Credit  Administration )  and  holders  of  class  B  stock  shall  be  entitled  to 
one  vote  for  each  share  of  stock  held  by  them.  Payments  for  such  stock 
purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  created 
by  section  5  (a)  of  the  Farm  Credit  Act  of  1933,  as  amended ,  and  the 
proceeds  from  the  retirement  of  any  such  stock  shall  be  paid  into  such 
revolving  fund. 
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Department  of  Agriculture  Organic  Act  of  1944  (Act  of 

September  21,  1944) 

AN  ACT  To  provide  for  the  control  and  eradication  of  certain  animal  and  plant 
pests  and  diseases,  to  facilitate  cooperation  with  the  States  in  fire  control,  to 
provide  for  the  more  efficient  protection  and  management  of  the  national 
forests,  to  facilitate  the  carrying  out  of  agricultural  conservation  and  related 
agricultural  programs,  to  facilitate  the  operation  of  the  Farm  Credit  Adminis¬ 
tration  and  the  Rural  Electrification  Administration,  to  aid  in  the  orderly 
marketing  of  agricultural  commodities,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  o  f  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That, 

******* 

Sec.  601.  (a)  The  Farm  Credit  Administration  shall,  prior  to  the 
first  day  of  each  fiscal  year  commencing  after  June  30,  1944,  estimate 
for  the  ensuing  fiscal  year  the  cost  of  examinations  of  the  Federal  land 
banks,  national  farm-loan  associations,  banks  for  cooperatives,  Cen¬ 
tral  Bank  for  Cooperatives,  Federal  intermediate  credit  banks, 
[production  credit  corporations,]  and  production  credit  associations; 
shall  apportion  the  amount  so  determined  among  the  Federal  land 
banks,  national  farm  loan  associations,  banks  for  cooperatives,  Central 
Bank  for  Cooperatives,  Federal  intermediate  credit  banks,  [produc¬ 
tion  credit  corporations,]  and  production  credit  associations  on  such 
equitable  basis  as  said  Administration  shall  determine;  and  shall  assess 
against  and  collect  in  advance  the  amount  so  apportioned  from  the 
banks,  [corporations,]  and  other  organizations  among  which  the 
apportionment  is  made,  except  that  the  amounts  apportioned  to  na¬ 
tional  farm  loan  associations  shall  be  assessed  against  and  collected 
from  the  Federal  land  bank  of  the  district  which  may  in  turn  collect 
such  amounts  from  the  associations  in  a  manner  approved  by  the  Farm 
Credit  Administration. 

(b)  The  Farm  Credit  Administration  shall,  prior  to  the  first  day  of 
each  fiscal  year  commencing  after  June  30,  1944,  estimate  the  cost  to  it 
for  the  ensuing  fiscal  year  of  the  administrative  supervision  of  the 
Federal  land  bank  system,  the  banks  for  cooperatives,  the  Central 
Bank  for  Cooperatives,  the  Federal  intermediate  credit  banks,  and  the 
production  credit  system;  shall  apportion  the  amount  so  determined 
among  the  Federal  land  banks,  the  banks  for  cooperatives,  the  Cen¬ 
tral  Bank  for  Cooperatives,  [the  Federal  intermediate  credit  banks, 
and  the  production  credit  corporations]  and  the  Federal  intermediate 
credit  banks  on  such  equitable  basis  as  said  Administration  shall 
determine;  and  shall  assess  against  and  collect  in  advance  from  such 
banks  [and  corporations]  the  amount  so  apportioned. 

(c)  The  amounts  collected  pursuant  to  subsections  (a)  and  (b)  hereof 
shall  be  covered  into  the  Treasury,  and  credited  to  a  special  fund, 
which  fund  is  hereby  authorized  to  be  appropriated  to  said  Adminis¬ 
tration  for  expenditure  during  each  fiscal  year  for  salaries  and  expenses 
applicable  to  examination  and  administrative  supervision  as  set  forth 
in  the  annual  appropriation  made  for  the  same  fiscal  year  for  salaries 
and  expenses  of  said  Administration.  As  soon  as  practicable  after 
the  end  of  each  such  fiscal  year,  said  Administration  shall  determine 
on  a  fair  and  reasonable  basis  (1)  the  cost  of  the  examination  services 
rendered  during  the  fiscal  year  to  each  said  bank,  [corporation.]  or 
other  organization;  and  (2)  the  amount  which  fairly  and  equitably 
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should  be  allocated  to  each  bank  [and  corporation]  as  the  cost 
during  the  fiscal  year  of  such  administrative  supervision,  and  if  the 
sum  of  these  two  items  in  any  case  is  greater  than  the  total  amount 
collected  from  the  bank,  [corporation,]  or  other  ogranization,  the 
difference  shall  be  collected  from  such  bank,  [corporation,]  or  other 
organization,  and,  if  less,  shall  be  refunded  from  said  special  fund  to 
the  bank,  [corporation,]  or  other  organization  entitled  thereto. 

******* 

Title  IS  of  United  States  Code 

******* 
§658.  Property  mortgaged  or  pledged  to  farm  credit  agencies. 

Whoever,  with  intent  to  defraud,  knowingly  conceals,  removes, 
disposes  of,  or  converts  to  his  own  use  or  to  that  of  another,  any 
property  mortgaged  or  pledged  to,  or  hold  by,  the  Farm  Credit 
Administration,  any  Federal  intermediate  credit  bank,  or  the  Federal 
Farm  Mortgage  Corporation,  Federal  Crop  Insurance  Corporation, 
Farmers’  Home  Corporation,  the  Secretary  of  Agriculture  acting 
through  the  Farmers’  Home  Administration,  any  production  credit 
association  organized  under  sections  1131-1 134m  of  Title  12,  [or  in 
which  a  Production  Credit  Corporation  holds  stock],  any  regional 
agricultural  credit  corporation,  or  any  bank  for  cooperatives,  shall  be 
fined  not  more  than  $5,000  or  imprisoned  not  more  than  five  years, 
or  both;  but  if  the  value  of  such  property  does  not  exceed  $100,  he 
shall  be  fined  not  more  than  $1,000  or  imprisoned  not  more  than  one 
year  or  both. 

******* 

§  1014.  Loan  and  credit  applications  generally;  renewals  and  dis¬ 
counts;  crop  insurance. 

Whoever  knowingly  makes  any  false  statement  or  report  or  will¬ 
fully  overvalues  any  land,  property  or  security,  for  the  purpose  of 
influencing  in  any  way  the  action  of  the  Reconstruction  Finance 
Corporation,  Farm  Credit  Administration,  Federal  Crop  Insurance 
Corporation,  Farmers’  Home  Corporation,  the  the  Secretary  of 
Agriculture  acting  through  the  Farmers’  Home  Administration,  any 
Federal  intermediate  credit  bank,  or  the  Federal  Farm  Mortgage 
Corporation,  or  any  division  officer,  or  employee  thereof,  or  of  any 
corporation  organized  under  sections  1131-1 134m  of  Title  12,  [or  in 
which  a  Production  Credit  Corporation  holds  stock],  or  of  any 
regional  agricultural  credit  corporation  established  pursuant  to  law, 
or  of  the  National  Agricultural  Credit  Corporation,  a  Federal  Home 
Loan  Bank,  the  Federal  Home  Loan  Bank  Board,  the  Home  Owners’ 
Loan  Corporation,  a  Federal  Savings  and  Loan  Association,  a  Federal 
land  bank,  a  joint-stock  land  bank,  a  National  farm  loan  association, 
or  of  a  Federal  Reserve  bank,  upon  any  application,  advance,  dis¬ 
count,  purchase,  purchase  agreement,  repurchase  agreement,  com¬ 
mitment,  or  loan,  or  any  change  or  extension  of  any  of  the  same,  by 
renewal,  deferment  of  action  or  otherwise,  or  the  acceptance,  release, 
or  substitution  of  security  therefor,  shall  be  fined  not  more  than 
$5,000  or  imprisoned  not  more  than  two  years,  or  both. 
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Act  of  December  6,  1945 

AN  ACT  To  provide  for  financial  control  of  Government  corporations. 

Be  it  enacted  by  the  Senate  and  House  oj  Representatives  of  the  United 
States  oj  America  in  Congress  assembled,  That  this  Act  may  be  cited 
as  the  “Government  Corporation  Control  Act”. 

******* 

Sec.  101.  As  used  in  this  Act  the  term  “wholly  owned  Government 
corporation”  means  the  Commodity  Credit  Corporation;  [Federal 
Intermediate  Credit  Banks;  Production  Credit  Corporations;]  Re¬ 
gional  Agricultural  Credit  Corporations;  Farmers  Home  Corporation; 
Federal  Crop  Insurance  Corporation;  Federal  Farm  Mortgage  Cor¬ 
poration;  Federal  Surplus  Commodities  Corporation;  Reconstruction 
Finance  Corporation;  Defense  Plant  Corporation;  Defense  Supplies 
Corporation;  Metals  Reserve  Company;  Rubber  Reserve  Company; 
War  Damage  Corporation;  Federal  National  Mortgage  Association; 
the  RFC  Mortgage  Company;  Disaster  Loan  Corporation;  Inland  r 
Waterways  Corporation;  Warrior  River  Terminal  Company;  Virgin  ^ 
Islands  Corporation;  Federal  Prison  Industries,  Incorporated;  United 
States  Spruce  Production  Corporation;  Institute  of  Inter- American 
Affairs;  Institute  of  Inter- American  Transportation;  Inter- American 
Educational  Foundation,  Incorporated;  Inter- American  Navigation 
Corporation;  Prencinradio,  Incorporated;  Cargoes,  Incorporated; 
Export-Import  Bank  of  Washington;  Petroleum  Reserves  Corpora¬ 
tion;  Rubber  Development  Corporation;  U.  S.  Commercial  Company, 
Smaller  War  Plants  Corporation;  Federal  Public  Housing  Authority 
(or  Public  Housing  Administration)  and  including  public  housing 
projects  financed  from  appropriated  funds  and  operations  thereof; 
Defense  Homes  Corporation;  Federal  Savings  and  Loan  Insurance 
Corporation;  Home  Owners’  Loan  Corporation;  United  States  Hous¬ 
ing  Corporation;  Federal  Housing  Administration;  Saint  Lawrence 
Seaway  Development  Corporation;  Panama  Canal  Company;  Ten¬ 
nessee  Valley  Authority;  and  Tennessee  Valley  Associated  Coopera¬ 
tives,  Incorporated. 

******* 

Sec.  201.  As  used  in  this  Act  the  term  “mixed-ownership  Govern-  ai 
ment  corporations”  means  (1)  the  Central  Bank  for  Cooperatives  and 
the  Regional  Banks  for  Cooperatives,  (2)  Federal  Land  Banks,  (3) 
Federal  Intermediate  Credit  Banks,  (j)  Federal  Home  Loan  Banks,  and 
[(4)]  (5)  Federal  Deposit  Insurance  Corporation. 

******* 

Sec.  302.  The  banking  or  checking  accounts  of  all  wholly  owned  and 
mixed-ownership  Government  corporations  shall  be  kept  with  the 
Treasurer  of  the  United  States,  or,  with  the  approval  of  the  Secretary 
of  the  Treasury,  with  a  Federal  Reserve  bank,  or  with  a  bank  desig¬ 
nated  as  a  depositary  or  fiscal  agent  of  the  United  States:  Provided, 
That  the  Secretary  of  the  Treasury  may  waive  the  requirements  of  this 
section  under  such  conditions  as  he  may  determine:  And  provided 
further,  That  this  section  will  not  apply  to  the  establishment  and 
maintenance  in  any  bank  for  a  temporary  period  of  banking  and 
checking  accounts  not  in  excess  of  $50,000  in  any  one  bank.  The 
provisions  of  this  section  shall  not  be  applicable  to  Federal  Inter- 
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mediate  Credit  Banks,  [Production  Credit  Corporations,]  the  Central 
Bank  for  Cooperatives,  the  Regional  Banks  for  Cooperatives,  or  the 
Federal  Land  Banks,  except  that  each  such  corporation  shall  be 
required  to  report  annually  to  the  Secretary  of  the  Treasury  the  names 
of  the  depositaries  in  which  such  corporation  keeps  a  banking  or 
checking  account,  and  the  Secretary  of  the  Treasury  may  make  a 
report  in  writing  to  the  corporation,  to  the  President,  and  to  the 
Congress  which  he  deems  advisable  upon  receipt  of  any  such  annual 
report. 

Sec.  303.  (a)  All  bonds,  notes,  debentures,  and  other  similar  obli¬ 
gations  which  are  hereafter  issued  by  any  wholly  owned  or  mixed- 
ownership  Government  corporation  and  offered  to  the  public  shall  be 
in  such  forms  and  denominations,  shall  have  such  maturities,  shall 
bear  such  rates  of  interest,  shall  be  subject  to  such  terms  and  condi¬ 
tions,  shall  be  issued  in  such  manner  and  at  such  times  and  sold  at  such 
prices  as  have  been  or  as  may-  be  approved  by  the  Secretary  of  the 
Treasury. 

(b)  Hereafter,  no  wholly  owned  or  mixed-ownership  Government 
corporation  shall  sell  or  purchase  any  direct  obligation  of  the  United 
States  or  obligation  guaranteed  as  to  principal  or  interest,  or  both, 
for  its  own  account  and  in  its  own  right  and  interest,  at  any  one  time 
aggregating  in  excess  of  $100,000,  without  the  approval  of  the  Secre¬ 
tary  of  the  Treasury:  Provided,  That  the  Secretary  of  the  Treasury 
may  waive  the  requirement  of  his  approval  with  respect  to  any 
transaction  or  classes  of  transactions  subject  to  the  provisions  of  this 
subsection  for  such  period  ol  time  and  under  such  conditions  as  he  may 
determine. 

(c)  The  Secretary  of  the  Treasury  is  hereby  authorized  to  exercise 
any  of  the  functions  vested  in  him  by  this  section  through  any  officer, 
or  employee  of  any  Federal  agency  whom  he  may  designate,  with  the 
concurrence  of  the  head  of  the  agency  concerned,  for  such  purpose. 

(d)  Any  mixed-ownership  Government  corporation  from  which 
Government  capital  has  been  entirely  withdrawn  shall  not  be  subject 
to  the  provisions  of  section  302  or  of  this  section  during  the  period 
such  corporation  remains  without  Government  capital.  The  provi¬ 
sions  of  subsections  (a)  and  (b)  of  this  section  shall  not  be  applicable 
to  Federal  Intermediate  Credit  Banks,  [Production  Credit  Corpora¬ 
tions,]  the  Central  Bank  for  Cooperatives,  the  Regional  Banks  for 
Cooperatives,  or  the  Federal  Land  Banks,  except  that  each  such  cor¬ 
poration  shall  be  required  to  consult  with  the  Secretary  of  the  Treasury 
prior  to  taking  any  action  of  the  kind  covered  by  the  provisions  of 
subsections  (a)  and  (b)  of  this  section,  and  in  the  event  an  agreement 
is  not  reached,  the  Secretary  of  the  Treasury  may  make  a  report  in 
writing  to  the  corporation,  to  the  President,  and  to  the  Congress  stat¬ 
ing  the  grounds  for  his  disagreement. 


*  *  *  * 


* 


*  * 


Revised  Statutes  of  the  United  States 
******* 
Sec.  5136.  *  *  * 

******* 
Seventh.  (Last  two  sentences  only.) 
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The  limitations  and  restrictions  herein  contained  as  to  dealing  in, 
underwriting  and  purchasing  for  its  own  account,  investment  securities 
shall  not  apply  to  obligations  of  the  United  States,  or  general  obliga¬ 
tions  of  any  State  or  of  any  political  subdivision  thereof,  or  obligations 
issued  under  authority  of  the  Federal  Farm  Loan  Act,  as  amended, 
or  issued  by  the  thirteen  banks  for  cooperatives  or  any  of  them  or  the 
Federal  Home  Loan  Banks  or  the  Home  Owners’  Loan  Corporation, 
or  obligations  which  are  insured  by  the  Federal  Housing  Adminis¬ 
trator  pursuant  to  section  207  of  the  National  Housing  Act,  if  the 
debentures  to  be  issued  in  payment  of  such  insured  obligations  are 
guaranteed  as  to  principal  and  interest  by  the  United  States,  or 
obligations  of  the  Federal  National  Mortgage  Association,  or  such 
obligations  of  any  local  public  agency  (as  defined  in  section  110  (h) 
of  the  Housing  Act  of  1949)  as  are  secured  by  an  agreement  between 
the  local  public  agency  and  the  Housing  and  Home  Finance  Adminis¬ 
trator  in  which  the  local  public  agency  agrees  to  borrow  from  said 
Administrator,  and  said  Administrator  agrees  to  lend  to  said  local  ^ 
public  agency,  prior  to  the  maturity  of  such  obligations  (which  obliga-  ^ 
tions  shall  have  a  maturity  of  not  more  than  eighteen  months),  monies 
in  an  amount  which  (together  with  any  other  monies  irrevocably 
committed  to  the  payment  of  interest  on  such  obligations)  will  suffice 
to  pay  the  principal  of  such  obligations  with  interest  to  maturity 
thereon,  which  monies  under  the  terms  of  said  agreement  are  required 
to  be  used  for  the  purpose  of  paying  the  principal  of  and  the  interest 
on  such  obligations  at  their  maturity,  or  such  obligations  of  a  public 
housing  agency  (as  defined  in  the  United  States  Housing  Act  of  1937, 
as  amended)  as  are  secured  either  (1)  by  an  agreement  between  the 
public  housing  agency  and  the  Public  Housing  Administration  in  which 
the  public  housing  agency  agrees  to  borrow  from  the  Public  Housing 
Administration,  and  the  Public  Housing  Administration  agrees  to 
lend  to  the  public  housing  agency,  prior  to  the  maturity  of  such  obli¬ 
gations  (which  obligations  shall  have  a  maturity  of  not  more  than 
eighteen  months),  monies  in  an  amount  which  (together  with  any 
other  monies  irrevocably  committed  to  the  payment  of  interest  on 
such  obligations)  will  suffice  to  pay  the  principal  of  such  obligations 
with  interest  to  maturity  thereon,  which  monies  under  the  terms  of 
said  agreement  are  required  to  be  used  for  the  purpose  of  paying  the  ▲  i 
principal  of  and  the  interest  on  such  obligations  at  their  maturity,  H 
or  (2)  by  a  pledge  of  annual  contributions  under  an  annual  contribu¬ 
tions  contract  between  such  public  housing  agency  and  the  Public 
Housing  Administration  if  such  contract  shall  contain  the  covenant 
by  the  Public  Housing  Administration  which  is  authorized  by  subsec¬ 
tion  (b)  of  section  22  of  the  United  States  Housing  Act  of  1937,  as 
amended,  anrl  if  the  maximum  sum  and  the  maximum  period  specified 
in  such  contract  pursuant  to  said  subsection  22  (b)  shall  not  be  less 
than  the  annual  amount  and  the  period  for  payment  which  are  requi¬ 
site  to  provide  for  the  payment  when  due  of  all  installments  of  principal 
and  interest  on  such  obligations:  Provided ,  That  in  carrying  on  the 
business  commonly  known  as  the  safe-deposit  business  the  association 
shall  not  invest  in  the  capital  stock  of  a  corporation  organized  under 
the  law  of  &ny  State  to  conduct  a  safe-deposit  business  in  an  amount 
in  excess  of  15  per  centum  of  the  capital  stock  of  the  association 
actually  paid  in  and  unimpaired  and  15  per  centum  of  its  unimpaired 
stirplus.  [The  limitations  and  restrictions  herein  contained  as  to 
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dealing  in  and  underwriting  investment  securities  shall  not  apply  to 
obligations  issued  by  the  International  Bank  for  Reconstruction  and 
Development  or  the  thirteen  banks  for  cooperatives  organized  under 
the  Farm  Credit  Act  of  1933,  or  any  of  them  which  are  at  the  time 
eligible  for  purchase  by  a  national  bank  for  its  own  account:  Provided, 
That  no  association  shall  at  any  one  time  hold  obligations  issued  by 
either  of  said  banks  as  a  result  of  underwriting,  dealing,  or  purchasing 
for  its  own  account  (and  for  this  purpose  obligations  as  to  which 
it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total 
amount,  with  respect  to  each  issuer,  exceeding  10  per  centum  of  its 
capital  stock  actually  paid  in  and  unimpaired  and  10  per  centum  of 
its  unimpaired  surplus  fund.]  The  limitations  arid  restrictions  herein 
contained  as  to  dealing  in  and  underwriting  investment  securities  shall 
not  apply  to  obligations  issued  by  the  International  Bank  for  Reconstruc¬ 
tion  and  Development  which  are  at  the  time  eligible  for  purchase  by  a 
national  bank  for  its  own  account:  Provided,  That  no  association  shall 
hold  obligations  issued  by  said  bank  as  a  result  of  underwriting ,  dealing, 
or  purchasing  for  its  own  account  (and  j or  this  purpose  obligations  as  to 
which  it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total 
amount  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock 
actually  paid  in  and  unimpaired  and  10  per  centum  of  its  unimpaired 
surplus  fund. 
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84th  CONGRESS 
2d  Session 


Union  Calendar  No.  801 


>e  JL 


[Report  No.  2160] 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  29, 1956 

Mr.  Cooley  introduced  the  following  bill;  which  was  referred  to  the  Com¬ 
mittee  on  Agriculture 

May  14, 1956 

Reported  with  amendments,  committed  to  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union,  and  ordered  to  be  printed 

[Omit  the  part  struck  through  and  insert  the  part  printed  in  italic] 


A  BILL 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks ;  to  provide  for  retirement  of  Government  capital 
in  Federal  intermediate  credit  banks ;  to  provide  for  supervi¬ 
sion  of  production  credit  associations ;  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATION  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculture  with  a  sound,  dependable, 

8  and  effective  source  of  credit ;  to  promote  the  efficiency  of  the 

9  farm  credit  system  by  merging  production  credit  corporations 
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in 


Federal  intermediate  credit  banks  and  to  facilitate 


*4hp  increased  farmer  participation  in  the  manage¬ 
ment,  control,  and  ownership  of  the  merged  banks  and  re¬ 
tirement  of  Government  capital  therein;  to  encourage  and 
promote  the  continued  growth  and  development  of  the  pro¬ 
duction  credit  associations  as  self-supporting  cooperative 
lending  institutions  operating  on  a  sound  credit  basis  with 
maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  pro¬ 
duction  credit  system;  and  to  continue  to  provide  other 
financing  institutions  making  loans  to  farmers  and  ranchers 
with  the  right  to  borrow  from  and  rediscount  with  such 
merged  banks  on  a  basis  comparable  with  the  production 
credit  associations  regardless  of  the  ownership  of  such  banks. 
The  provisions  of  this  Act  shall  be  construed  in  keeping 
with  this  declaration  of  policy. 


TITLE  I— PRODUCTION  CREDIT  SYSTEM 
Sec.  101.  Merger  of  Production  Credit  Corpora¬ 
tions  in  Federal  Intermediate  Credit  Banks — (a) 
Transfer  of  Assets. — The  production  credit  corporation  in 
each  farm  credit  district  is  hereby  merged  in  the  Federal 
intermediate  credit  bank  of  the  district  and  all  assets,  funds, 
contracts,  property,  and  records  belonging  to  such  corpora¬ 
tion,  except  stock  in  production  credit  associations,  are 
hereby  transferred  to  and  vested  in  such  bank.  All  obliga- 
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1  tions  and  liabilities  of  the  production  credit  corporation  shall 

2  be  assumed  by  the  Federal  intermediate  credit  bank  of  the' 

3  district.  Stock  held  by  each  production  credit  corporation 

4  in  production  credit  associations  is  transferred  to  the  Gov- 

5  ernor  of  the  Farm  Credit  Administration  te  be  held  by  him 

6  on  belaid  of  the  Fm-ited  Stetey  and  the  Governor  shall  can- 

7  cel  an  equal  par  amount  of  stock  of  the  corporation. 

8  (b)  Services  to  and  Supervision  of  Production 

9  Credit  Associations.— In  order  to  carry  out  the  declared 

10  policy  of  this  Act  with  respect  to  the  production  credit  asso- 

11  ciations,  the  Farm  Credit  Administration  shall,  bv  appropri- 

12  ate  provisions  in  the  charter  and  bylaws,  or  otherwise,  pro- 

13  vide  for  such  organization  and  assignment  of  functions  within 


14 

15 

16 

17 

18 

19 

20 


21 


22 


23 


21 


25 


the  Federal  intermediate  credit  banks  as  will  assure  proper 
supervision  of  and  assistance  to  the  production  credit  associa¬ 
tions  in  a  manner  which  will  enable  them  to  make  sound 
credit  available  to  farmers  and  ranchers.  The  income  de¬ 
rived  from  the  surplus  transferred  from  the  production  credit 
corporation  to  the  Federal  intermediate  credit  bank  of  the 
district  shall  be  used  to  pay  expenses  of  the  bank  in  pro¬ 
viding  such  supervision  and  assistance,  and  expenses  in  ex¬ 
cess  of  such  income  may  be  paid  out  of  other  resources  of 
the  bank. 

(c)  Officers  and  Employees.— Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officers  and 
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1  employees  of  each  Federal  intermediate  credit  bank  and 

2  each  production  credit  corporation  is  terminated  on  the  effec- 

3  tive  date  of  this  Act  and  the  board  of  directors  of  the  Federal 

4  intermediate  credit  bank  shall,  not  later  than  sixty  days  prior 

5  to  the  effective  date  of  this  Act,  take  all  necessary  action 

6  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 

7  employees  so  terminated  in  such  capacities  as  the  board 

8  determines  they  are  qualified  and  needed  to  carry  out  the 

9  functions,  powers,  and  duties  of  the  Federal  intermediate 

10  credit  bank.  Such  reemployment  shall  be  subject  to  the 

11  approval  of  the  Farm  Credit  Administration. 

12  Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 

13  as  amended,  is  amended  to  read  as  follows : 

14  ‘‘capital  stock 

15  “Sec.  205.  (a)  Classes  of  Stock;  Ownership; 

16  Dividends;  and  Retirement  of  Stock. — Each  Federal 

17  intermediate  credit  hank  is  authorized  to  issue  class  A  and 

18  class  B  stock  as  follows : 

19  “(1)  Class  A  stock  shall  have  a  par  value  of  $100 

20  per  share  and  shall  be  issued  to  and  held  by  the  Governor 

21  of  the  Farm  Credit  Administration  on  behalf  of  the  United 

22  States.  Stock  of  all  Federal  intermediate  credit  hanks  held 

23  by  the  Secretary  of  the  Treasury  shall  he  transferred  to  the 

24  as  he  determines  necessary  to  meet  the  needs  of  the  respec- 

25  Governor  and  may  he  reallocated  by  him  in  such  manner 
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tive  banks.  The  Governor  shall  then  exchange  such  stock 
of  each  bank  for  an  equal  par  amount  of  class  A  stock  of 
the  bank.  Stock  of  each  production  credit  corporation  held 
by  the  Governor  (less  the  amount  canceled  pursuant  to 
section  101  of  the  Farm  Credit  Act  of  1956)  shall  be 
exchanged  for  an  equal  par  amount  of  class  A  stock  of 
the  Federal  intermediate  credit  bank  in  which  such  corpora¬ 
tion  is  merged  pursuant  to  section  101  of  such  Act.  No 
dividends  shall  be  paid  on  class  A  stock.  Annually  at  the 
end  of  its  fiscal  year  each  such  bank  shall  determine  the 
amount  of  its  class  A  stock  which  shall  be  retired.  When¬ 
ever  the  total  of  the  capital  stock,  participation  certificates, 
surplus,  and  reserves  of  the  bank  is  more  than  one-sixth 
of  the  highest  month-end  balance  of  debentures  and  other 
obligations  issued  by  or  for  the  bank,  outstanding  during 
the  immediately  preceding  five  years,  the  minimum  amount 
of  class  A  stock  to  be  retired  shall  be  the  total  amount  of 
class  B  stock  and  participation  certificates  issued  for  that 
year.  All  class  A  stock  shall  be  retired  at  par.  The  pro¬ 
ceeds  of  such  class  A  stock  retirements  of  each  bank  shall 
be  paid  into  the  Treasury  as  miscellaneous  receipts  until 
there  is  so  paid  a  sum  equal  to  the  amount  of  class  A  stock 
of  the  bank  issued  in  exchange  for  stock  of  the  production 
credit  corporation.  The  proceeds  of  any  further  such  stock 
retirements  shall  be  paid  into  the  revolving  fund  established 
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1  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as 

2  amended.  The  Governor  of  the  Farm  Credit  Administra- 

3  tion  is  authorized  to  purchase  from  time  to  time  class  A 

4  stock  in  any  bank  in  such  amount  as  he  determines  is  needed 

5  to  meet  the  credit  needs  of  the  bank  and  such  revolving 

6  fund  shall  continue  to  be  available  for  such  purchases  as 

7  provided  in  said  section  5  (e).  The  Governor  may  at  any 

8  time  require  the  bank  to  retire  such  class  A  stock  if,  in 

9  his  judgment,  the  bank  has  resources  available  therefor, 

10  and  the  proceeds  of  such  retirements  shall  be  returned  to 

11  such  revolving  fund. 

12  “(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 

13  share  and  may  be  issued  only  to  production  credit  associations 

14  in  series  and  amounts  approved  by  the  Farm  Credit  Admin- 

15  istration.  Such  stock  shall  be  issued  only  at  par  and  may 

10  be  transferred  to  another  production  credit  association  with 
17  the  approval  of  the  issuing  bank.  Whenever  a  bank  has  no 

class  A  stock  outstanding  it  may  pay  like  dividends  on  class 
1®  B  stock  and  participation  certificates  in  an  amount  not  to 

20  exceed  5  per  centum  in  any  year  if  declared  by  the  hoard 

21  of  directors.  Dividends  on  class  B  stock  and  participation 

22  certificates  shall  not  be  cumulative.  Within  sixty  days  after 

20  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the  pro- 

21  duction  credit  associations  shall  subscribe  to  class  B  stock 
25  in  the  banks  in  an  aggregate  amount  equal  to  15  per  centum 
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of  the  total  amount  of  class  A  stock  in  all  banks.  Such 
required  amount  of  subscriptions  shall  be  allotted  among  the 
several  districts  in  the  proportion  that  the  average  amount 
of  the  bank’s  loans  to  and  discounts  for  the  production  credit 
associations  of  the  district,  outstanding  during  the  imme- 
diately  preceding  five  fiscal  years,  is  of  the  average  of  such 
loans  and  discounts  of  all  banks  outstanding:  during:  such  five- 
year  period.  The  amount  so  allotted  to  each  district  shall  he 
further  allotted  to  each  production  credit  association  on  the 
basis  of  the  proportion  that  its  average  indebtedness  (loans 
and  discounts)  to  the  bank  during  the  immediately  preceding 
five  fiscal  years  is  of  the  average  of  such  indebtedness  of  all 
production  credit  associations  to  the  bank  during  such  five- 
year  period.  Each  production  credit  association  shall  sub¬ 
scribe  to  class  B  stock  in  the  hank  of  the  district  in  the 
amount  so  allotted  to  it.  One-third  of  the  purchase  price 
of  such  stock  subscription  shall  he  paid  at  the  time  of  such 
subscription,  one-third  shall  be  paid  within  one  year  after 
the  effective  date  of  said  Act,  and  the  balance  shall  be  paid 
within  two  years  after  such  effective  date.  Such  class  B 
stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective  date 
of  the  Farm  Credit  Act  of  1956  shall  thereupon  purchase 
class  B  stock  in  the  bank  in  the  amount  of  $5,000,  and 
such  amount  shall  be  adjusted  at  the  end  of  five  years  there- 
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after  to  an  amount  determined  by  applying  to  its  average  in¬ 
debtedness  to  the  bank  during  such  five-year  period  the 
same  percentage  as  the  percentage  which  the  initial  sub¬ 
scriptions  of  other  production  credit  associations  was  of 
their  indebtedness,  as  provided  in  this  subsection :  Provided, 
That  this  provision  shall  not  apply  to  any  association  owning 
stock  in  the  bank  in  such  required  amount  as  a  result  of 
merger,  consolidation,  or  reorganization  of  one  or  more 
associations.  After  all  class  A  stock  has  been  retired,  the 
bank  may  retire  class  B  stock  at  par  and  participation  cer¬ 
tificates  at  a  face  amount  under  policies  established  by  the 
Farm  Credit  Administration.  Class  B  stock  and  participa¬ 
tion  certificates  shall  be  retired  without  preference  and  in 
such  manner  that  the  oldest  outstanding  stock  or  certificates 
at  any  given  time  will  be  retired  first.  In  case  of  liquida¬ 
tion  or  dissolution  of  any  production  credit  association  or 
other  financing  institution,  the  stock  or  participation  cer¬ 
tificates  of  the  bank  owned  by  such  association  or  institu¬ 
tion  may  be  retired  by  the  bank  at  the  fair  book  value  thereof, 
not  exceeding  par  or  face  amount,  as  the  case  may  be. 

“  (b)  Lien  on  Stock  and  Participation  Certifi¬ 
cates. — Each  Federal  intermediate  credit  bank  shall  have  a 
first  lien  on  all  stock  in  the  bank  owned  by  each  production 
credit  association  and  on  all  participation  certificates  owned 
by  other  financing  institutions  as  additional  collateral  for  any 
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indebtedness  of  the  holders  thereof  to  the  bank:  Provided , 
That  the  bank  shall  make  no  loan  or  advance  on  the  security 
of  its  own  stock  or  participation  certificates.  In  any  case 
where  the  debt  of  a  production  credit  association  or  other 
financing  institution  is  in  default,  the  bank  may  retire  and 
cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 
association  or  of  the  participation  certificates  held  by  the 
other  financing  institution  at  the  fair  book  value  thereof, 
not  exceeding  par  or  face  amount,  as  the  case  may  be,  in 
total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows : 

“application  of  earnings 

“Sec.  206.  (a)  Annual  Application— At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
determine  the  amount  of  its  net  earnings  after  paying  or 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves)  and  shall  apply  such  net  earnings  as  follows:  (1) 
To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the  amount 
of  the  impairment,  if  any,  of  the  surplus  account  established 
by  this  subsection,  as  determined  by  its  board  of  directors; 

H.  R.  10285 - 2 
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1  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 

2  to  create  and  maintain  a  reserve  account  equal  to  25  per 

3  centum  of  the  outstanding  capital  stock  and  participation 

4  certificates  of  the  bank;  (4)  if  said  hank  shall  have  out- 

5  standing  capital  stock  held  by  the  United  States  during 

6  the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay 

7  to  the  United  States  as  a  franchise  tax,  a  sum  equal  to  25 

8  per  centum  of  its  earnings  then  remaining,  not  exceeding, 

9  however,  a  rate  of  return  on  such  Government  capital  cal- 

10  culated  at  a  rate  equal  to  the  computed  average  annual  rate 

11  of  interest  on  all  public  issues  of  public  debt  obligations  of 

12  the  United  States  issued  during  the  fiscal  year  of  the  United 

13  States  Treasury  ending  next  before  such  tax  is  due,  as  certi- 

14  fied  to  the  Farm  Credit  Administration  by  the  Secretary  of 

15  the  Treasury;  (5)  dividends  on  class  B  stock  and  participa- 

16  tion  certificates  may  be  declared  as  provided  in  section  205 

17  (a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 

18  be  distributed  as  patronage  refunds  as  provided  in  subsec- 
10  tion  (b)  of  this  section.  Notwithstanding  the  provisions  of 

20  item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year 

21  the  sum  of  the  surplus  and  the  reserve  account  of  any  bank 

22  is  less  than  its  outstanding  capital  stock  and  participation 
^  certificates,  the  bank  shall  continue  to  apply  such  25  per 
21  centum  of  its  net  earnings  to  the  reserve  account  until  the 

sum  of  the  surplus  and  the  reserve  account  is  equal  to  its 
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outstanding  capital  stock  and  participation  certificates.  Each 
bank  shall,  on  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  establish  a  surplus  account  consisting  of  its  earned 
surplus  account,  its  reserve  for  contingencies,  and  the  surplus 
of  the  production  credit  corporation  transferred  to  the  bank. 
No  part  of  such  surplus  of  any  bank  shall  be  distributed  as 
patronage  refunds.  In  the  event  of  a  net  loss  in  any  fiscal 
year  after  providing  for  all  operating  expenses  (including 
reasonable  valuation  reserves  and  losses  in  excess  of  any  such 
applicable  reserves),  such  loss  shall  be  absorbed  by:  first, 
charges  to  the  reserve  account;  second,  charges  to  surplus 
other  than  that  transferred  from  the  production  credit  cor¬ 
poration  of  the  district;  third,  charges  to  surplus  transferred 
from  the  production  credit  corporation  of  the  district ;  fourth, 
the  impairment  of  class  B  stock  and  participation  certificates ; 
and  fifth,  the  impairment  of  class  A  stock. 

“(b)  Patkonage  Refunds. — Whenever  at  the  end  of 
its  fiscal  year  a  Federal  intermediate  credit  bank  has  class  A 
stock  outstanding,  patronage  refunds  declared  for  that  year 
shall  be  paid  in  class  B  stock  to  production  credit  associations 
and  in  participation  certificates  to  other  financing  institutions 
borrowing  from  or  rediscounting  with  the  bank  during  the 
fiscal  year  for  which  such  refunds  are  declared.  The  recipi¬ 
ents  of  such  patronage  refunds  shall  not  be  subject  to  Federal 
income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year 
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a  Federal  intermediate  credit  bank  has  no  class  A  stock 
outstanding,  patronage  refunds  declared  for  that  year  may 
be  paid  in  such  class  B  stock  and  participation  certificates  or 
in  cash  as  determined  by  the  bank.  All  patronage  refunds 
shall  be  paid  in  the  proportion  that  the  amount  of  interest 
earned  by  the  bank  on  its  loans  to  and  discounts  for  each 
production  credit  association  or  other  financing  institution 
bears  to  the  total  interest  earned  by  the  bank  on  all  such 
loans  and  discounts  outstanding  during  the  fiscal  year.  Each 
participation  certificate  issued  in  payment  of  patronage  re¬ 
funds  shall  be  in  multiples  of  $5  and  shall  state  on  its  face  the 
rights,  privileges,  and  conditions  applicable  thereto.  Patron¬ 
age  refunds  shall  not  be  paid  to  any  other  Federal  inter¬ 
mediate  credit  bank,  or  to  any  Federal  land  bank  or  bank 
for  cooperatives. 

“  (c)  Distribution  of  Assets  on  Liquidation  or 
Dissolution.— 4n  the  ease  of  liquidation  or  dissolution  of 
any  Federal  intermediate  eredit  bank,  after  the  payment  or 
retirement,  as  the  ease  may  hey  first,  of  all  habhities-y  seeond, 


of  all  elass  A  stock  at  par-y  thirdy  of  ah  class  B  stock  at  par 
and  ah  participation  certificates  at  face  amount--;  any  surplus 
established  pursuant  to  subsection  -(a)-  of  this  section  shall  he 
paid  to  the  holders  of  class  A  and  class  B  stoek  pro  rata,  and 
any  remaining  assets  shall  he  distributed  to  the  holders  of 
class  B  stoek  and  the  holders  of  participation  certificates  pro 
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rata.-  In  the  case  of  liquidation  or  dissolution  of  any  Fed¬ 
eral  intermediate  credit  bank,  after  payment  or  retirement,  as 
the  case  may  be,  first,  of  all  liabilities;  second,  of  all  class  A 
stock  at  par;  third,  of  all  class  B  stock  at  par  and  all  par¬ 
ticipation  certificates  at  face  amount;  any  remaining  assets 
of  the  bank  shall  be  distributed  as  provided  in  this  subsec¬ 
tion.  Any  of  the  surplus  established  pursuant  to  subsection 
(a)  of  this  section  (excluding  that  transferred  from  the  pro¬ 
duction  credit  corporation  of  the  district)  which  the  Farm 
Credit  Administration  determines  was  contributed  by 
financing  institutions,  other  than  the  production  credit  asso¬ 
ciations,  rediscounting  with  or  borrowing  from  the  bank  on 
the  effective  date  of  the  Farm  Credit  Act  of  1956  shall  be 
paid  to  such  institutions,  or  their  successors  in  interest  as  de¬ 
termined  by  the  F arm  Credit  Administration,  and  the  re¬ 
maining  portion  of  such  surplus  (including  that  transferred 
from  the  production  credit  corporation  of  the  district)  shall 
be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata. 
The  contribution  of  each  such  financing  institution  under  the 
preceding  sentence  shall  be  computed  on  the  basis  of  the  ratio 
of  its  patronage  to  the  total  patronage  of  the  bank  from  the 
date  of  organization  of  the  bank  to  the  effective  date  of  the 
Farm  Credit  Act  of  1956.  Any  assets  of  the  bank  then  re¬ 
ft..  R.  10285 - 3 
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maining  shall  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  contained 
in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad¬ 
ministration  not  inconsistent  with  the  provisions  of  this  Act — 
“  ( 1 )  to  discount  for,  or  purchase  from,  any  produc¬ 
tion  credit  association  organized  under  the  Farm  Credit 
Act  of  1933,  as  amended,  with  its  endorsement,  any 
note,  draft,  or  other  such  obligation  presented  by  such 
association ;  and  to  make  loans  and  advances  to  any  such 
association  secured  by  such  collateral  as  may  be  ap¬ 
proved  by  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  ; 

“  (2)  to  discount  for,  or  purchase  from,  any  national 
bank,  State  bank,  trust  company,  agricultural  credit 
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corporation,  incorporated  livestock  loan  company,  sav¬ 
ings  institution,  credit  union,  and  any  association  of  agri¬ 
cultural  producers  engaged  in  the  making  of  loans  to 
farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  he  approved  by  the  Governor 
of  the  Farm  Credit  Administration:  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security  of 
collateral  other  than  notes  or  other  such  obligations  of 
farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan 
or  advance  is  made  to  enable  the  financing  institution  to 

make  or  carry  loans  for  any  agricultural  purpose ;  and 

• 

“  (3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal  land 
bank,  or  any  bank  for  cooperatives  organized  imder  the 
Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms 
and  at  rates  of  interest  or  discount  approved  by  the  Farm 
Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
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1  as  amended,  is  amended  by  changing  the  word  “three”  to 

2  the  word  “seven-  “five” . 

3  (d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 

4  as  amended,  is  amended  to  read  as  follows: 

5  “Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 

6  intermediate  credit  hank  shall  hear  such  rates  of  interest 

7  or  discount  as  the  board  of  directors  of  the  bank  shall  from 

8  time  to  time  determine  with  the  approval  of  the  Farm  Credit 

9  Administration,  but  the  rates  charged  financing  institutions 

10  other  than  production  credit  associations  shall  be  the  same 

11  as  those  charged  production  credit  associations.” 

12  -fe)-  Soetion  204  -fbf  of  the  Federal  F arm  Lean  Aet 

13  is  hereby  repealed? 

14  -(f)-  (e)  Section  13  of  the  Federal  Farm  Loan  Act,  as 

15  amended,  is  hereby  amended  by  inserting  in  paragraph 

16  “Seventeenth”,  after  the  words  “Federal  land  banks”,  a 

17  comma  and  the  words  “to  Federal  intermediate  credit  banks, 

18  or  to  banks  for  cooperatives  organized  under  the  Farm 

19  Credit  Act  of  1933,  as  amended,”. 

20  (f)  Section  203  of  the  Federal  Farm  Loan  Act,  as 

21  amended,  is  amended  (i)  hy  inserting  in  subsection  ( a) 

22  thereof,  after  the  words  “ outstanding  consolidated  debentures ” 

23  the  words  “ or  other  similar  obligations” ;  and  (ii)  by  insert- 
24 ■.  ing  in  subsections  (d)  and  (e)  thereof,  after  the  ivord 
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“debentures'  wherever  used  therein,  except  in  the  last  sentence 
of  subsection  (d),  the  words  “or  other  similar  obligations”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  to  read  as  follows: 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administra¬ 
tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor’, 
is  authorized  and  directed  to  organize  and  charter  twelve 
banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 
bank  shall  be  established  in  each  city  in  which  there  is 
located  a  Federal  land  bank.  The  members  of  the  several 
farm  credit  boards  of  the  farm  credit  districts  provided  for 
in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 
shall  be  ex  officio  the  directors  of  the  respective  banks  for 
cooperatives.  Such  directors  shall  have  power,  subject  to 
the  approval  of  the  Governor,  to  employ  and  fix  the  compen¬ 
sation  of  such  officers  and  employees  of  such  banks  as  may 
be  necessary  to  carry  out  the  powers  and  duties  conferred 
upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 
amended  by  striking  from  the  first  sentence  the  words  “the 
production  credit  corporations  and”  and  by  striking  from 
the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 


repealed. 
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(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  changing  “$120,000,000”  in 
subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  striking 
from  subsection  (b)  thereof  the  words  “the  production  credit 
corporations  and”;  (3)  by  changing  “$40,000,000”  in  sub¬ 
section  (e)  thereof  to  “$100,000,000” ;  and  (4)  by  striking 
from  subsection  (e)  thereof  the  words  “and/or  paid-in 
surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows : 

“investment  by  governok  in  stock  of  production 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fund  authorized  by  section  5  (a)  of  this  Act  and 
sneb  stock-  shall  be  held  by  him  on  behalf  ef  the  United 
States.  The  Governor  may  at  any  time  require  any  produc¬ 
tion  credit  association  to  retire  and  cancel  any  class  A  stock 
held  by  him  in  such  association  if,  in  his  judgment,  the 
association  has  resources  available  therefor,  and  the  proceeds 
of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 
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(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  fol¬ 
lows  :  “Such  articles  shall  be  signed  by  the  individuals  unit¬ 
ing  to  form  the  association  and  a  copy  thereof  shall  be 
furnished  to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “production  credit  corporations”  and  substituting 
in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 
deleting  the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  changing  the  first  sentence 
to  read  as  follows:  “Each  production  credit  association  shall, 
under  such  rules  and  regulations  as  may  be  prescribed  by 
the  farm  credit  board  of  the  district  with  the  approval  of 
the  Farm  Credit  Administration,  invest  its  funds  and  make 
loans  to  farmers  for  general  agricultural  purposes  and  other 
requirements  of  the  borrowers  borrowers.” ;  (2)  by  deleting 
the  second  sentence;  and  (3)  by  striking  from  the  third 
sentence  the  word  “corporation”  and  inserting  in  lieu  thereof 
the  words  “Federal  intermediate  credit  bank”- ;  an4  -f4)-  by 
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ike  period  at  the  end:  of  next  to  ike  last  sentence 
to  ft  eolon  and  adding  the  following:  “Prewded?  That  an 
association  may;  wider  rales  and  regulations  issued  by  tire 
rParm  Credit  Administration;-  wake  leans  to  any  elaaa  34 
stoekholdor  seenred  by  warehouse  receipts  covering  agrk 
eultural  commodities  stored  in  bonded  warehouses 


el  ass  34  stock.” 


bank" . 


(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “(b)”  the  words  “or  to  Federal  land  banks  or 
Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “(b)”  the  words  “or  to  Federal  land  banks 
or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  second  sentence  the  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or 
association”;  and  (3)  by  striking  from  the  third  sentence 
the  words  “production  credit  corporation  or”,  “or  corpora¬ 
tion”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
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“production  credit  corporation/’;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  words  “production 
credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  first  and  second  sentences  the  words  “asso¬ 
ciations,  or  corporations”  and  “associations,  and  corpora¬ 
tions,”  and  substituting  in  lieu  thereof,  the  words  “or  associ¬ 
ations”  and  “and  associations,”,  respectively;  and  (3)  by 
changing  the  last  sentence  to  read  as  follows :  “The  exemp¬ 
tion  provided  herein  shall  not  apply  with  respect  to  any 
production  credit  association  or  its  property  or  income  after 
the  class  A  stock  held  in  it  by  the  Governor  has  been  retired, 
or  with  respect  to  any  bank  for  cooperatives  or  its  property 
or  income  after  the  stock  held  in  it  by  the  United  States 
has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  striking  out  the  words  “pro¬ 
duction  credit  corporation,”;  and  (2)  by  striking  out  the 
words  “association  or  corporation”,  wherever  they  appear 
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therein,  and  substituting  in  lieu  thereof  the  words  “or 
association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 
hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  is  amended  (1)  by  striking  from  sub¬ 
section  (d)  (2)  (B)  the  words  “production  credit  cor¬ 

poration  of  the  district”  and  substituting  in  lieu  thereof  the 
words  “Governor  of  the  Farm  Credit  Administration”;  and 
(2)  by  striking  from  subsection  (h)  the  wrords  “production 
credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 
amended  (1)  by  striking  from  the  first  sentence  of  subsec¬ 
tion  (a)  the  words  “production  credit  corporation,”;  (2) 
by  striking  from  the  third  sentence  of  subsection  (a)  the 
word  “three”;  (3)  by  striking  from  the  first  sentence  of 
subsection  (b)  the  words  “the  bank  for  cooperatives,  and 
the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 
by  striking  from  the  last  sentence  of  subsection  (b)  the 
words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
1953  is  amended  by  striking  out  the  words  “production  credit 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 
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(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 
Act  of  1953  is  amended  to  read  as  follows: 

“(a)  Any  other  provisions  of  law  to  the  contrary  not¬ 
withstanding,  after  the  effective  date  of  this  Act  any  produc¬ 
tion  credit  association  may,  with  the  approval  of  the  Farm 
Credit  Administration,  issue  nonvoting  preferred  stock,  to  be 
known  as  class  C  stock,  which  may  be  purchased  and  held 
by  the  Governor  of  the  Farm  Credit  Administration  and  by 
investors :  Provided ,  That  the  issuance  of  such  stock  shall  be 
authorized  by  vote  of  not  less  than  two-thirds  of  the  outstand¬ 
ing  shares  of  class  A  stock  of  the  association  (other  than 
shares  held  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration)  by  the  holders  thereof  in  person  or  by  proxy  and 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares 
of  class  B  stock  of  the  association  by  the  holders  thereof  in 
person  or  by  proxy;  and  for  this  purpose  holders  of  class  A 
stock  (other  than  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration)  and  holders  of  class  B  stock  shall  be  entitled 
to  one  vote  for  each  share  of  stock  held  by  them.  Payments 
for  such  stock  purchased  by  the  Governor  shall  be  made  out 
of  the  revolving  fund  created  by  section  5  (a)  of  the  Farm 
Credit  Act  of  1933,  as  amended,  and  the  proceeds  from  the 
retirement  of  any  such  stock  shall  be  paid  into  such  revolving 
fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture 
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Organic  Act  of  1944,  as  amended,  is  hereby  amended  (1) 
by  striking  from  subsection  (a)  the  words  “production 
credit  corporations,”,  wherever  they  appear  therein,  and 
the  word  “corporations,”;  (2)  by  striking  from  subsection 
(b)  the  words  “the  Federal  intermediate  credit  banks,  and 
the  production  credit  corporations”  and  substituting  in  lieu 
thereof  the  words  “and  the  Federal  intermediate  credit 
banks”;  and  (3)  by  striking  from  subsections  (b)  and  (c) 
the  words  “and  corporation”,  “and  corporations”,  and  “cor¬ 
poration,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United 
States  Code,  are  hereby  amended  by  striking  from  each 
such  section  the  words  “or  in  which  a  production  credit 
corporation  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control 
Act,  as  amended,  is  amended  (1)  by  striking  from  section 
101  the  words  “Federal  Intermediate  Credit  Banks;  Pro¬ 
duction  Credit  Corporations;”;  (2)  by  inserting  in  section 
201  immediately  following  “  (3)  ”  the  words  “Federal  Inter¬ 
mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 
section  201  to  “(5)”;  and  (4)  by  striking  from  sections 
302  and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal 
intermediate  credit  banks  may  utilize  their  funds  for  ad- 
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ministrative  expenses  without  regard  to  the  limitations  con¬ 
tained  in  any  othpr  Act  of  Congress  governing  the  expendi¬ 
ture  of  appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of  the  Revised 
Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 
to  the  last  sentence  immediately  before  the  words  “Federal 
Home  Loan  Banks”,  the  words  “thirteen  banks  for  coopera¬ 
tives  or  any  of  them  or  the”;  and  (2)  by  changing  the  last 
sentence  to  read  as  follows :  “The  limitations  and  restrictions 
herein  contained  as  to  dealing  in  and  underwriting  invest¬ 
ment  securities  shall  not  apply  to  obligations  issued  by  the 
International  Bank  for  Reconstruction  and  Development 
which  are  at  the  time  eligible  for  purchase  by  a  national  bank 
for  its  own  account:  Provided,  That  no  association  shall 
hold  obligations  issued  by  said  bank  as  a  result  of  under¬ 
writing,  dealing,  or  purchasing  for  its  own  account  (and  for 
this  purpose  obligations  as  to  which  it  is  under  commitment 
shall  be  deemed  to  be  held  by  it)  in  a  total  amount  exceed¬ 
ing  at  any  one  time  10  per  centum  of  its  capital  stock  ac¬ 
tually  paid  in  and  unimpaired  and  10  per  centum  of  its 
unimpaired  surplus  fund.” 

Sec.  202.  (a)  This  Act  shall  become  effective  on  Jan¬ 
uary  1  next  following  its  enactment. 

(b)  For  purposes  of  applying  the  amendment  in  sec¬ 
tion  103  of  this  Act,  that  part  of  the  fiscal  year  1957  pre- 
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1  ceding  the  effective  date  of  this  Act  shall  be  deemed  to  be  a 

2  separate  fiscal  year. 

3  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  ap- 

4  plication  thereof  to  any  person  or  circumstance,  is  held 

5  invalid,  the  remainder  of  the  Act, ^  and  the  application  of  such 

6  provisions  to  other  persons  or  circumstances,  shall  not  be 

7  affected  thereby. 

8  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 

9  hereby  expressly  reserved. 
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12,  FARM  LOANS ,  The  Rules  Committee  reported  a  resolution  for  the  consideration  of 
H»  R*  10285,  to  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks,  to  provide  for  retirement  of  Government  capital  in  Federal  inter¬ 
mediate  credit  banks,  and  to  provide  for  supervision  of  production  credit 
associations,  pp'g-" 


13,  WATER,  The  Public  Works  Committee  ordered  reported  H.  R.  9$h0,  to  extend  and 
strengthen  the  Water  Pollution  Control  Actt»  p,  Dl;93 

RESEARCH,  Received  from  this  Department  a  report  on  the.  receipts,  expenditu: 
^and  work  of  the  various  agricultural  experiment  stations  in  the  U,  S.  and 
jssessions;  to  the  Agriculture  Committee,  p,  75 79 


l5o  POSTAL  SERVICE,  Rep,  Preston  criticized  this  Administration  for  the 
ance  of  certain  small  post  offices,  as  being  a  disservice  to  the  ruj 
p.  7532v 


ds  for  foreign 
in  Ohio. 


16.  FOREIGN  AID, 

aid,  and  rela1 
P*  7532 

17,  FOREIGN  TRADE.  RepV Philbin  criticized  the  importation  pt  certain  textile 

products  as  being  haSgmful  to  the  domestic  industry,  and  urged  that  efforts  be 
taken  to  control  imports  of  certain  textile  products/  p.  7576 


Rep,  Box*  criticized  the  further  expenditure  of 
ed  the  costs  of  foreign  aid  to  one  particular 


s continu¬ 
al  populatic 


18.  LEGISLATIVE  PROGRAM©  Rep .''-McCormack  outlined  the : /oil owing  program  for  next 
week.  May  21  to  25:  Mon.,  Private  and  Consent  Calendars,  and  Export  Control 
Act;  balance  of  the  week,  public  xrorks  appropriation  bill  for  1957,  bill  to 
extend  the  Defense  Production  Act,  and  possibly  the  bill  to  extend  the  Mutual 
Security  Act,  pe  7556  \ 


19,  ADJOURNED  until  Mon,,  May  21,  pp. 


ELECTRIFICATION,  H, 


R.  11299*  by/Rep.  Davi 
improvement  for  power,  etc,,  ijar  the  Niagara 


7579 


BILLS 


R0J3UCED 


iver ; 


21,  FARM  LOANS,  H,  R.  11301,  by/Rep.  Garmatz,  and  H/ 
to  extend  for  an  addition#!  6  years  the  authority 


insure  loans  under  titl< 
Affairs  Committee, 


22«  FISHERIES©  H.  R,  1  09,  bv  Rep,  Magnuson,  to  stabilize  th  .fisheries  industry. 


establish 
ment 


to  authorise  certain  works  of 
to  Public  7Torks  Committee « 


113 Oil,  by  Rep,  Roosevelt, 
0  make,  guarantee,  and 


of  the  Servicemen1 s  Readjustment  Act$  to  Veterans* 


ies  Division  and  Fisheries  Commission  in 
erchant  Marine  and  Fisheries  Committee 


Interior  Depart- 


ITEMS  IN  APPENDIX 

23*  FARM  PROC^AM,  Sen,  Langer  inserted  the  record  of  the  GTA  Daily  Radio\Roundup 
contending  that  those  in  Washington  do  not  understand  the  farm  problenL  and 
suggesting  that  farmers  should  do  more  marketing  through  their  oxm  cooperative 
organizations©  pc  AI4OC6 

Rep,  Simpson  inserted  the  findings  of  a  newspaper  survev  indicating  the 
fxtent  of  losses  of  farmers  during  1955  in  a  County  in  Ill.  p.  Ah02ii 


IOR  UNIONS*  Sen.  Humphrey  inserted  a  labor  union  publication  article,  "Lii 
Workers  and  Farmers",  urging  greater  cooperation  between  farmers  and  in* 
trial  labor ,  p.  khOC6 


INSECTS.  Speeches  in  the  House  by  Reps.  Sogers  and  Fascell  on  the  possible 
devastation  that  may  be  caused  b^  the  Mediterranean  fruitfly  recently 
ed  in  Fla*,  and  urging  supplemental  appropriations  to  combat  the  ins 
AU012,  a£6i8 


lscover- 
PP* 


Le  stating 


26.  DAIRYING.  Refcu  Marshall  inserted  aid  commented  on  a  magazine  arti 

that  "it  appears  that  stable  and  improved  dairy  farm  incomes  depend  on  greater 
production  efficiency,  merchandising  effort  and  competitive  prices,  and  a 
minimum  of  pii  ce-kiepressing  accumulation  in . Government  stocks4',  p.  Aii013 

27.  FARM  LABOR.  Rep.  Beerier  inserted  a  labor  union  letter  supporting  H,  R.  9836,  to 

provide  for  the  regulation  of  interstate  transportation  px  migrant  farm  workers 
p •  AU020 

Rep,  Fulton  inserted  an  article  from  a  labor  unioh  magazine  on  what  effects 
the  tendency  toward  specialization  has  had  on  the  American  farmer,  p*  Ab021 


28.  ELECTRIFICATION*.  Extension  o\  remarks  of  Rep.  Davidson  in  support  of  1823* 
to  authorize  the  construction 'of  certain  works  of  improvement  in  the  Niagara 
River  for  power  and  other  purposes,  and  urging  colleagues  to  support  the 
bill.  p.  Aii027 

Rep.  Martin  inserted  a  radiobroadcast  discussion  betx^een  himself  and  the 
Administrator  of  PEA  reviexd.ng  the  accomplishments  of  REA,  and  opposing  the 
recommendations  of  the  Hoover  Commission  oh  REA.  p,  Ali030 

Rep.  McCarthy  inserted  a  magazine\a/ticle  by  Clyde  T.  Ellis  on  the  accompl- 
ishrcents  of  REA,  and  criticising  the  Administration's  hydro  development  pro¬ 
gram.  p ,  a!i036 


29,  MEAT  INSPECTION.  Rep.  Dodd  inserted/ the  statement  of  the  Governor  of  Conn,  com¬ 
memorating  the  $Oth  anniversary  01  the  Federal,  food  and  drug  laws,  and  stating 
that  the  first  agricultural  expe/imental  static^  was  established  82  years  ago 
in  the  State,  p.  Ai|031 


30.  PERSONNEL.  Extension  of  remarks  by  Rep,  Saylor  commanding  the  progress  made  in 


the  rehabilitation  of  certain  handica 


be  made  to  expand  this  program,  p 


31#  FOREIGN  TRADE,  Extens  1  of  remarks  by  Rep.  Vanik  urging 
tightened  to  limit  tb  export  of  scrap  steel,  p,  AU039 


32,  WATERSHEDS.  Rep 
the  Army's  oppos 
Public  Law  966 


persons,  but  urged  that  further  effort 


hat  export  controls  be 


>e  inserted  a  letter  from  M,  Triggs,  Farm 
n  to  certain  watershed  projects  submitted 
p.  Ah039 


1,  criticizing 
USDA  under 


-0- 


May  18:  Agri 


COMMITTEE  HEARING  ANNOUNCEMENTS: 

May  17:  Increased  authorization  for  FAO,  H.  Foreign  Affairs  (Roberts 

cultural  appropriation  bill,  full  S.  Appropriations  (exec). 
Rojtfd  bill,  S,  Finance* 

fading  in  potato  and  onion  futures,  H.  Agriculture. 
Transportation  standards  for  migrant  farm  labor,  H.  Commerce. 
Mutual  security  bill,  H.  Foreign  Affairs  (exec). 


84th  Congress  )  HOUSE  OF  REPRESENTATIVES  (  Report 
M  Session  j  (  No.  2175 


CONSIDERATION  OF  H.  R.  10285 


May  17,  1956. — Referred  to  the  House  Calendar  and  ordered  to  be  printed 


Mr.  Trimble,  from  the  Committee  on  Rules,  submitted  the  following 

REPORT 


[To  accompany  H.  Res.  508] 

The  Committee  on  Rules,  having  had  under  consideration  House 
Resolution  508,  reports  the  same  to  the  House  with  the  recommenda¬ 
tion  that  the  resolution  do  pass. 
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84th  CONGRESS 
2d  Session 


House  Calendar  No.  226 

H.  RES.  508 

[Report  No.  2175] 


IN  THE  HOUSE  OE  REPRESENTATIVES 

May  17, 1956 

Mr.  1  m m bee,  from  the  Committee  on  Rules,  reported  the  following  resolution ; 
which  was  referred  to  the  House  Calendar  and  ordered  to  be  printed 


RESOLUTION 

1  Resolved,  That  upon  the  adoption  of  this  resolution  it 

2  shall  be  in  order  to  move  that  the  House  resolve  itself  into 

3  the  Committee  of  the  Whole  House  on  the  State  of  the  Union 

4  for  the  consideration  of  the  bill  (H.  R,  10285)  to  merge 

5  production  credit  corporations  in  Federal  intermediate  credit 

6  banks;  to  provide  for  retirement  of  Government  capital  in 

7  Federal  intermediate  credit  banks;  to  provide  for  supervision 

8  of  production  credit  associations;  and  for  other  purposes. 

9  After  general  debate,  which  shall  be  confined  to  the  bill,  and 

10  shall  continue  not  to  exceed  two  hours,  to  be  equally  divided 

11  and  controlled  by  the  chairman  and  ranking  minority  mem- 

12  bers  of  the  Committee  on  Agriculture,  the  bill  shall  be  read 


Y 


2 


1  for  amendment  under  the  five-minute  rule.  At  the  conclusion 

2  of  the  consideration  of  the  bill  for  amendment,  the  Com- 

3  mittee  shall  rise  and  report  the  bill  to  the  House  with  such 

4  amendments  as  may  have  been  adopted,  and  the  previous 

5  question  shall  be  considered  as  ordered  on  the  bill  and 

6  amendments  thereto  to  final  passage  without  intervening 

7  motion  except  one  motion  to  recommit. 
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CONGRESSIONAL 

PROCEEDINGS 


j  OF  INTEREST  TO  THE  DEPARTMENT  OF  AGRICULTURj 

?ICE  OP  BUDGeTatoTiMNCE  For  actlonsUof 

(fV  Department  Staff  Only)  81rthJnd/wo. 

CONTENTS 


Adjournment . 10,16 

Advisory  cWnittee . 2k 

Appropriations . 1,11,31 

Bankruptcy. •  .\. ....... .27 

Contracts . .Y . 29 
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Defense  production.  . .12 
Electrification. ....  .  .1^,19 

Farm  credit. . 13^28 
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Fisheries. . . . ....9 

Food  and  drugs . ...7 

Foreign  aid. . . . 18 

Foreign  trade.. . ..17 

Forest  Service . 11 

Forestry. . . ,,9 

Holidays.. . . . 23 

Legislative  program. . .9,15 

Livestock . ll* 

Meat  inspection. .........  7 


Mutual  security,  .....  15 

Nominations . . . . /T . .  ,20 

Personnel. . .  .3,9,26,30 

Postal  rates/. . ......8 
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Reclamation. . . . 21 

Taxation^ . . .lit 
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HIGHLIGHTS:  House  passed  bill  to  extend  Defense  Production  Act.  House  received 
conference  report  on  Interior  appropriation  bill.  House  passed  farm  credit  bill. 
Senate  passed  Commerce  appropriation  bill.  Rep,  A^afir  inserted  Assistant  Secretary 
Buts’  Minneapolis  speech. 


SENATE 

1.  APPROPRIATIONS.  Passed  with  amendments  II.  R.\,0 899,  the  Department  of  Commerce 

and  related  agencies  appropriation  bill  for  19"57  (pp.  8397,  81*07,  8Ul2 ) . 
v  °c  ^eri?s  relating  to  t  hi  ^Department  see  Digest  72.)  Agreed  to  an  amendment 
by  Sen.  Holland  to  allocate  ^650,000  for  a  national  intercensal  housing 

survey,  including  city, /town,  and  rural  areas  (p.  81*08),  Conferees  were 
appointed  (p.  8i*22) . 

Agreed  to  a  unanimous  consent  request  that  the  Appropriations  Committee 
be  permitted  to  file''  reports  during  the  week-end  adjournment,  p,  81*22 

2.  JATER  RIGHTS.  The  Interior  and  Insular  Affairs  subcommittee  qrde red  reported 

with  amendment/  to  the  full  committee  S,  863,  to  govern  the  cdptrol,  appropria¬ 
tion,  use,  ana  distribution  of  water.  It  was  announced  that  tlie  full  committee 
will  consider  this  bill  on  June  12,  p,  D55l 

3.  PERSONNEL/  The  Judiciary  Committee  ordered  reported  S.  37!*,  to  provide  for  the 

extension  and  suspension  in  cases  of  statutes’  of  limitation  on  false  Rearing 
by  Government  employees  with  respect  to  subversive  activities  and  connections, 
P.  P55l 

r  Post  Office  and  Civil  Service  Committee  ordered  reported  without 

nendment  S,  3881,  to  modify  certain  restrictions  with  respect  to  holding 
'than  one  office  in  the  Federal  Government,  p,  D552 


Iu  ELEC  TJ^E  FI  CATION.  Received  from  the  Federal  Power  Commission  copies  of  two 
its  publications,  "Statistics  of  Electric  Utilities  in  the  U.  S.,  1955, 
Privately  Owned,"  and  "Typical  Electric  Bills,  Cities  of  50,000  Populatj.-6n 
and  More \  Jan.  1,  1956."  p.  8370 

Sens  ANeuberger  and  Goldwater  discussed  the  oros  and  cons  of  constructing 
the  Hells  Canyon  dam  with  public  or  private  funds,  p.  C376 

/  .  J 

5.  VETERANS’  Bih^EFLTS.  Sen.  Langer  inserted  a  magazine  article  criticizing  the 
Bradley  Commission  report  cn  veterans’  benefits,  p*  837^4 


6.  DAIRYING.  Sen.  Thyev discussed  the  promotion  efforts  of  the  <^airy  producers 

to  increase  the  consumption  of  dairy  products,  p.  8376 

\ 

7.  FOOD  AND  DRUG;  MEAT  INSERTION.  Sen.  Scott  inserted  a  sjz&tement  issued  by  the 

Gov.  of  N.  C.  commemorating  the  50th  anniversary  of  the  Food  and  Drug  and 
Meat  Inspection  Acts.  p.  X377 


8.  POSTAL  RATES.  Sen.  Scott  inserted  a  Progressive  F^timer  editorial,  "How  Low 
Postal  Rates  Help  Businessmen  and  Farmers."  p.  #378  -* 


athers  announced  that  the  fol- 
,  to  establish  a  fish  hatchery 


9,  LEGISLATIVE  PROGRAM.  Acting  Majority  Leader 
lowing  bills  nay  be  taken  up  Mon. :  \H.R.  98 

in  the  Pisgah  National  Forest,  N.C.;\and  H^R.  3255,  to  amend  the  Classifica 
tion  Act  to  preserve  the  rates  of  compensation  of  certain  officers  and 
81-22 


employees,  p, 


10.  ADJOURNED  until  Mon.,  June  5.  p.  QhZl 

imL 


11.  APPROPRIATIONS.  Received  the  conference  report  orv  H.  R.  9390,  the  Interior 
Department  and  related  agencj.6s  appropriation  billvfor  1957  (H.  Rept.  2250) 
(pp.  8526,  8556).  See  attachment  for  actions  on  Forest  Service  items. 


12.  DEFENSE  PRODUCTION.  Passed  with  amendments  H.  R.  9852  Xj-0  extend  the  pro¬ 


visions  of  the  Defense/Froduction  Act  of  1950,  as  amende^,  for  tx^ro  years  (June 

'o vision*  requiring 


30,  1958),  (p.  3528 ) ./  The  amendments  agreed  to,  deleted  a 
members  of  the  executive  reserve  to  disclose  periodically  their  holdings  and 
provided  for  a  study  and  recommendations  by  the  Commerce  Department  on  the 
nickel  suoply  (pv‘ 81-32). 


L3.  FARM  CREDIT.  Passed,  256  to  5,  with  amendments  H.  R.  10285,  to  merge  production 
credit  banks,  to  provide  for  retirement  of  Government  capital  in  Federal 
intermediate  credit  banks,  and  to  provide  for  supervision  of  production  credit 
associations  (p.  2535).  The  amendments  agreed  to,  provided  for  a  technical  . 
change  in  the  printing  of  the  bill  and  that  no  surplus  of  a  bank,  required 
by  the  Farm  Credit  Act  of  1956,  shall  be  distributed  as  patronage  refunds  or  as 
dividends  (o.  8555). 


15.  TAXATION.  The  conferees  on  H.  R.  6153,  to  repeal  the  transportation  tax  on 

Poultry  and  the  tax  on  livestock  sold  on  account  of  drought,  received  rermis-'' 
sion  to  file  a  conference  report  by  Fri.  midnight,  o.  8557 
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available  supply  of  market-price  nickel 
ha9ybecome  less  and  less  as  the  military 
has  increased.  To  meet  this  situ- 
ation\he  Office  of  Defense  Mobilization 
has  maete  available  to  industry  substan¬ 
tial  qualities  of  premium-price  nickel, 
starting  in  1955,  by  authorizing  the 
producers  to.  make  diversions  of  such 
nickel  scheduted  for  stockpile  delivery 
under  long-terna  Government  contracts. 

The  major  consuming  industries  for 
nickel  include  stateless  steels,  low  alloy 
steels,  nonferrous  \jses,  high-tempera¬ 
ture  and  electrical-re^stance  alloys,  and 
electroplating. 

Because  of  the  hai^tehip  problems 
which  the  nickel  shortage  has  created 
throughout  the  civilian  nicK«  industries, 
it  is  understood  that  hundreds  of  letters 
have  been  received  by  the  Business  and 
Defense  Services  Administration,  in  the 
Department  of  Commerce  exposing 
concern  over  the  apparent  cutbacks  in 
their  normal  nickel  deliveries  and 'Ore 
financial  losses  this  has  entailed.  Mai  , 
of  you  have  received  similar  letters,  par¬ 
ticularly  from  the  njckel  plating  indus¬ 
try,  which  appears  to  have  suffered 
severely  in  view  of  the  expanded  de¬ 
mands  during  the  period  of  short  supply. 

A  review  of  the  correspondence  in  the 
files  of  the  Department  of  Commerce 
by  the  staff  of  'the  Joint  Committee  on 
Defense  Production  indicates  that  the 
electroplaters  feel  that  they  are  being 
unduly  penalized  while  other  businesses 
not  dependent  on  nickel  have  been  in 
a  position  to  expand  production. 

Unfortunately,  the  majority  of  the 
electroplating  demands  are  primarily  for 
nondefense  uses,  and,  therefore,  the 
platers  have  been  forced  to  turn  to 
premium  price  nickel  as  the  defense 
needs  have  required  a  greater  proportion 
of  the  market  price  nickel.  There  are, 
however,  two  classes  of  premium  price 
nickel:  First,  that  which  is  being  di¬ 
verted  to  industry  by  the  Government 
which  ranges  in  price  at  around  $1.35 
per  pound  for  nickel  anodes;  and,  sec¬ 
ond,  the  so-called  gray  market  nickel 
which  is  reported  to  range  in  price  as 
high  as  $3.50  per  pound.  This  gray 
market  nickel,  according  to  the  Depart-, 
ment  of  Commerce,  consists  primarily  ‘ 
secondary  nickel  produced  from  nickS 
scrap  and  imports  from  French,  Japa¬ 
nese  and  West  German  sources. 

The  letters  from  the  electroplating  in¬ 
dustry  requesting  Government  aid  in 
alleviating  the  shortage  problem  fall  into 
five  general  groups,  as  follows: 

First.  Firms  claiming  severe  cutbacks 
from  past  delivery  schedules — market 
price  nickel; 

Second.  Firms  claiming  that  total  al¬ 
locations,  including'  Government  di¬ 
verted  premium  price  nickel,  are  less 
than  previous  pejnods; 

Third.  Firms/  requiring  increased 
quantities  of  .nickel  to  meet  increased 
consumer  demands; 

Fourth.  Jfirms  requiring  additional 
nickel  to/ operate  expanded  facilities; 
and 

Fiftt/  New  firms  entering  the  plating 
business  for  the  first  time. 

le  following  excerpts  are  from  cor¬ 
respondence  picked  at  random  by  the 


staff  of  the  Joint  Committee  on  Defense 
Production  from  the  files  of  the  Depart¬ 
ment  of  Commerce,  and  typical  of  the 
concern  expressed  by  the  plating  indus¬ 
tries  regarding  the  problems  created  by 
the  current  shortage.  In  replying  to 
letters,  the  Depatrment  of  Commerce 
has  recognized  that  it  will  be  some 
months  in  the  future  before  the  foresee¬ 
able  supply  of  nickel  is  expected  to  meet 
the  demands  of  the  defense,  civilian,  and 
stockpile  requirements. 

One  plating  ^company  wrote  the  De¬ 
partment  of  Commerce  in  part  on  Janu¬ 
ary  26, 1956,  as  follows: 

We  are  appealing  to  this  Department  for 
help  in  the  nickel  situation. 

Before  allocations  were  removed,  we  were 
allotted  480  pounds  of  nickel  per  month.  At 
that  time,  1953,  480  pounds  of  nickel  per 
month  was  sufficient,  but  since  that  time 
our  business  has  increased  until  now  our 
monthly  requirements  are  around  1,100 
pounds  per  month  and  our  allotment  has 
been  cut  to  30  percent  of  the  original  480 
pounds. 

We  used  to  supplement  our  usage  by  get¬ 
ting  the  small  users  amount  ( 100  pounds )  of, 
lickel  from  two  other  sources  but  these  haw  ‘ 
cm  us  off  now.  As  a  result  of  this,  we  haws 
to  ?k>  into  the  gray  or  black  market  whjfch- 
evemjmu  wish  to  call  it  and  pay  $3  per  pound 
plus  Sreight  as  against  $0,926  per  /pound 
freight  prepaid  when  received  froni  legiti¬ 
mate  sourpes.  The  problem  is  getting  serious 
because  we^cannot  afford  to  continue  in  busi¬ 
ness  buyingNppwards  of  a  thousand  pounds 
of  nickel  per  'month  atr$3  pejr  pound. 

With  a  $30,000  a  month /business  and  a 
10  percent  profitk$3  nickel/can  put  you  out 
of  business. 

The  silliest  argukaen/  is  that  there  is  a 
shortage  of  nickel,  therefore  the  black  mar¬ 
ket.  If  there  is  a  sljbr^age,  how  come  there 
is  so  much  available  if,  you  want  to  pay 
through  the  nose/  \ 

What  can  you/cio  for  us?' 

The  Department  of  ComWrce  replied 
on  February  2,  1956,  as  follows : 

This  is  ih  reply  to  your  letter\f  January 
26,  regarding  your  nickel  problems. 

Beca/fse  of  the  large  number  of  inquiries 
received  on  the  subject  of  your  communica¬ 
tion/  this  agency  has  prepared  a  rnitoeo- 
gra£>hed  statement  discussing  the  current 
nickel  situation.  A  copy  of  this  statement 
is  enclosed  which  I  believe  covers  the  points-, 
raised  in  your  letter  with  the  exception  or 
the  basis  entitlement  which  you  refer  to  as 
being  480  pounds.  Review  of  the  National 
Production  Authority  records  dated  March 
18,  1953,  established  your  entitlement  at  that 
time  to  242  pounds. 

Our  investigation  of  February  1  showed 
that  you  received  *  *  *  450  pounds  of  nickel 
contained  in  anodes  and  chemicals  for  De¬ 
cember,  1955;  350  pounds  for  January,  1956; 
and  284  pounds  for  February.  The  Decem¬ 
ber  allotment  included  100  pounds  of 
premium  priced  nickel  scheduled  for  stock¬ 
pile  delivery  during  that  month.  Such 
nickel  was  not  available  in  January,  but 
should  be  available  in  February  which  will 
increase  yotir  allotment  for  that  period. 

We  wish  to  assure  you  that  this  Agency 
is  continuing  to  make  every  effort  to  find 
means  of  relieving  industry  from  the  cur¬ 
rent  nickel  shortage.  However,  we  regret 
that  we  cannot  be  of  more  direct  assistance 
to  you  at  this  time. 

The  plating  company  wrote  further  on 
April  6,  1956,  as  follows: 

I  have  your  letter  of  February  2,  1956,  in 
answer  to  ours  of  January  26,  1956,  and  since 
we  are  having  more  trouble  than  ever  meet¬ 


ing  our  requirements  I  have  been  review!^ 
some  of  your  statements.  / 

You  state  we  received  450  pounds  of  nftkel 
in  December  1955.  We  did  but  the  shipment 
December  9th  should  have  been  received  in 
November  1955.  The  figures  you  u^e  do  not 
coincide  with  our  receivals  but  tlyft  is  beside 
the  point.  What  I  want  to  know  is,  are  we 
entitled  to  the  entire  amount  allotted  in 
metal  or  is  it  the  choice  ofyftie  supplier  to 
decide  whether  we  get  it  m  metal  or  salts. 
Further,  you  refer  to  the  mimeographed  copy 
on  the  nickel  situation’  With  aU  due  re¬ 
spect  to  the  statement/ made,  does  it  occur 
to  those  who  set  up/the  controls  that  the 
nickel  used  in  nqndecorative  plating  for 
corrosion  resistance  is  just  as  important  to 
the  washing  machine  industry  as  it  is  when 
allotted  to  th/  makers  of  stainless  steel 
which  to  a  lar^e  extent  is  used  for  decorative 
purposes.  / 

Furthered  the  nickel  we  receive  is  based 
on  our  us/ge  back  in  1951,  how  does  the  auto 
industry  get  the  nickel  for  their  increased 
production,  also  where  does  Oldsmobile  and 
Foryget  the  nickel  for  their  new  installa¬ 
tions  which  did  not  exist  in  the  years  when 
allocations  were  in  effect? 
f  We  want  1,000  pounds  of  nickel  per  month 
and  I  don’t  see  why  we  should  be  forced  to 
purchase  it  through  the  black  market  any 
more  so  than  the  big  industries.  What  is  the 
explanation? 

The  Department  of  Commerce  replied 
on  April  25,  1956,  as  follows: 

This  will  supplement  our  response  of 
February  2  to  your  letter  of  January  26,  in 
answering  your  further  inquiry  of  April  6 
on  the  subject  of  nickel. 

The  plating  supplier  in  making  his  allot¬ 
ments  of  nickel  makes  his  own  determina¬ 
tion  'of  the  ratio  of  metal  to  salts  since  he 
must  ascertain  the  most  economical  bal¬ 
ances  in  operating  his  business.  Thus,  if 
the  supplier  manufactures  chemicals  and  all 
of  his  customers  took  only  metal,  it  is  con¬ 
ceivable  that  the  supplier  could  thus  be 
forced  out  of  the  chemical  business.  The 
Government’s  interest  in  the  distribution  of 
nickel  for  nondefense  uses  is  that  it  be  made 
on  an  equitable  basis  and  for  this  purpose 
nickel  contained  in  salts  is  considered  to¬ 
gether  with  that  in  the  form  of  metal. 

With  respect  to  the  nickel  available  to  the 
automobile  industry,  we  can  assure  you  that 
the  Government  post-audits  made  of  the 
plating  suppliers’  accounts,  which  incidental¬ 
ly  are  voluntarily  permitted  by  the  sup¬ 
pliers,  have  shown  that  the  automobile  com¬ 
panies  have  received  only  their  equitable 
’id)  are  of  new  nickel  for  plating  determined 
oX  the  same  basis  as  for  all  other  platers. 
Th\  nickel  available  for  nondefense  uses 
which  is  equitably  distributed  consists  of 
that  offered  at  the  normal  market  price  and 
the  premium  price  material  scheduled  for 
stockpile\delivery  which  is  diverted  to  in¬ 
dustry.  Atode  from  this  nickel  we  do  not 
have  any  Authentic  information  on  other 
sources.  '  X 

It  is  rumored  that  at  least  some  of  the 
automobile  companies  receive  appreciable 
quantities  of  anodes  derived  from  domestic 
scrap  and  from  nicael  imported  from  Japan, 
France,  and  West  Germany.  However,  you 
would  have  to  consuuik  with  the  respective 
automobile  companies  \fi)r  specific  details 
and  information  regarding  their  sources  of 
additional  nickel.  \ 

As  you  doubtless  know,  government  is 
without  authority  to  direct  or  Request  a  sup¬ 
plier  to  provide  any  particularNquantity  of 
nickel  for  nondefense  uses.  Ttik  supplier, 
as  previously  stated,  does,  of  courifX  have  a 
moral  obligation  to  equitably  distribute  his 
nondefense  share  of  nickel.  Our  periodic 
post  audits  of  their  accounts  which  arc*wol- 
untarily  permitted  by  the  suppliers,  sra&w 
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that  tftey  are  doing  a  very  creditable  Job  in 
maintaining  an  equitable  pattern  of  distri¬ 
bution.  Unfortunately  the  suppliers,  be¬ 
cause  of  shArt  supply,  do  not  have  sufficient 
nickel  to  provide  the  general  needs  of  all 
of  their  customers  and  any  effort  to  take 
care  of  one  wlax  pleads  hardship  must  be 
done  at  the  expanse  of  their  other  cus¬ 
tomers  who  also  ^e  having  difficulty  in 
meeting  their  needs.  V  Government  of  course 
is  seeking  a  solution  to\his  problem  of  nickel 
shortage  by  obtaining  diversions  to  indus¬ 
try  of  nickel  scheduled  fofv^tockpile  delivery. 
Due  to  the  current  rate  of  increase  in  defense 
orders  the  civilian  economy  has  not  been 
receiving  the  added  benefit  anticipated  from 
these  increased  diversions. 

Under  the  circumstances  set  f^rth,  I  re¬ 
gret  that  we  are  unable  to  assist  ytm  in  se¬ 
curing  any  additional  nickel  requiredUo  take 
care  of  your  needs  and  we  can  only  snuggest 
that  you  seek  to  obtain  the  defense  Sated 
orders  to  supplement  your  allotment  of  xito- 
defense  nickel. 

The  long-term  solution  to  the  prob¬ 
lems  which  exist  as  a  result  of  inade¬ 
quate  supplies  of  nickel  to  meet  defense 
and  civilian  requirements  is  through  the 
expansion  of  nickel  supplies.  Large 
sums  of  money  have  -been  expended 
under  the  Defense  Production  Act  to 
increase  nickel  supplies.  The  Joint 
Committee  on  Defense  Production  has 
held  meetings  in  recent  weeks  with  the 
Director  of  the  Office  of  Defense  Mobi¬ 
lization  and  the  Secretary  of  Commerce 
on  this  subject,  and  announcements 
have  since  been  made  of  an  expansion 
of  nickel  supplies.  The  Joint  Committee 
on  Defense  Production  previously  con¬ 
sidered  the  Nicaro,  Cuba,  expansion, 
which  is  now  underway. 

(Mr.  Brown  of  Georgia  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

The  CHAIRMAN.  The  question  is  on 
the  amendment  offered  by  the  gentle¬ 
man  from  Massachusetts  [Mr.  McCor¬ 
mack]. 

The  amendment  was  agreed  to. 

The  CHAIRMAN.  Under  the  rule, 
the  Committee  rises. 

Accordingly  the  Committee  rose;  and 
the  Speaker  pro  tempore  having  re¬ 
sumed  the  chair,  Mr.  Preston,  Chair 
man  of  the  Committee  of  the  Who; 
House  on  the  State  of  the  Union 
ported  that  that  Committee,  havingyfiad 
under  consideration  the  bill  (Is.  R. 
9852)  to  extend  the  Defense  Production 
Act  of  1950,  as  amended,  and  for  other 
purposes,  pursuant  to  House  ^Resolution 
505,  he  reported  the  bill  ^ack  to  the 
House  with  sundry  amendiRents  adopted 
by  the  Committee  of  the  RVhole. 

The  SPEAKER  pro  ^fempore.  Under 
the  rule,  the  previous  tfuesion  is  ordered. 

Is  a  separate  vote’ demanded  on  any 
amendment?  If  n^t  the  Chair  will  put 
them  en  bloc. 

The  amendmafits  were  agreed  to. 

The  SPEAKER  pro  tempore.  The 
question  is  oxjf'the  engrossment  and  third 
reading  of^tie  bill. 

The  bill' was  ordered  to  be  engrossed 
and  read  a  third  time,  and  was  read 
the  third  time. 

The  SPEAKER  pro  tempore.  The 
question  is  on  the  passage  of  the  bill. 

Che  bill  was  passed. 

r  A  motion  to  reconsider  was  laid  on 
the  table. 


GENERAL  LEAVE  TO  EXTEND 

Mr.  SPENCE.  Mr.  Speaker,  I  ask 
unanimous  consent  that  all  Members 
may  have  5  legislative  days  within  which 
to  revise  and  extend  their  remarks  on 
the  bill  just  passed. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
man  from  Kentucky? 

There  was  no  objection. 


SE 
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COMMITTEE  ON  ARMED  SERVICES 

Mr.  PRICE.  Mr.  Speaker,  I  ask  unani¬ 
mous  consent  that  Subcommittee  No.  1 
of  the  Committee  on  Armed  Services 
have  permission  to  sit  during  general  de¬ 
bate  this  afternoon. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentleman 
from  Illinois? 

There  was  no  objection. 

COMMITTEE  ON  THE  JUDICIARY 
BOGGS.  Mr.  Speaker,  I 
unanimous  consent  that  the  Walter 
commwee  of  the  Committee  orprthe 
Judiciark  have  permission  to  sit  jrfuring 
general  debate  today. 

The  SPEAKER  pro  tempore./ls  there 
objection  to  request  of  theygentleman 
from  Louisian 

There  was  noSnbjectio 

FARM  CREDIT  ACT  OF  1956 

Mr.  TRIMBLE.  Mr.  Speaker,  by  di¬ 
rection  of  the  Committee  on  Rules,  I  call 
up  House  Resolution  508  and  ask  for  its 
immediate  consideration. 

The  Clerk  read  the  resolution,  as 
follows: 

Resolved,  That  upon  the  adoption  of  this 
resolution  it  shall  be  in  order  to  move  that 
the  House  resolve  itself  into  the  Committee 
of  the  Whole  House  on  the  State  of  the 
Union  for  the  consideration  of  the  bill 
(H.  R.  10285)  to  merge  production  credit 
corporations  in  Federal  intermediate  credit 
banks:  to  provide  for  retirement  of  Gov¬ 
ernment  capital  in  Federal  intermediate 
credit  banks;  to  provide  for  supervision  of 
production  credit  associations;  and  for 
other  purposes.  After  general  debate,  which 
shall  be  confined  to  the  bill,  and  shall  con¬ 
tinue  not  to  exceed  2  hours,  to  be  equally 
divided  and  controlled  by  the  chairman  and 
ranking  minority  members  of  the  Com¬ 
mittee  on  Agriculture,  the  bill  shall  be  read 
for  amendment  under  the  5-minute  rule. 
At  the  conclusion  of  the  consideration  of  the 
bill  for  amendment,  the  Committee  shall 
rise  and  report  the  bill  to  the  House  with 
such  amendments  as  may  have  been  adopt¬ 
ed,  and  the  previous  question  shall  be  con¬ 
sidered  as  ordered  on  the  bill  and  amend¬ 
ments  thereto  to  final  passage  without  in¬ 
tervening  motion  except  one  motion  to  re¬ 
commit. 

Mr.  TRIMBLE.  Mr.  Speaker,  I  yield 
30  minutes  to  the  gentleman  from 
Oregon  [Mr.  Ellsworth],  and  at  this 
time  I  yield  myself  such  time  as  I  may 
consume. 

Mr.  Speaker,  this  resolution  makes  in 
order  H.  R.  10285,  a  bill  out  of  the  Com¬ 
mittee  on  Agriculture,  to  consolidate  the 
lending  agencies.  It  is  a  third  step  in 
a  program  initiated  by  the  committee. 
So  far  as  I  know,  there  is  no  opposition 


to  the  rule.  I  therefore  reserve  the  bal¬ 
ance  of  my  time. 

Mr.  ELLSWORTH.  Mr.  Speaker,  as 
the  gentleman  from  Arkansas  has  ex¬ 
plained  to  the  House,  this  rule,  which 
calls  for  2  hours  of  general  debate,  would 
make  in  order  the  consideration  of  the 
bill  (H.  R.  10285)  dealing  with  produc¬ 
tion  credit  corporations,  Federal  inter¬ 
mediate  credit  banks,  and  production 
credit  associations. 

There  is  no  objection  to  the  rule  on 
this  side  and  I  have  no  requests  for 
time. 

Mr.  TRIMBLE.  Mr.  Speaker,  I  yield 
5  minutes  to  the  gentleman  from  Il¬ 
linois  [Mr.  Yates]. 

Mr.  YATES.  Mr.  Speaker,  I  have 
read  the  bill  and  the  report  which  ac¬ 
companies  it.  I  believe  that  on  the 
whole,  the  committee  has  done  a  credita¬ 
ble  job  with  a  most  complicated  subject 
and  I  hesitate  to  place  my  judgment  in 
opposition  to  the  committee’s  decision. 
Nevertheless,  I  am  disturbed  by  certain 
aspects  of  the  bill  and  I  have  asked  for 
this  time  in  order  to  ask  some  questions. 
May  I  ask  the  chairman  of  the  com¬ 
mittee  to  inform  the  House  of  the  sur¬ 
plus  funds  which  are  now  owned  by 
Federal  agencies;  are  they  owned  by  the 
production  credit  corporations  or  by  the 
intermediate  credit  banks? 

Mr.  POAGE.  Thei-e  are  some  sur¬ 
pluses  owned  by  the  intermediate  credit 
banks  and  some  by  the  production  credit 
corporations. 

Mr.  YATES.  Will  the  gentleman  tell 
the  House  the  amount  of  surplus  funds 
owned  by  the  intermediate  credit  banks 
and  the  amount  owned  by  the  production 
credit  corporations? 

Mr.  POAGE.  My  recollection  is  that 
$49  million  is  for  the  intermediate  credit 
banks  and  about  $12  million  for  the  pro¬ 
duction  credit  corporations.  I  may  have 
that  reversed. 

Mr.  YATES.  So  that  $61  million  in 
surplus  funds  which  are  now  the  prop¬ 
erty  of  the  United  States  Government 
will  be  used  for  the  benefit  of  the  merged 
corporation;  is  that  correct? 

Mr.  POAGE.  That  is  approximately 
correct,  yes. 

Mr.  YATES.  Under  the  proposal  set 
forth  in  the  bill,  class  A  stock  will  be 
issued  to  the  Governor  of  the  Farm 
Credit  Administration.  Class  B  stock  will 
be  issued  to  production  credit  associa¬ 
tions.  The  surplus  funds  now  belonging 
to  the  Government  would  be  made  avail¬ 
able  to  the  new  corporation  and  produc¬ 
tion  credit  associations  will  be  allowed  to 
share  in  the  surplus,  will  they  not? 

Mr.  POAGE.  Only  in  the  case  of 
liquidation  could  there  be  any  question 
about  the  ownership  of  those  surpluses, 
because  they  go  into  the  capital  struc¬ 
ture  and  do  not  come  out  except  in  case 
of  liquidation. 

Mi-.  YATES.  Cannot  dividends  be 
paid  out  of  surplxis? 

Mr.  POAGE.  No. 

Mr.  YATES.  Only  out  of  earnings? 

Mr.  POAGE.  That  is  right. 

Mr.  YATES  I  saw  no  such  provision 
in  the  bill.  May  I  next  ask  the  gentle¬ 
man,  in  the  event  of  liquidation  do  not 
the  financial  institutions  as  well  as  the 
cooperatives  share  in  the  surpluses? 
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Mr.  POAGE.  That  is  right. 

Mr.  YATES.  Why  should  funds  which 
belong  to  the  Federal  Government  be 
handed  over  to  private  financial  institu¬ 
tions  for  their  private  use  and  profit? 

Mr.  POAGE.  For  this  reason:  There 
are  at  present  94  of  what  they  call  the 
other  financial  institutions.  Those  are 
privately  owned  institutions  that  are  re¬ 
discounting  with  the  intermediate  credit 
bank.  Over  a  period  of  years  there  have 
been  something  over  1,200  such  institu¬ 
tions. 

Remember  that  the  first  10  years  or 
more  of  the  life  of  this  institution  there 
were  no  production  credit  associations, 
and  they  did  business  only  with  these 
private  institutions  because  there  was 
nobody  else  to  do  business  with.  These 
institutions,  the  94  that  are  still  in  busi¬ 
ness,  have  of  course  over  the  years  built 
up  a  part  of  these  surpluses.  The  bill 
provides  that  in  case  of  liquidation,  and 
only  in  case  of  liquidation,  the  surpluses, 
the  then  existing  capital,  should  be  di¬ 
vided  in  proportion  to  the  business  the 
institutions  have  done  with  the  bank, 
and  that  would  include  the  business  that 
these  94  institutions  have  done  even 
prior  to  this  time. 

Mr.  YATES.  The  fact  remains  that 
$61  million  in  surplus  funds  which  be¬ 
long  to  the  taxpayers  are  being  made 
available  for  the  use  of  private  financial 
institutions.  It  is  possible,  too,  that  pri¬ 
vate  financial  institutions  may  be  able 
to  withdraw  such  funds  under  certain 
conditions.  Certainly  they  can  do  so  in 
event  of  dissolution  or  liquidation. 
Would  it  not  be  better  for  these  surplus 
funds  to  be  transferred  now  to  the 
Treasury  of  the  United  States  for  the 
benefit  of  the  taxpayers  or  earmarked 
for  payment  at  some  later  time?  Why 
should  not  the  new  corporation  develop 
its  own  surplus? 

Mr.  POAGE.  We  do  not  think  so  be¬ 
cause  these  surpluses  were  built  up  by 
the  businesses  and  by  these  institutions. 

Mr.  YATES.  The  surplus  funds  rep¬ 
resent  payments  made  to  the  Govern¬ 
ment  for  the  use  of  its  money  or  credit. 
The  gentleman’s  argument  would  place 
the  Federal  lending  processes  in  the 
same  category  as  Christmas  savings  ac¬ 
count.  Under  this  proposal,  interest 
paid  for  the  use  of  Government  funds  or 
credit  would  be  deposited  with  Govern¬ 
ment  lending  institutions  only  until 
Christmas  or  another  such  holiday  and 
then  be  repaid  to  those  who  use  the 
money  or  credit.  Are  Government  lend¬ 
ing  institutions  to  be  in  a  separate  class 
than  private  lenders  in  not  being  en¬ 
titled  to  a  return?  Apparently  this  is 
the  purport  of  the  gentleman’s  conten¬ 
tion.  Certainly  the  surpluses  belong  to 
the  Government. 

Mr.  POAGE.  The  banks  belong  to  the 
Government.  The  Government  is  going 
to  get  every  dollar  of  its  stock  back.  We 
are  going  to  repay  to  the  Government 
every  dollar  that  the  Goverment  put  into 
the  business.  The  Government  did  not 
build  these  surpluses.  These  institutions 
built  the  surpluses  and  the  people  who 
did  business  with  them  are  the  people 
who  built  the  surpluses. 

Mr.  YATES.  Who  owns  the  surplus 
now? 


Mr.  PQAGE.  The  United  States  has 
title  to  them,  of  course.  This  is  exactly 
what  we  had  in  the  case  of  the  land 
banks.  It  is  just  exactly  what  we  had 
with  the  banks  for  cooperatives  and 
whether,  rightly  or  wrongly,  this  House 
has  embarked  on  a  policy  of  making 
these  surpluses  pass  with  the  stock,  when 
the  Government  is  repaid  the  money  that 
the  Government  put  into  them.  Now  the 
Government  has  been  repaid  all  the 
money  that  it  put  into  the  land  banks 
and  all  of  the  surpluses  went  to  the  own¬ 
ers  of  the  land  bank. 

The  SPEAKER  pro  tempore.  The  time 
of  the  gentleman  has  expired. 

Mr.  YATES.  Mr.  Chairman,  may  I 
have  1  more  minute? 

Mr.  TRIMBLE.  Mr.  Chairman,  I  yield 
the  gentleman  2  additional  minutes. 

Mr.  YATES.  It  seems  to  me  that  the 
gentleman’s  arguments  are  quite  un¬ 
sound.  Can  it  be  argued  that  surpluses 
accumulated  by  private  banking  institu¬ 
tions  belong  to  the  depositors  and  bor¬ 
rowers  because  the  banks  did  business 
with  them?  Of  course,  not.  Under  the 
same  reasoning,  would  not  the  gentleman 
say  that  the  Home  Owners  Loan  Corpo¬ 
ration,  which  was  liquidated  with  a  profit 
of  over  $14  million  to  the  Government, 
should  return  this  money  to  the  home- 
owners?  Would  the  gentleman  say,  un¬ 
der  the  same  line  of  reasoning,  that  the 
small  firms  which  pay  interest  to  the 
Small  Business  Administration  upon 
loans  made  to  them  should  also  share  in 
accumulations  derived  from  interest  paid 
that  they  own  such  funds?  Should  the 
Government  lending  agencies  loan  money 
directly  and  without  interest?  If  inter¬ 
est  is  paid,  are  the  borrowers  entitled  to 
a  return  of  such  interest  later?  Appar¬ 
ently  that  is  what  the  gentleman  is  agru- 
ing  for. 

These  funds  are  properly  the  property 
of  the  Treasury  of  the  United  States. 
They  should  not  be  used  for  the  benefit 
of  private  financial  institutions  or  given 
to  them  without  arrangements  being 
made  for  their  repayment. 

Mr.  POAGE.  Of  course,  they  are  not 
being  paid  back.  They  are  actually  be¬ 
ing  kept. 

Mr.  YATES.  They  are  being  used  for 
their  benefit,  are  they  not?  In  the  event 
of  liquidation,  the  funds  will  go  to  these 
institutions. 

Mr.  POAGE.  And  the  Government  is 
getting  back  every  dollar  that  it  has 
put  in. 

The  SPEAKER  pro  tempore.  The  time 
of  the  gentleman  has  expired. 

(Mr.  YATES  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  TRIMBLE.  Mr.  Speaker,  I  move 
the  previous  question. 

The  previous  question  was  ordered. 

The  SPEAKER  pro  tempore.  The 
question  is  on  the  resolution. 

The  resolution  was  agreed  to. 

Mr.  COOLEY.  Mr.  Speaker,  I  move 
that  the  House  resolve  itself  into  the 
Committee  of  the  Whole  House  on  the 
State  of  the  Union  for  the  consideration 
of  the  bill  (H.  R.  10285)  to  merge  pro¬ 
duction  credit  corporations  in  Federal 
intermediate  credit  banks;  to  provide  for 
retirement  -of  Government  capital  in 
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Federal  intermediate  credit  banks;  to 
provide  for  supervision  of  production 
credit  associations,  and  for  other  pur¬ 
poses. 

The  SPEAKER  pro  tempore.  The 
question  is  on  the  motion  offered  by 
the  gentleman  from  North  Carolina. 

The  motion  was  agreed  to. 

Accordingly  the  House  resolved  itself 
into  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  for  the  con¬ 
sideration  of  the  bill  H.  R.  10285,  with 
Mr.  Multer  in  the  chair. 

The  Clerk  read  the  title  of  the  bill. 

By  unanimous  consent,  the  first  read¬ 
ing  of  the  bill  was  dispensed  with. 

The  CHAIRMAN.  Under  the  rule,  the 
gentleman  from  North  Carolina  [Mr. 
Cooley]  is  recognized  for  1  hour,  and 
the  gentleman  from  Kansas  [Mr.  Hope] 
will  be  recognized  for  1  hour. 

Mr.  COOLEY.  Mr.  Chairman,  in  view 
of  the  fact  that  the  gentleman  from 
Kansas  [Mr.  Hope]  is  absent  on  official 
business,  the  gentleman  from  Minne¬ 
sota  [Mr.  August  H.  Andresen]  will  con¬ 
trol  the  time  on  his  side. 

The  CHAIRMAN.  The  Chair  recog¬ 
nizes  the  gentleman  from  North  Caro¬ 
lina  [Mr.  Cooley]. 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Chairman,  will  the  gentleman  permit  me 
to  yield  1  minute  at  this  time? 

Mr.  COOLEY.  Yes,  it  is  perfectly 
agreeable  to  me. 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Chairman,  I  yield  1  minute  to  the  gentle¬ 
man  from  New  York. 

Mr.  KEATING.  Mr.  Chairman,  I  rise 
at  this  time  in  order  to  inquire  of  the 
gentleman  from  Louisiana  if  he  can  in¬ 
form  the  House  regarding  the  program 
for  next  week. 

Mr.  BOGGS.  For  the  benefit  of  the 
Members,  the  program  for  next  week  is 
as  follows: 

On  Monday,  there  is  no  legislative 
business  due  to  the  fact  that  there  is  a 
primary  in  Iowa.  On  Tuesday,  the  Con¬ 
sent  Calendar  and  the  Private  Calendar 
will  be  called  and  there  will  be  one  bill 
taken  up  under  suspension  of  the  rules. 
That  bill  is,H.  R.  10766  to  compensate 
the  Vatican  for  damages  done  during 
World  War  II. 

There  will  be  no  vote  on  that  day  be¬ 
cause  of  primaries  in  several  States— 
California,  Montana,  New  York,  South 
Dakota. 

Beginning  on  Wednesday,  general  de¬ 
bate  on  the  Mutual  Security  Act  of  1956. 
That  will  probably  continue  through 
Thursday  and  Friday.  If  we  have  fin¬ 
ished  it,  H.  R.  9952,  the  Armed  Forces 
Reserves  readjustment  pay,  will  be  con¬ 
sidered. 

Conference  reports  may  be  considered 
at  any  time. 

Mr.  KEATING.  I  thank  the  gentle¬ 
man. 

Mr.  COOLEY.  Mr.  Chairman,  I  yield 
10  minutes  to  the  gentleman  from  Texas 
[Mr.  Poage], 

Mr.  POAGE.  Mr.  Chairman,  the  bill 
as  we  bring  it  to  you  today  is  but  the 
third  and  last  of  a  series  of  3  bills,  all 
taken  together,  which  will  ultimately 
transfer  the  Government  ownership  of 
all  of  the  Farm  Credit  institutions  into 
the  hands  of  those  who  are  borrowing 
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from  those  institutions.  The  Farm 
Credit  Administration  is  composed  of  the 
land  banks,  of  the  Bank  for  Coopei- 
atives,  and  the  production  credit  agen¬ 
cies,  which  in  turn  are  composed  of  the 
intermediate  credit  banks  and  produc¬ 
tion  credit  corporations.  The  produc¬ 
tion  credit  portion  of  the  Farm  Credit 
relates  to  those  agencies  that  provide 
short-term  credit  for  the  making  of 
crops.  Of  course,  the  land  banks  involve 
real  estate  loans  on  land;  the  banks  for 
cooperatives  involve  those  banks  which 
finance  such  institutions  as  dairy  coop¬ 
eratives,  livestock  cooperatives,  and  some 
fruit  and  vegetable  cooperatives. 

It  has  long  been  the  hope  that  all  of 
those  institutions  might  become  farmer 
owned.  It  is  the  feeling  of  the  Commit¬ 
tee  on  Agriculture  that  it  is  well  that 
they  should  become  farmer  owned.  The 
land  banks  are  now  all  farmer  owned. 
There  is  no  Government  capital  in  your 
12  land  banks.  The  banks  for  coop¬ 
eratives  are  on  their  way  to  becoming 
farmer  owned  as  the  result  of  legislation 
passed  by  this  Congress  last  year.  They 
are  paying  out  the  Government  stock. 

There  were  certain  complications  and 
certain  unresolved  questions  last  year 
which  made  it  impracticable  for  the 
committee  at  that  time  to  report  out  leg¬ 
islation  that  would  accomplish  farmer 
ownership  of  the  production  credit  cor¬ 
porations  and  the  intermediate  credit 
banks.  This  year  those  questions  have 
been  resolved.  The  Governor  of  the 
Farm  Credit  Administration  and  his  as¬ 
sistants  have  carried  on  a  series  of  meet¬ 
ings  all  over  the  United  States,  in  every 
one  of  the  12  credit  regions,  in  which  the 
local  people  have  been  invited  to  come  in 
and  express  their  views  on  this  matter 
of  transferring  the  stock.  Over  the  past 
year  I  think  those  meetings  have  been 
very  successful,  and  there  has  been  a 
very  fine  understanding  on  the  part  of 
people  in  all  parts  of  the  United  States, 
and  certainly  a  great  portion  of  the  dif¬ 
ferences  of  opinion  that  existed  last  year 
have  been  eliminated. 

I  do  not  mean  that  everybody  every¬ 
where  in  the  United  States  is  entirely 
satisfied  with  this  legislation.  Obviously, 
when  you  reach  a  problem  of  this  mag¬ 
nitude,  some  people  will  find  fault  with 
some  of  the  details.  There  are  many 
details  that  need  working  out.  Most  of 
them  were  worked  out  in  these  meetings 
of  which  I  spoke.  It  is  true  the  Bureau  of 
the  Budget  took  exactly  the  same  posi¬ 
tion  that  the  gentleman  from  Illinois 
[Mr.  Yates]  took,  and  felt  that  we  should 
provide  that  in  case  of  liquidation  the 
surplus  funds  should  go  to  the  public 
treasury.  Our  committee  felt  that  this 
would  be  an  unfair  thing  particularly  at 
this  late  date.  Whether  the  question  was 
decided  properly  or  not  in  the  case  of  the 
land  banks — whether  it  was  properly 
decided  in  the  case  of  the  banks  for  co¬ 
operatives — it  is  now  a  closed  matter. 
We  just  do  not  feel  it  would  be  fair  to 
say  to  those  people,  the  borrowers  from 
the  intermediate  credit  bank,  that  we 
are  going  to  apply  to  you  a  more  harsh 
rule  than  has  been  applied  to  those  who 
have  paid  out  their  credit  institutions  in 
the  past. 


Whether  or  not  this  Congress,  this 
very  House,  was  correct  in  voting  this 
very  principle  last  year  for  cooperatives 
is  a  closed  issue.  Last  year  we  said  to 
the  people  who  were  borrowing  from  the 
banks  for  cooperatives  that  they  should 
simply  pay  back  the  money  they  bor¬ 
rowed  from  the  Government.  Why 
should  we  now  say  that  “you  who  have 
been  depending  on  this  source  of  credit 
for  your  day-to-day  operations  should 
now  be  required  to  pay  back  not  only 
what  you  borrowed  from  the  Govern¬ 
ment  but  pay  the  Government  all  of  the 
earnings  that  have  been  made  on  your 
money  during  the  last  few  years”?  We 
feel  that  that  would  be  an  unfair  situa¬ 
tion. 

Frankly,  I  feel  that  in  the  very  begin¬ 
ning  we  were  right  when  we  said  to 
land  banks  that  “you  pay  back  what 
you  get  from  the  Government  and  the 
Government  will  be  glad  if  you  do  that.” 

We  set  this  up  as  a  program  where¬ 
by  the  farmers  of  America  could  have 
an  available  credit  system,  and  the 
quicker  we  get  back  the  Government 
money  the  quicker  we  can  make  the 
money  available  to  others.  It  has  been 
paid  back  by  the  land  banks  and  it  will 
be  paid  back  by  the  intermediate  credit 
banks  if  you  allow  this  bill  to  be  passed 
as  written. 

This  bill  consolidates  the  existing  in¬ 
termediate  credit  banks  and  the  pro¬ 
duction  credit  corporations;  it  sets  up 
1  facility  instead  of  2,  because  we  now 
have  2  institutions  in  each  of  the  farm 
credit  areas  rather  than  simply  1  as 
we  do  for  the  land  banks;  we  have  an 
intermediate  credit  bank  which  was  es¬ 
tablished  not  to  deal  with  the  production 
credit  associations  but  to  deal  with 
private  institutions. 

Why?  Because  we  had  only  private 
institutions  rediscounting  here  for  some 
10  or  12  years  after  the  creation  of  the 
production  credit  system.  It  was  not 
until  about  1933  that  we  created  the 
farmer-owned  production  credit  as¬ 
sociations  in  the  various  localities  and 
created  a  Government  supervisory  in¬ 
stitution  known  as  the  Production  Credit 
Corporation,  not  a  banking  institution, 
but  a  supervisory  institution. 

We  have  under  this  bill  consolidated 
the  intermediate  credit  banks  and  the 
production  credit  corporations  into  1 
new  institution,  believing  that  by  so  do¬ 
ing  we  will  be  able  to  reduce  the  cost  of 
operation,  that  we  will  have  a  more  ef¬ 
ficient  operation  with  only  1  rather  than 
with  2  institutions  in  each  of  the  dis¬ 
tricts. 

I  think  that  is  a  sound  proposition;  I 
think  it  is  going  to  save  us  some  money. 
There  are  those  who  have  raised  objec¬ 
tions  to  this  bill  on  the  ground  that 
when  we  consolidate  the  two  institutions 
we  will  not  need  as  many  people  as  we 
did  formerly,  and  some  would  be  thrown 
out  of  employment.  To  me  that  is  a 
rather  poor  objection.  We  want  to  save 
all  we  can.  We  should  not  employ  more 
people  than  we  need.  If  we  are  going  to 
effect  economies,  and  we  believe  we 
should  effect  economies,  then  some  of 
these  people  who  are  unnecessary  un¬ 
der  the  new  and  more-  efficient  opera- 
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tion  certainly  do  not  need  to  stay  on 
the  bank’s  payroll  and  they  will  have 
plenty  of  time  to  make  a  readjustment 
and  get  other  employment.  There  is  no 
better  time  for  them  to  make  such  an 
adjustment  than  now  when  we  have  an 
opportunity  for  them  to  get  employment 
elsewhere.  The  bill  provides  that  it  will 
not  become  effective  until  the  first  of 
January.  These  people  will  have  6 
months  within  which  to  seek  other  em¬ 
ployment  and  have  an  opportunity  to 
readjust  their  living.  There  will  not  be 
a  great  many  of  them,  but  whatever  the 
number  they  can  make  the  readjust¬ 
ment.  I  think  it  is  estimated  it  will  save 
$40,000  to  $60,000  a  year  to  the  banks. 

These  banks  are  going  to  be  owned  by 
the  farmers  of  America,  not  by  the  tax¬ 
payers  of  America.  It  does  not  seem  to 
me  that  I  as  a  representative  of  the  tax¬ 
payers  ought  to  be  determining  who  the 
farmers,  who  are  going  to  own  these 
banks,  are  going  to  have  to  employ.  We 
are  saying  now:  “You  will  employ  whom 
you  please.”  I  think  that  is  the  only 
fair  thing  to  say.  Control  of  the  banks 
should  go  with  the  ownership  into  the 
hands  of  new  owners.  The  board  of  di¬ 
rectors  that  is  charged  with  the  respon¬ 
sibility  of  running  these  institutions 
should  have  the  authority  to  employ 
those  they  feel  will  most  efficiently  oper¬ 
ate  the  institutions. 

Then  there  has  been  the  question  of 
the  name  of  the  new  consolidated  in¬ 
stitution.  Very  frankly,  more  than  a 
year  ago  I  suggested  that  we  use  the 
name  “Production  Credit  Bank”  because 
I  think  that  the  name  “Production 
Credit”  carries  a  little  more  meaning 
than  “intermediate  credit.”  There  are 
a  good  many  of  the  local  associations 
now  that  say  we  ought  to  use  that  name. 
I  would  like  to  see  that  name  used.  But 
we  came  to  the  board  of  directors  and 
the  governor  of  the  Farm  Credit  Ad¬ 
ministration  and  they  pointed  out  if  we 
changed  the  name  of  this  institution  we 
might  have  difficulty  getting  money. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Texas  has  expired. 

Mr.  COOLEY.  Mr.  Chairman,  I  yield 
the  gentleman  5  additional  minutes. 

Mr.  POAGE.  Mr.  Chairman,  you  will 
bear  in  mind  that  these  institutions  get 
the  money  that  they  lend  not  from  the 
Federal  Treasury  but  from  the  sale  of 
debentures  which  are  the  obligations  of 
the  intermediate  credit  banks.  Ther-e 
is  an  established  market  for  the  deben¬ 
tures  of  the  intermediate  credit  banks. 
There  is  none  for  the  debentures  of  the 
production  credit  banks.  I  have  never 
had  occasion  to  deal  with  that  kind  of 
big  financing,  but  those  who  know  have 
suggested  that  the  bond  market  and  the 
debenture  market  are  extremely  sensi¬ 
tive  to  any  kind  of  change  and  a  change 
of  name  might  result  in  an  increase  in 
the  interest  rate,  a  half  or  a  quarter  of 
a  percent.  I  do  not  believe  any  farmers 
were  so  anxious  for  a  particular  name 
that  they  would  want  to  pay  the  extra 
interest  rate.  I  do  not  know  of  any 
farmer  who  could  afford  to  do  that 
simply  for  the  benefit  of  a  name  he  liked 
better.  So  the  committee  did  not 
change  the  name  even  though  many  of 
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us  felt  we  would  like  to  change  it.  I 
hope  we  may  look  forward  to  the  day 
when  the  farmers  have  paid  out  these 
banks  and  have  made  them  entirely 
farmer  owned.  At  that  time  we  might 
well  consider  the  advisability  of  chang¬ 
ing  the  name  because  then  we  will  in  all 
probability  be  in  a  much  stronger  posi¬ 
tion  to  make  this  move. 

Mr.  ROGERS  of  Colorado.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  POAGE.  I  yield  to  the  gentleman 
from  Colorado. 

Mr.  ROGERS  of  Colorado.  What 
happens  to  the  Federal  Land  Banks? 

Mr.  POAGE.  Not  a  thing  in  the  world 
under  this  bill  because  this  bill  does  not 
touch  the  Federal  Land  Banks.  The 
Federal  Land  Banks  have  already  been 
taken  care  of  and  are  already  entirely 
farmer  owned. 

Mr.  ROGERS  of  Colorado.  The  gen¬ 
tleman  spoke  of  the  merger. 

Mr.  POAGE.  The  merger  is  between 
the  intermediate  credit  banks  and  the 
production  credit  corporations. 

Mr.  ROGERS  of  Colorado.  That  will 
hereafter  carry  on  the  functions  of  the 
two? 

Mr.  POAGE.  The  new  corporation 
will  carry  on.  That  is  right. 

Mr.  ROGERS  of  Colorado.  They  have 
operated  separately  or  independently, 
you  may  say,  of  each  other? 

Mr.  POAGE.  Yes.  In  the  past  the 
intermediate  credit  banks  have  been  the 
banks  of  discount,  the  production  credit 
corporations  have  been  the  supervisory 
agency  to  supervise  the  production 
credit  associations  which  are  the  local 
institutions  that  make  the  direct  loans. 
The  intermediate  credit  banks  have  not 
been  banks  of  original  lending.  They 
have  discounted  the  paper  that  origi¬ 
nated  at  the  level  of  the  production 
credit  associations. 

Mr.  ROGERS  of  Colorado.  I  thank 
the  gentleman  because  I  was  not  clear 
as  to  what  happened  to  the  Federal  Land 
Banks. 

Mr.  POAGE.  Nothing.  This  bill  does 
not  touch  the  Federal  Land  Banks  and 
does  not  touch  the  Bank  for  Coopera¬ 
tives. 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Chairman,  I  yield  10  minutes  to  the  gen¬ 
tleman  from  Maine  [Mr.  McIntireL 

(Mr.  McINTIRE  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.)  — 

Mr.  McINTIRE.  Mr.  Chairman,  my 
colleague,  the  gentleman  from  Texas 
[Mr.  Poage],  has  already  given  an  out¬ 
line  of  the  purposes  of  this  legislation. 

I  want  to  take  just  a  moment  to  say 
that  in  my  short  experience  on  the  Com¬ 
mittee  on  Agriculture  this  legislation  has 
been  given  as  thorough  analysis  on  the 
part  of  the  committee  as  most  any  legis¬ 
lation  we  have  had  before  us. 

Mr.  Chairman,  somewhat  this  same 
objective  was  incorporated  in  legislation 
which  was  before  the  committee  a  year 
ago,  which  legislation  resulted  in  the 
Farm  Credit  Act  of  1955.  However,  in 
portions  of  the  bill  before  the  committee 
at  that  time  dealing  with  the  Federal 
Intermediate  Credit  Bank  and  the  Pro¬ 
duction  Credit  Corporation  there  were 
certain  areas  which  the  committee  felt 


needed  further  study  and  further  con¬ 
sideration  on  the  part  of  the  folks  out 
in  the  country  and  others  deeply  inter¬ 
ested  in  this  system.  Consequently,  the 
provisions  of  the  legislation  before  us  a 
year  ago  dealing  with  this  area  were 
stricken  from  the  bill,  and  the  Farm 
Credit  Administration  officials  were 
asked  to  review  this  matter  in  further 
detail  and  study,  which  they  have  done. 
The  legislation  before  us  today  is  the 
result  of  that  very  careful  review  and 
study  not  only  on  the  part  of  those  who, 
you  might  say,  were  in  higher  levels  of 
the  system,  but  these  propositions,  these 
thoughts  and  ideas  which  are  developed 
in  this  legislation  today,  were  taken  out 
into  the  various  communities  which 
these  production  credit  associations 
serve.  Representatives  from  the  produc¬ 
tion  credit  associations,  delegates  from 
the  districts  within  the  farm  credit  dis¬ 
tricts  were  all  brought  together,  not  once 
but  at  least  twice,  to  thoroughly  consider 
every  provision  of  this  proposition. 

Mr.  Chairman,  this  bill  comes  before 
you  today  not  with  the  unanimous  ap¬ 
proval  of  all  of  the  participating  pro¬ 
duction  credit  associations  but  certainly, 
in  my  humble  opinion,  it  is  with  the  sub¬ 
stantial  approval  of  the  various  groups. 
True,  as  the  gentleman  from  Texas  [Mr. 
Poage],  has  stated,  some  individual  as¬ 
sociations  would  prefer  decisions  other¬ 
wise  than  the  provisions  in  this  bill, 
but  I  think  that  the  objectives  are  at¬ 
tained,  and  the  basic  objective  is  that  in 
this  step  we  are  completing  the  job  of 
providing  the  legislative  framework  by 
which  all  units  of  the  farm  credit  sys¬ 
tem  can  become  farmer  owned  and  by 
which  the  capital  subscribed  by  the  Fed¬ 
eral  Government  into  this  system  can  be 
retired,  to  the  Treasury. 

I  want  to  commend  the  chairman  of 
the  subcommittee,  the  gentleman  from 
Texas  [Mr.  Poage],  and  members  of  the 
subcommittee  in  the  thorough  consid¬ 
eration  of  this  legislation.  We  have 
spent  many  hours  considering  the  de¬ 
tails.  We  have  not  proceeded  hurriedly 
with  this  bill.  We  heard  all  of  those  who 
were  interested  in  being  heard.  We  con¬ 
sidered  their  propositions,  and  have 
taken  their  recommendations  and  incor¬ 
porated  them,  insofar  as  the  committee 
felt  they  could  be  incorporated,  and  keep 
the  legislative  objective  intact. 

So  this  bill  comes  before  the  House  to¬ 
day,  having  had  very  careful  preparation, 
very  careful  consideration  in  the  country 
by  the  farm  people,  very  careful  consid¬ 
eration  by  the  Farm  Credit  Board,  and 
very  careful  consideration  by  the  sub¬ 
committee  and  the  full  committee. 

As  has  been  stated,  its  objective  is  to 
merge  the  Production  Credit  Corporation 
and  the  Federal  Intermediate  Credit 
Bank,  and  it  does  this  on  a  progressive 
basis.  I  should  say  that  it  does  it  imme¬ 
diately  by  the  suspension  or  the  closing 
out  technically  of  the  separate  corpora¬ 
tions  and  bringing  them  together  in  the 
new  corporation  which  will  be  desig¬ 
nated  the  Federal  Intermediate  Credit 
Bank. 

It  provides  for  the  liquidation  of  the 
Government  capital  by  gradual  means, 
initial  payment  being-  made  by  the  Pro¬ 
duction  Credit  Associations  to  start  off 
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this  step  toward  complete  ownership,  and 
then  the  remaining  liquidation  of  the 
Government’s  interest  will  be  on  the 
basis  of  the  system’s  ability  to  retire  this 
capital  without  losing  the  capability  of 
the  system  to  serve  the  farmers  for 
which  it  is  established. 

I  do  not  think  it  is  necessary  that  I  go 
into  any  further  detail.  I  believe  this 
legislation  has  been  very  soundly  consid¬ 
ered.  It  has  been  very  carefully  analyzed 
and  comes  before  this  committee  and  this 
House  after  due  consideration  on  the  part 
of  the  farm  people,  the  Farm  Credit 
Board,  and  your  legislative  committee 
dealing  with  this  problem. 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  McINTYRE.  I  am  happy  to  yield 
to  the  gentleman  from  Minnesota. 

Mr.  AUGUST  H.  ANDRESEN.  The 
gentleman  was  on  the  subcommittee  con¬ 
sidering  this  proposed  legislation.  I  just 
want  to  make  it  clear  again,  as  the  gen¬ 
tleman  has  so  well  stated,  that  there  was 
no  objection  to  the  bill.  As  a  matter  of 
fact,  the  proposals  made  in  this  bill  were 
agreed  to  after  a  long  period  of  study  by 
the  Farm  Credit  Administration. 

Mr.  McINTIRE.  That  is  right. 

Mr.  AUGUST  H.  ANDRESEN.  There 
was  no  objection  filed  in  the  committee 
by  any  member  of  the  committee  to  the 
provisions  of  this  bill. 

Mr.  McINTIRE.  That  is  right. 

Mr.  AUGUST  H.  ANDRESEN.  So  we 
can  say  that  the  bill  was  agreed  to  unani¬ 
mously  by  the  committee  and  comes  here 
with  a  unanimous  report  of  the  com¬ 
mittee. 

Mr.  McINTIRE.  That  is  certainly  my 
understanding. 

Mr.  KEATING.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  McINTIRE.  I  am  glad  to  yield  to 
the  gentleman  from  New  York. 

Mr.  KEATING.  Is  it  not  a  fact  that 
the  Bureau  of  the  Budget  did  file  with 
the  committee  a  letter  making  recom¬ 
mendations  for  changes  in  the  bill,  or 
some  other  bill?  I  want  to  ask  the  gen¬ 
tleman  whether  that  is  a  fact  and 
whether  the  committee  did  consider  the 
views  of  the  Bureau  of  the  Budget  in 
their  deliberations. 

Mi-.  McINTIRE.  Let  me  say  in  reply 
to  the  gentleman  from  New  York  that  I 
am  not  familiar  with  any  communica¬ 
tion,  although  there  may  have  been 
such,  between  the  Bureau  of  the  Budget 
and  the  committee  on  this  point.  I  am 
familiar  with  the  fact  that  the  Bureau 
of  the  Budget  had  some  points  in  which 
they  were  interested  also.  I  believe 
those  were  presented  in  an  executive 
communication  sent  to  the  Speaker  of 
the  House.  Two  bills  were  sent  up 
through  this  executive  communication. 
Both  bills  were  introduced.  One  bill 
is  the  one  we  have  before  us  today,  H.  R. 
10285,  introduced  by  the  gentleman 
from  North  Carolina  [Mr.  Cooley],  and 
a  bill  which  I  introduced,  H.  R.  10392, 
which  represent  the  position  or  the 
thoughts,  you  might  say,  of  the  Farm 
Credit  Administration  in  regard  to  this 
proposed  legislation.  A  bill,  H.  R.  10823, 
introduced  by  the  gentleman  from  Penn¬ 
sylvania  [Mr.  ICing],  carries  the  pro- 
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visions  of  the  Bureau  of  the  Budget 
relative  to  this  legislation. 

I  may  say  to  my  colleague  that  the 
views  of  the  Bureau  of  the  Budget  were 
considered  by  the  committee  and  each 
item  was  discussed.  They  were  dis¬ 
cussed  in  hearings  with  representatives 
from  the  Farm  Credit  Administration  in 
order  that  we  have  full  comprehension 
of  just  what  those  provisions  incorpo¬ 
rated  and  the  intention.  It  was  the 
conclusion  of  the  committee  in  reporting 
the  bill  which  is  before  us  today  that  in 
their  opinion  the  provisions  in  this  bill 
were  more  applicable  to  the  objectives 
■which  we  have  in  this  legislation. 

Mr.  KEATING.  I  thank  the  gentle¬ 
man  for  that  frank  statement  and  ex¬ 
planation.  I  think  it  is  important,  as  I 
know  the  gentleman  does,  that  the  views 
of  the  Bureau  of  the  Budget  be  consid¬ 
ered  in  connection  with  any  legislation, 
although  the  primary  responsibility 
rests  with  us  to  legislate.  I  hope  that 
when  the  bill  goes  to  the  other  body  an 
opportunity  will  be  given  there  for 
further  consideration  of  the  views  of 
the  Bureau  of  the  Budget. 

Mr.  McINTIRE.  May  I  reemphasize 
that  the  views  of  the  Bureau  of  the 
Budget  were  carefully  and  objectively 
considered  by  this  committee  in  devel¬ 
oping  this  legislation. 

Mr.  POAGE.  Mr.  Chairman,  I  yield 
1  minute  to  the  gentleman  from 
Florida  [Mr.  Matthews]. 

Mr.  MATTHEWS.  Mr.  Chairman,  I 
rise  in  support  of  H.  R.  10285,  a  bill  to 
merge  production  credit  corporations 
and  Federal  intermediate  credit  banks; 
to  provide  for  retirement  of  Government 
capital  in  Federal  intermediate  credit 
banks;  to  provide  for  supervision  of 
production  credit  associations;  and  for 
other  purposes. 

The  Federal  Farm  Credit  Board  in 
December  1954,  pursuant  to  Public  Law 
202,  83d  Congress,  made  recommenda¬ 
tions  relating  primarily  to  the  banks  for 
cooperatives  and  production  credit  cor¬ 
porations.  The  recommendations  of  the 
Board,  with  the  respect  to  the  production 
credit  corporations,  were  not  enacted 
into  law  because  there  were  many  objec¬ 
tions  voiced  at  the  hearings  last  year  by 
the  Committee  on  Agriculture  that  the 
matter  needed  further  study. 

I  was  one  of  those  who  thought  that 
this  matter  required  further  study  and 
had  been  requested  by  the  Production 
Credit  Association  in  the  Eighth  District 
of  Florida  to  petition  for  further  study  of 
this  matter  on  a  grass  roots  level.  I  was 
especially  anxious  to  see  that  the  pro¬ 
duction  credit  associations  were  pro¬ 
tected  in  any  reorganization  plan  be¬ 
cause  I  feel  that  these  associations  are 
what  we  might  call  the  “grass  roots”  of 
the  Farm  Credit  Administration.  I  was 
very  much  concerned  last  year,  too,  with 
the  proposed  changes  at  that  time  be¬ 
cause  I  was  fearful  that  these  changes 
might  cause  a  high  interest  rate  to  be 
charged  to  our  farmers.  I  felt  that  the 
proposed  changes  in  the  Farm  Credit 
System  recommended  last  year,  as  they 
would  apply  to  our  production  credit 
associations,  would  not  give  these  asso¬ 
ciations  their  proper  share  of  the  con¬ 
trol  over  credit  policies. 


I  wish  to  congratulate  the  Federal 
Farm  Credit  Board  for  making  a  restudy 
of  this  matter,  and  for  recommending 
to  us  legislation  which  is  substantially 
that  recommended  in  H.  R.  10285.  I  be¬ 
lieve  this  proposed  legislation  has  an 
overwhelming  grass  roots  approval  on 
the  part  of  our  498  production  credit 
associations.  In  this  connection,  I 
would  like  to  point  out  that  I  have  been 
informed  by  the  Florida  Federation  of 
Production  Credit  Associations,  repre¬ 
senting  the  10  associations  in  Florida, 
that  they  approve  this  legislation.  I 
have  also  had  special  letters  of  approval 
from  the  Gainesville  Production  Credit 
Association,  with  headquarters  in  Gain¬ 
esville,  Fla.;  the  Northeast  Production 
Credit  Association,  with  headquarters  in 
Palatka,  Fla.;  the  Florida  Citrus  Pro¬ 
duction  Credit  Association,  with  head¬ 
quarters  in  Orlando,  Fla. ;  and  the  North 
Florida  Production  Credit  Association, 
with  headquarters  in  Live  Oak,  Fla.  I 
feel,  therefore,  that  I  can  speak  for  the 
many  hundreds  of  farmers  in  all  of 
Florida  when  I  say  that  they  are  in  favor 
of  this  legislation. 

This  bill  that  we  are  now  considering 
will  help  those  engaged  in  agriculture,  I 
think,  obtain  a  sound  dependable  source 
of  credit.  The  legislation  will  combine 
the  Federal  intermediate  credit  banks 
and  the  production  credit  corporations  in 
order  to  increase  the  efficiency  of  opera¬ 
tion  and  facilitates  the  retirement  of 
Government  capital.  I  believe  that  this 
legislation  would  encourage  and  promote 
the  continued  growth  and  development 
of  the  production  credit  associations  as 
self-supporting  cooperative  lending  in¬ 
stitutions  operating  on  a  sound  credit 
basis,  with  maximum  local  authority  to 
determine  credit  needs  and  loan  policies 
consistent  with  the  maintenance  of  a 
national  production  credit  system. 

Finally,  this  legislation  will  continue 
to  provide  other  financing  institutions 
making  loans  to  farmers  and  ranches 
with  the  right  to  borrow  from  and  redis¬ 
count  with  the  combined  entity  on  a  basis 
comparable  with  the  production  credit 
associations. 

One  of  the  great  needs  of  the  American 
farmer  today  is  as  we  all  know,  depend¬ 
able  credit.  Anything  that  we  can  do  to 
help  him  obtain  that  credit  on  a  good 
business  basis  is,  I  think,  an  action  that 
should  be  taken  immediately.  I  strongly 
support  the  passage  of  H.  R.  10285,  and 
I  hope  the  House  will  give  it  enthusiastic 
approval. 

(Mr.  MATTHEWS  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks  ) 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Chairman,  I  yield  5  minutes  to  the  gen¬ 
tleman  from  Indiana  [Mr.  Harvey]. 

(Mr.  HARVEY  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  HARVEY.  Mr.  Chairman,  apro¬ 
pos  of  the  comment  just  made  by  my 
colleague  from  Maine  [Mr.  McIntire] 
in  reply  to  a  question  by  the  gentleman 
from  New  York  [Mr.  Keating]  concern¬ 
ing  the  views  of  the  Bureau  of  the 
Budget,  while  I  am  not  on  this  immedi¬ 
ate  subcommittee,  it  does  seem  to  me 
that  a  matter  of  policy  has  already  been 
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established  in  this  instance.  For  that 
reason,  if  none  other,  I  am  inclined  to 
think  that  the  opposition  as  expressed 
by  the  Bureau  of  the  Budget  is  more  of 
a  pro  forma  registered  objection  than 
any  actual  attempt  to  change  the  status 
of  this  particular  legislation. 

Mr.  COOLEY.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  HARVEY.  I  yield  to  the  gentle¬ 
man  from  North  Carolina. 

Mr.  COOLEY.  It  is  a  fact,  I  under¬ 
stand,  that  the  United  States  Depart¬ 
ment  of  Agriculture  is  supporting  the 
measure.  It  has  also  been  supported  by 
the  Federal  Farm  Credit  Board.  I  am 
inclined  to  agree  with  the  gentleman’s 
remarks  regarding  the  opposition  of  the 
Bureau  of  the  Budget  that  it  is  more  or 
less  pro  forma. 

Mr.  HARVEY.  Yes,  I  think  that  is  a 
correct  statement.  I  was  going  to  elab¬ 
orate  on  that  briefly.  But,  the  earnings 
of  the  other  two  branches  of  the  Farm 
Credit  Administration  were  not  treated 
as  being  necessarily  returned  to  the 
Treasury.  Certainly,  if  we  are  going  to 
follow  that  policy,  as  we  have  followed 
it  in  the  past  in  the  instance  of  the 
two  other  branches  of  the  Farm  Credit 
Administration — whatever  opinions  any 
of  us  might  have  with  regard  to  the 
policy — equity  would  certainly  demand 
that  we  treat  production  credit  in  this 
instance  on  the  same  basis.  I  am  very 
happy  to  see  this  final  draft  of  the  three 
part  treatment  of  farm  credit  legisla¬ 
tion  come  about.  It  has  been,  particu¬ 
larly  to  me  since  I  have  participated  in 
the  past  in  various  branches  of  the  farm 
credit  activities  as  a  borrower,  very 
gratifying  to  see  how  successfully  these 
branches  have  operated.  It  is  gratify¬ 
ing  to  see  the  great  contribution  they 
have  made  to  the  well-being  of  agri¬ 
culture  throughout  the  Nation.  It  has 
been  operated  successfully,  proving  be¬ 
yond  question  of  doubt  that  farmers 
can  operate  their  own  cooperative  credit 
organizations.  The  fact  that  the  farm¬ 
ers  are  now  returning  the  original  capi¬ 
tal  to  the  Government,  and  are  pre¬ 
pared  to  operate  as  an  independent 
credit  agency  constitutes  the  attain¬ 
ment  of  a  fine  objective. 

I  would  like  to  comment  briefly  on  the 
fact  that  there  was  brought  to  my  at¬ 
tention  from  some  production  credit 
agencies  in  Indiana  a  request  for  an 
amendment  to  be  added  to  this  bill.  It 
was  given  consideration  by  the  commit¬ 
tee.  It  had  to  do  with  changing  the 
method  of  selecting  members  for  the 
various  regional  farm  credit  boards.  By 
way  of  clarifying  the  record,  I  would  di¬ 
rect  my  question  to  my  colleague  from 
Texas  [Mr.  Poage]  with  whom  I  pre¬ 
viously  discussed  this  proposal. 

Mr.  POAGE.  I  presume  the  gentle¬ 
man  is  referring  to  the  amendment  of 
our  colleague,  the  gentleman  from 
Kansas? 

Mr.  HARVEY.  That  is  correct. 

Mr.  POAGE.  That  amendment  is  the 
same  proposal  that  was  first  offered  to 
the  land  bank  bill  and  then  to  the  co-op 
credit  bill,  and  which  has  been  turned 
down  in  the  past.  We  do  not  feel  ft 
ought  to  go  on  this  bill.  We  feel  it  is 
unsound  all  the  way  ground  because  un- 
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der  that  amendment  an  employee  of 
one  of  these  institutions  would  be  able 
to  sit  on  the  board  of  directors  that 
determined  what  his  duties  might  be 
and  what  his  policies  should  be.  In 
fact,  he  would  be  sitting  there  instruct¬ 
ing  himself  how  to  operate.  We  did  not 
think  that  was  a  sound  provision.  We 
felt  that  these  institutions  should  be 
farmer  managed  as  well  as  farmer 
owned. 

Mr.  HARVEY.  In  other  words,  it  had 
to  do  with  what  we  deemed  to  be  a  proper 
separation  of  powers  as  between  policy¬ 
making  and  the  administration  of  the 
credit  organizations. 

Mr.  POAGE.  That  is  right. 

Mr.  HARVEX-  I  thank  the  gentleman 
very  kindly. 

Mr.  COOLEY.  Mr.  Chairman,  I  yield 
myself  such  time  as  I  may  require. 

Mr.  Chairman,  I  want  to  thank  my 
colleague  the  gentleman  from  Texas  [Mr. 
Poage]  for  the  splendid  manner  in  which 
he  has  handled  the  pending  measure 
through  the  subcommittee.  This  is  a 
well-considered  bill  and  should  be  en¬ 
acted. 

This  bill  is  the  culmination  of  several 
years  of  study  and  work  on  the  part  of 
the  Committee  on  Agriculture,  the  farm 
organizations,  officials  of  the  Department 
of  Agriculture,  and  of  the  Farm  Credit 
Administration,  and  many  other  persons 
and  groups  interested  in  a  sound  and 
effective  farm-credit  program. 

One  of  our  major  objectives  has  been 
to  make  it  possible  for  farmers  them- 
slves  to  have  the  greatest  possible  oppor¬ 
tunity  for  ownership  and  control  of 
farm-credit  agencies. 

The  Farm  Credit  Act  of  1953  was  the 
first  big  step  in  this  direction.  It  estab¬ 
lished  the  Farm  Credit  Administration 
and  the  Farm  Credit  Board  as  agencies 
virtually  independent  of  the  Department 
of  Agriculture.  It  established  in  specific 
terms  the  policy  of  Congress  that  farm¬ 
ers  should  have  greater  responsibility  in 
the  ownership,  control,  and  operation  of 
the  credit  system  and  that  Government 
capital  in  the  system  should  be  retired 
as  rapidly  as  possible. 

In  the  Farm  Credit  Act  of  1955,  this 
policy  was  put  into  effect  with  respect 
to  the  banks  for  cooperatives.  That  act 
provides  for  the  retirement  of  Govern¬ 
ment  capital  in  those  banks  and  for  the 
assumption  of  ownership  and  greater 
control  by  those  who  use  the  banks — 
largely  farmers  themselves. 

This  bill  completes  the  picture.  It 
provides  for  the  consolidation  of  the 
production  credit  corporations  and  the 
intermediate  credit  banks,  for  the  retire¬ 
ment  of  Government  capital  from  the 
merged  institution,  and  for  gradual  as¬ 
sumption  of  ownership  by  the  •  farmer- 
borrowers. 

The  production  credit  corporations 
were  established  under  the  Farm  Credit 
Act  of  1933  to  organize,  capitalize,  and 
supervise  the  production  credit  associa¬ 
tions  in  order  to  provide  agriculture  with 
a  permanent  and  dependable  source  of 
short-term  credit  on  a  cooperative  basis. 

The  function  of  the  corporations  to 
organize  and  capitalize  the  production 
credit  associations  has  been  largely 
achieved.  Four  hundred  and  forty  out 


of  the  498  PCA’s  are  now  entirely  mem¬ 
ber-owners. 

The  most  important  remaining  func¬ 
tion  of  the  corporations  is  that  of  assist¬ 
ing  in  supervising  the  production  credit 
associations.  Supervision  and  training 
in  credit  and  operating  matters  have 
been  important  factors  in  the  growth  and 
development  of  the  local  associations, 
both  as  to  their  financial  strength  and 
in  extending  sound  credit  service  to  agri¬ 
culture.  The  production  credit  corpora¬ 
tions  prescribe  general  loan  policies  for 
the  associations  and  guide  them  in  the 
application  of  sound  credit  principles. 
The  corporations  make  credit  examina¬ 
tions  of  outstanding  loans  on  behalf  of 
the  Governor  and  review  lending  and 
collection  policies  of  the  associations. 
The  corporations  also  assist  in  the  train¬ 
ing  of  employees,  prescribe  and  approve 
loan  interest  rates,  approve  the  compen¬ 
sation  of  personnel,  and  generally  guide 
the  associations  in  the  conduct  of  their 
business  and  service  to  agriculture.  We 
believe  that  important  supervisory  func¬ 
tions  must  be  continued  and  the  legisla¬ 
tion  makes  adequate  provision  therefor. 

The  bill  has  the  support  of  the  Farm 
Credit  Board,  the  Department  of  Agri¬ 
culture,  most  of  the  farm  organizations, 
and  many  others.  Some  of  its  features 
were  objected  to  by  the  Bureau  of  the 
Budget,  but  the  position  of  that  agency 
has  been  carefully  and  thoroughly  con¬ 
sidered  by  the  committee  and  rejected  in 
favor  of  the  existing  provisions,  of  the 
bill.  It  is  a  bill  which  I  bring  before  the 
House  with  considerable  pride  and  with 
the  hope  that  it  will  be  promptly  enacted. 

(Mr.  COOLEY  asked  and  was  granted 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  AUGUST  H.  ANDRESEN.  Mr. 
Chairman,  I  have  no  further  requests  for 
time. 

Mr.  COOLEY.  Mr.  Chairman,  I  yield 
5  minutes  to  the  gentleman  from  Illinois 
[Mr.  Yates]. 

Mr.  YATES.  Mr.  Chairman,  I  have 
the  greatest  respect  and  the  highest  es¬ 
teem  for  the  gentleman  from  North 
Carolina  [Mr.  Cooley],  and  for  the  gen¬ 
tleman  from  Texas  [Mr.  Poage],  who 
have  brought  this  bill  to  the  floor.  In 
my  opinion,  they  know  as  much  about 
agriculture  and  agricultural  matters  as 
any  other  Member  of  the  House  and  I 
dislike  very  much  to  disagree  with  them 
on  matters  within  their  specialty.  Nev¬ 
ertheless,  I  must  do  so  in  this  case,  be¬ 
cause  this  bill  deprives  the  taxpayers 
of  this  country  of  some  $61  million  in 
surplus  funds  which  have  been  accumu¬ 
lated  as  a  result  of  financial  dealings 
benefiting  the  production  credit  asso¬ 
ciations,  the  intermediate  credit  banks, 
and  the  farmers  of  this  Nation.  These 
are  taxpayers’  funds.  They  should  be 
earmarked  for  the  benefit  of  the  tax¬ 
payers  and  paid  to  them  now  or  later. 

I  recognize  the  desirability  of  the  plan 
of  merger  and  private  ownership  con¬ 
tained  in  this  bill.  I  am  aware,  too, 
that  the  success  of  the  proposal  may  well 
depend  upon  the  ability  of  the  merged 
banks  to  command  large  accumulations 
of  funds  or  sources  of  credit  and  that 
these,  in  all  probability,  must  come  from 
the  Government.  The  fact  remains  that 


the  $61  million  in  surpluses  that  have 
been  accumulated  are  taxpayers’  funds. 
The  plan  of  merger  in  the  bill  should 
either  provide  for  payment  of  the  funds 
at  once  to  the  Treasury  of  the  United 
States  in  the  event  they  are  not  required 
to  carry  out  the  merger,  or  should  pro¬ 
vide  for  their  being  earmarked  for  pay¬ 
ment  in  the  future,  if  they  are  presently 
needed.  The  bill  fails  to  do  this.  It 
gives  away  the  taxpayers’  funds.  It  as¬ 
sumes  that  the  taxpayers  have  no  in¬ 
terest  in  this  bill  at  all.  In  the  words 
of  the  gentleman  from  Texas  [Mr. 
Poage]  the  bill  presupposes  that  these 
surpluses  were  built  up  by  and  for  the 
benefit  of  the  production  credit  associa¬ 
tions  and  by  other  financial  institutions, 
one  would  think,  without  the  help  of  the 
Government  at  all.  The  gentleman  says 
these  associations  and  institutions  are 
entitled  to  the  use  of  the  funds  during 
the  life  of  the  merged  banks,  and  ulti¬ 
mately  to  receive  them  upon  dissolution 
or  liquidation.  The  fact  is,  Mr.  Chair¬ 
man,  that  these  funds  do  not  belong  to 
the  members  of  the  production  credit 
associations  or  to  the  other  financial  in¬ 
stitutions.  These  are  taxpayers’  funds, 
accumulated  through  the  use  of  taxpay¬ 
ers’  money  or  taxpayers’  credit. 

Under  this  bill  it  is  intended  that  two 
grades  of  capital  stock  shall  be  issued. 
The  Government  will  receive  class  A 
stock.  Members  of  the  production  cred¬ 
it  associations  will  receive  class  B  stock. 
Under  the  plan  the  class  A  stock  owned 
by  the  Government  will  be  redeemed  in 
time  and  under  certain  conditions. 
When  this  occurs,  the  millions  of  dollars 
in  surplus  funds  will  inure  to  the  holders 
of  the  class  B  stock. 

The  gentlemen  of  the  committee  have 
stated  that  this  bill  provides  for  the 
ownership  by  farmers  of  their  credit  fa¬ 
cilities.  How  can  they  reconcile  this  as¬ 
sertion  with  the  provision  which  appears 
on  page  13  giving  the  right  to  other 
financial  institutions  to  share  in  the  as¬ 
sets  of  the  bank  upon  liquidation  or  dis¬ 
solution?  It  is  true  that  the  term  “other 
financial  institutions’’  may  be  farmer 
organizations.  It  is  equally  true  that 
they  may  not  be  farmer  controlled. 
They  may  be  the  normal  private  bank¬ 
ing  institutions  making  money  by  loan¬ 
ing  money. 

Furthermore,  what  happens  if  the 
newly  merged  banks  are  liquidated  vol¬ 
untarily?  Remote  as  this  possibility 
may  be,  it  is  nevertheless  present.  The 
purpose  of  this  bill  is  to  keep  open  chan¬ 
nels  of  credit  for  farmers  through  pri¬ 
vate  ownership  of  credit  facilities.  Yet 
there  is  nothing  in  this  bill  that  would 
prevent  voluntary  liquidation  and  ac¬ 
cess  thereby  to  the  Government  surplus 
funds.  If  there  is  a  voluntary  dissolu¬ 
tion  at  some  future  time,  the  $61  million 
received  from  the  Federal  Government 
would  go  to  the  stockholders  and  to  other 
qualified  financial  institutions.  The 
taxpayers  would  receive  nothing. 

In  the  colloquy  I  had  with  the  gentle¬ 
man  from  Texas  [Mr.  Poage],  I  asked 
him  whether  or  not  the  surplus  could 
be  used  for  the  payment  of  dividends. 
He  indicated  to  me  that  in  his  opinion 
the  surpluses  could  not  be  used  for  this 
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purpose.  He  referred  me  to  page  11, 
lines  6,  and  7,  reading: 

No  part  of  such  surplus  of  any  bank  shall 
be  distributed  as  patronage  refunds. 

I  do  not  believe  this  provision  restricts 
the  payment  of  dividends  from  surplus 
funds.  Dividend  payments  are  not  nec¬ 
essarily  the  same  as  patronage  refunds. 
It  is  true  that  borrowers  from  this  bank 
may  also  be  stockholders.  Insofar  as 
they  receive  their  proportionate  share 
of  any  rebates  that  might  come  through 
the  mutualization  of  the  institution, 
they  receive  patronage  refunds  not  divi¬ 
dends.  As  stockholders,  however,  they 
could  only  receive  dividends,  not  pa¬ 
tronage  refunds.  Dividends  could  very 
will  be  paid  from  surplus  funds. 

Moreover,  on  page  23  I  notice  that 
class  C  stock  may  be  sold  to  investors. 
Investors  are  not  necessarily  borrowers 
from  the  bank.  Dividends  can  be  paid 
to  investors  who  own  class  C  stock. 
The  prohibition  against  the  use  of  the 
surplus  for  patronage  refunds  does  not 
cover  this  situation. 

In  my  view,  the  taxpayers  of  this 
country  are  entitled  to  the  $61  million 
in  surplus  funds  that  have  been  accum¬ 
ulated  by  the  Federal  intermediate 
credit  banks  and  the  production  credit 
corporations.  If  the  merged  banks  want 
to  use  these  funds,  they  should  agree  to 
repay  them  in  the  future.  But  this  bill 
treats  these  surplus  funds  as  gifts,  from 
the  taxpayers  to  the  new  banks,  rather 
than  as  loans.  I  cannot  agree  with  this 
concept  and  I  shall  vote  against  the  bill. 

Mr.  POAGE.  Mr.  Chairman,  I  yield 
5  minutes  to  the  gentleman  from  Cali¬ 
fornia  [Mr.  Sisk]. 

Mr.  SISK.  Mr.  Chairman,  I  take  the 
time  of  the  committee  on  this  occasion 
to  inquire  about  2  or  3  provisions  of  this 
particular  bill.  I  understood  earlier  in 
the  discussion  that  there  had  been  little 
or  no  opposition  to  the  measure.  I 
might  say  there  has  been  quite  a  lot  of 
interest  in  my  district  concerning  this 
measure,  that  there  was  some  rather 
vigorous  opposition  voiced  by  certain 
groups  in  the  district  and  in  the  State 
of  California.  That  opposition  pri¬ 
marily  came  from  livestock  associations 
and  range  associations  with  reference 
to  what  they  felt  to  be  certain  unfair 
provisions  of  the  bill.  Since  that  time 
I  understand  that  the  bill  has  been 
amended  to  cover  that  particular  situa¬ 
tion,  and  I  would  like  to  ask  the  gentle¬ 
man  from  Texas  to  explain  if  he  will  the 
provision  which  I  believe  is  discussed 
here  in  the  repoi't  in  section  103  on  page 
7,  and  whether  or  not  he  knows  if  it  has 
allayed  the  opposition  of  certain  range 
groups. 

Mr.  POAGE.  I  think  it  is  fair  to  say 
that  the  amendment  placed  in  the  bill 
in  the  committee  did  at  least  materially 
reduce  the  opposition  that  has  been  sug¬ 
gested.  I  would  not  want  to  say  that  it 
has  satisfied  everyone,  because  obviously 
it  did  not;  but  it  went  a  good  deal  fur¬ 
ther  than  some  people  thought  we  should 
go.  The  gentleman  from  Illinois  has 
just  expressed  the  contrary  view  that  we 
should  not  have  gone  as  far  as  we  did. 
We  did  however  provide  that  in  case  of 
liquidation,  which  is  the  only  way  in 
which  these  surpluses  can  pass  out  of 


the  capital  structure  of  the  institutions, 
because  you  cannot  pass  these  surpluses 
out  in  the  way  of  dividends  without  some 
authority  under  the  law,  and  the  author¬ 
ity  as  I  see  it  just  is  not  here. 

It  is  true  that  there  probably  is  not  a 
direct  prohibition  against  it,  but  these 
institutions  have  no  auhority  except 
such  as  we  give  them,  and  we  did  not 
give  them  any  authority  to  pass  these 
surpluses  on  except  in  case  of  liqui¬ 
dation.  In  that  event  we  make  it  clear 
as  to  how  the  surplus  and  all  of  the  assets 
shall  be  divided. 

We  did  provide  that  in  the  event  of 
liquidation  these  other  financial  institu¬ 
tions — and  they  are  the  ones  the  gentle¬ 
man  speaks  of — shall  share  in  the  divi¬ 
sion  of  these  assets  in  proportion  as  the 
business  they  have  done  with  the  par¬ 
ticular  intermediate  credit  bank  bears 
to  the  total  amount  of  business  that  has 
been  done  over  a  period  of  years.  It 
happens  that  the  gentleman  lives  in  a 
district  that  has  the  largest  volume  of 
business  with  the  other  financial  in¬ 
stitutions;  I  believe  it  runs  about  23  per¬ 
cent  in  the  Berkeley  banks.  It  happens 
that  the  banks  in  my  area  run  next, 
which  is  somewhere  around  20  percent. 
Some  of  the  banks  in  the  United  States 
are  not  doing  6  percent  of  their  business 
with  other  financial  institutions.  As  a 
result  in  those  areas  a  very  small  amount 
would  go  to  these  other  financial  institu¬ 
tions.  In  the  gentleman’s  area  nearly 
one-quarter  of  the  surplus  would  of 
course  go  to  the  other  financial  institu¬ 
tions  in  case  of  liquidation  only. 

I  think  the  committee  has  done  every¬ 
thing  that  could  reasonably  be  asked  in 
setting  up  that  formula. 

Mr.  SISK.  I  thank  the  gentleman  for 
that  explanation  because,  as  he  has  sug¬ 
gested,  it  was  of  considerable  concern 
to  certain  people  in  my  district.  I  have, 
of  course,  a  great  number  of  people  out 
there  who  are  thoroughly  in  favor  of 
the  bill.  On  the  other  hand,  there  were 
these  groups  which  did  feel  some  con¬ 
cern  about  its  effect  upon  them  and  upon 
their  people.  I  appreciate  very  much 
the  explanation  of  the  gentleman.  It  is 
my  hope  it  will  work  in  that  way.  Cer¬ 
tainly,  as  I  understand  it,  this  would 
apply  only  in  case  of  liquidation  which 
is  not  actually  probable,  is  that  a  correct 
statement? 

Mr.  POAGE.  That  is  a  correct  state¬ 
ment. 

Mr.  SISK.  I  thank  the  gentleman. 

(Mr.  SISK  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.  ) 

The  CHAIRMAN.  If  there  are  no  fur¬ 
ther  requests  for  time,  the  Clerk  will 
read  the  bill  for  amendment. 

Mr.  POAGE.  Mr.  Chairman,  I  ask 
unanimous  consent  that  the  bill  be  con¬ 
sidered  as  read  and  open  to  amendment 
at  any  point. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Texas? 

There  was  no  objection. 

The  bill  follows: 

Be  it  enacted,  etc..  That  this  Act  may  be 
cited  as  the  "Farm  Credit  Act  of  1956." 

Declaration  of  policy 

Sec.  2.  It  is  declared  to  be  the  policy  of  the 
Congress  to  continue  to  provide  agriculture 


with  a  sound,  dependable,  and  effective  source 
of  credit;  to  promote  the  efficiency  of  the 
farm  credit  system  by  merging  production 
credit  corporations  in  Federal  intermediate 
credit  banks  and  to  facilitate  farmer  owner¬ 
ship  of  the  merged  banks  and  retirement  of 
Government  capital  therein;  to  encourage 
and  promote  the  continued  growth  and  de¬ 
velopment  of  the  production  credit  associa¬ 
tions  as  self-supporting  cooperative  lending 
institutitons  operating  on  a  sound  credit 
basis  with  maximum  local  authority  to  de¬ 
termine  credit  needs  and  loan  policies  con¬ 
sistent  with  the  maintenance  of  a  national 
production  credit  system;  and  to  continue 
to  provide  other  financing  institutions  mak¬ 
ing  loans  to  farmers  and  ranchers  with  the 
right  to  borrow  from  and  rediscount  with 
such  merged  banks  on  a  basis  comparable 
with  the  production  credit  associations  re¬ 
gardless  of  the  ownership  of  such  banks.  The 
provisions  of  this  act  shall  be  construed  in 
keeping  with  this  declaration  of  policy. 

TITLE  I - PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  of  production  credit  cor¬ 
porations  in  Federal  intermediate  credit 
banks- — (a)  Transfer  of  assets;  The  produc¬ 
tion  credit  .corporation  in  each  farm  credit 
district  is  hereby  merged  in  the  Federal  inter¬ 
mediate  credit  bank  of  the  district  and  all 
assets,  funds,  contracts,  property,  and  rec¬ 
ords  belonging  to  such  corporation,  except 
stock  in  production  credit  associations,  are 
hereby  transferred  to  and  vested  in  such 
bank.  All  obligations  and  liabilities  of  the 
production  credit  corporation  shall  be  as¬ 
sumed  by  the  Federal  intermediate  credit 
bank  of  the  district.  Stock  held  by  each  pro¬ 
duction  credit  corporation  in  production 
credit  associations  is  transferred  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  to 
be  held  by  him  on  behalf  of  the  United  States, 
and  the  Governor  shall  cancel  an  equal  par 
amount  of  stock  of  the  corporation. 

(b)  Services  to  and  supervision  of  produc¬ 
tion  credit  associations;  In  order  to  carry 
out  the  declared  policy  of  this  act  with  re¬ 
spect  to  the  production  credit  associations, 
the  Farm  Credit  Administration  shall,  by  ap¬ 
propriate  provisions  in  the  charter  and  by¬ 
laws,  or  otherwise,  provide  for  such  organiza¬ 
tion  and  assignment  of  functions  within  the 
Federal  intermediate  credit  banks  as  will  as¬ 
sure  proper  supervision  of  and  assistance  to 
the  production  credit  associations  in  a  man¬ 
ner  which  will  enable  them  to  make  sound 
credit  available  to  farmers  and  ranchers.  The 
income  derived  from  the  surplus  transferred 
from  the  production  credit  corporation  to  the 
Federal  intermediate  credit  bank  of  the  dis¬ 
trict  shall  be  used  to  pay  expenses  of  the  bank 
in  providing  such  supervision  and  assist¬ 
ance,  and  expenses  in  excess  of  such  income 
may  be  paid  out  of  other  resources  of  the 
bank. 

(c)  Officers  and  employees:  Notwithstand¬ 
ing  any  other  provision  of  law,  the  employ¬ 
ment  of  the  officers  and  employees  of  each 
Federal  intermediate  credit  bank  and  each 
production  credit  corporation  is  terminated 
on  the  effective  date  of  this  act  and  the  board 
of  directors  of  the  Federal  intermediate  credit 
bank  shall,  not  later  than  60  days  prior  to  the 
effective  date  of  this  act,  take  all  necessary 
action  to  reemploy  as  of  such  effective  date 
such  of  the  officers  and  employees  so  termi¬ 
nated  in  such  capacities  as  the  board  deter¬ 
mines  they  are  qualified  and  needed  to  carry 
out  the  functions,  powers,  and  duties  of  the 
Federal  intermediate  credit  bank.  Such  re¬ 
employment  shall  be  subject  to  the  approval 
of  the  Farm  Credit  'Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  amended  to  read  as 
follows: 

“ Capital  stock 

"Sec.  205.  (a)  Classes  of  stock;  ownership; 
dividends;  and  retirement  of  stock:  Each 
Federal  Intermediate  credit  bank  is  author¬ 
ized  to  issue  class  A  and  class  B  stock  as  fol¬ 
lows: 
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"(1)  Class  A  stock  shall  have  a  par  value 
of  $100  per  share  and  shall  be  issued  to 
and  held  by  the  Governor  of  the  Farm  Credit 
.Administration  on  behalf  of  the  United 
States.  Stock  of  all  Federal  intermediate 
credit  banks  held  by  the  Secretary  of  the 
Treasury  shall  be  transferred  to  the  Gov¬ 
ernor  and  may  be  reallocated  by  him  in  such 
manner  as  he  determines  necessary  to  meet 
the  needs  of  the  respective  banks.  The 
Governor  shall  then  exchange  such  stock  of 
each  bank  for  an  equal  par  amount  of  class 
A  stock  of  the  bank.  Stock  of  each  produc¬ 
tion  credit  corporation  held  by  the  Governor 
(less  the  amount  canceled  pursuant  to  sec¬ 
tion  101  of  the  Farm  Credit  Act  of  1956) 
shall  be  exchanged  for  an  equal  par  amount 
of  class  A  stock  of  the  Federal  intermediate 
credit  bank  in  which  such  corporation  is 
merged  pursuant  to  section  101  of  such  act. 
No  dividends  shall  be  paid  on  class  A  stock. 
Annually  at  the  end  of  its  fiscal  year  each 
such  bank  shall  determine  the  amount  of 
its  class  A  stock  which  shall  be  retired. 
Whenever  the  total  of  the  capital  stock, 
participation  certificates,  surplus,  and  re¬ 
serves  of  the  bank  is  more  than  one-sixth 
of  the  highest  month-end  balance  of  deben¬ 
tures  and  other  obligations  issued  by  or  for 
the  bank,  outstanding  during  the  immedi¬ 
ately  preceding  five  years,  the  minimum 
amount  of  class  A  stock  to  be  retired  shall 
be  the  total  amount  of  class  B  stock  and 
participation  certificates  issued  for  that  year. 
All  class  A  stock  shall  be  retired  at  par.  The 
proceeds  of  such  class  A  stock  retirements  of 
each  bank  shall  be  paid  into  the  Treasury 
as  miscellaneous  receipts  until  there  is  so 
paid  a  sum  equal  to  the  amount  of  class 
A  stock  of  the  bank  issued  in  exchange  for 
stock  of  the  production  credit  corporation. 
The  proceeds  of  any  further  such  stock  re¬ 
tirements  shall  be  paid  into  the  revolving 
fund  established  by  section  5  (e)  of  the 
Farm  Credit  Act  of  1933,  as  amended.  The 
Governor  of  the  Farm  Credit  Administration 
is  authorized  to  purchase  from  time  to  time 
class  A  stock  in  any  bank  in  such  amount 
as  he  determines  is  needed  to  meet  the 
credit  needs  of  the  bank  and  such  revolv¬ 
ing  fund  shall  continue  to  be  available  for 
such  purchases  as  provided  in  said  section 
5  (e).  The  Governor  may  at  any  time  re¬ 
quire  the  bank  to  retire  such  class  A  stock 
if,  in  his  judgment,  the  bank  has  resources 
available  therefor,  and  the  proceeds  of  such 
retirements  shall  be  returned  to  such  revolv¬ 
ing  fund. 

“(2)  Class  B  stock  shall  have  a  par  value 
of  $5  per  share  and  may  be  issued  only  to 
production  credit  associations  in  series  and 
amounts  approved  by  the  Farm  Credit  Ad¬ 
ministration.  Such  stock  shall  be  issued 
only  at  par  and  may  be  transferred  to  another 
production  credit  association  with  the  ap¬ 
proval  of  the  issuing  bank.  Whenever  a  bank 
has  no  class  A  stock  outstanding  it  may 
pay  like  dividends  on  class  B  stock  and 
participation  certificates  in  an  amount  not 
to  exceed  5  per  centum  in  any  year  if  declared 
by  the  board  of  directors.  Dividends  on  class 
B  stock  and  participation  certificates  shall 
not  be  cumulative.  Within  60  days  after 
the  effective  date  of  the  Farm  Credit  Act 
of  1956,  the  production  credit  associations 
shall  subscribe  to  class  B  stock  in  the  banks 
in  an  aggregate  amount  equal  to  15  percent 
of  the  total  amount  of  class  A  stock  in  all 
banks.  Such  required  amount  of  subscrip¬ 
tions  shall  be  allotted  among  the  several 
districts  in  the  proportion  that  the  average 
amount  of  the  bank’s  loans  to  and  discounts 
for  the  production  credit  associations  of  the 
district,  outstanding  during  the  immediately 
preceding  five  fiscal  years,  is  of  the  average 
of  such  loans  and  discounts  of  all  banks 
outstanding  during  such  5-year  period.  The 
amount  so  allotted  to-  each  district  shall  be 
further  allotted  to  each  production  credit 
association  on  the  basis  of  the  proportion 


that  its  average  indebtedness  (loans  and 
discounts)  to  the  bank  during  the  imme¬ 
diately  preceding  five  fiscal  years  is  of  the 
average  of  such  indebtedness  of  all  produc¬ 
tion  credit  associations  to  the  bank  during 
such  5-year  period.  Each  production  credit 
association  shall  subscribe  to  class  B  stock 
in  the  bank  of  the  district  in  the  amount  so 
allotted  to  it.  One-third  of  the  purchase 
price  of  such  stock  subscription  shall  be 
paid  at  the  time  of  such  subscription,  one- 
third  shall  be  paid  within  one  year  after  the 
effective  date  of  said  act,  and  the  balance 
shall  be  paid  within  two  years  after  such 
effective  date.  Such  class  B  stock  shall  be 
issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after 
the  effective  date  of  the  Farm  Credit  Act  of 
1956  shall  thereupon  purchase  class  B  stock 
in  the  bank  in  the  amount  of  $5,000,  and 
such  amount  shall  be  adjusted  at  the  end  of 
5  years  thereafter  to  an  amount  determined 
by  applying  to  its  average  indebtedness  to 
the  bank  during  such  5 -year  period  the  same 
percentage  as  the  percentage  which  the  in¬ 
itial  subscriptions  of  other  production  credit 
associations  was  of  their  indebtedness,  as 
provided  in  this  subsection :  Provided,  That 
this  provision  shall  not  apply  to  any  asso¬ 
ciation  owing  stock  in  the  bank  in  such 
required  amount  as  a  result  of  merger,  con¬ 
solidation,  or  reorganization  of  one  or  more 
associations.  After  all  class  A  stock  has 
been  retired,  the  bank  may  retire  class  B 
stock  at  par  and  participation  certificates  at 
a  face  amount  under  policies  established  by 
the  Farm  Credit  Administration.  Class  B 
stock  and  participation  certificates  shall  be 
retired  without  preference  and  in  such  man¬ 
ner  that  the  oldest  outstanding  stock  or 
certificates  at  any  given  time  will  be  re¬ 
tired  first.  In  case  of  liquidation  or  dis¬ 
solution  of  any  production  credit  association 
or  other  financing  institution,  the  stock  or 
participation  certificates  of  the  bank  owned 
by  such  association  or  institution  may  be 
retired  by  the  bank  at  the  fair  book  value 
thereof,  not  exceeding  par  or  face  amount, 
as  the  case  may  be. 

"(b)  Lien  on  stock  and  participation  cer¬ 
tificates:  Each  Federal  intermediate  credit 
bank  shall  have  a  first  lien  on  all  stock  in 
the  bank  owned  by  each  production  credit 
association  and  on  all  participation  certifi¬ 
cates  owned  by  other  financing  institutions 
as  additional  collateral  for  any  indebtedness 
of  the  holders  thereof  to  the  bank:  Provided, 
That  the  bank  shall  make  no  loan  or  advance 
on  the  security  of  its  own  stock  or  participa¬ 
tion  certificates.  In  any  case  where  the  debt 
of  a  production  credit  association  or  other 
financing  institution  is  in  default,  the  bank 
may  retire  and  cancel  all  or  a  part  of  the 
stock  of  the  bank  held  by  the  association  or 
of  the  participation  certificates  held  by  the 
other  financing  institution  at  the  fair  book 
value  thereof,  not  exceeding  par  or  face 
amount,  as  the  case  may  be,  in  total  or  par¬ 
tial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  to 
read  as  follows: 

" Application  of  earnings 

“Sec.  206.  (a)  Annual  application:  At  the 
end  of  its  fiscal  year,  each  Federal  interme¬ 
diate  credit  bank  shall  determine  the  amount 
of  its  net  earnings  after  paying  or  providing 
for  all  operating  expenses  (including  reason¬ 
able  Valuation  reserves  and  losses  in  excess  of 
any  such  applicable  reserves)  and  shall  apply 
such  net  earnings  as  follows:  (1)  To  the 
restoration  of  the  amount  of  the  impair¬ 
ment,  if  any,  of  capital  stock  and  participa¬ 
tion  certificates,  as  determined  by  its  board 
of  directors:  (2)  to  the  restoration  of  the 
amount  of  the  impairment,  if  any,  of  the 
surplus  account  established  by  this  subsec¬ 
tion,  as  determined  by  its  board  of  directors; 
(3)  25  percent  of  any  remaining  earnings 
shall  be  used  to  create  and  maintain  a  re- 
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serve  account  equal  to  25  percent  of  the  out¬ 
standing  capital  stock  and  participation  cer¬ 
tificates  of  the  bank;  (4)  if  said  bank  shall 
have  outstanding  capital  stock  held  by  the 
United  States  during  the  whole  or  any  part 
of  its  fiscal  year,  it  shall  next  pay  to  the 
United  Spates  as  a  franchise  tax,  a  sum  equal 
to  25  percent  of  its  earnings  then  remaining, 
not  exceeding,  however,  a  rate  of  return  on 
such  Government  capital  calculated  at  a 
rate  equal  to  the  computed  average  annual 
rate  of  interest  on  all  public  issues  of  public 
debt  obligations  of  the  United  States  issued 
during  the  fiscal  year  of  the  United  States 
Treasury  ending  next  before  such  tax  is  due, 
as  certified  to  the  Farm  Credit  Administra¬ 
tion  by  the  Secretary  of  the  Treasury;  (5) 
dividends  on  class  B  stock  and  participation 
certificates  may  be  declared  as  provided-  in 
section  205  (a)  of  this  act;  and  (6)  any  re¬ 
maining  net  earnings  shall  be  distributed  as 
patronage  refunds  as  provided  in  subsection 
(b)  of  this  section.  Notwithstanding  the 
provisions  of  item  (3)  of  this  subsection,  if 
at  the  end  of  any  fiscal  yeaj:  the  sum  of  the 
surplus  and  the  reserve  account  of  any  bank 
is  less  than  its  outstanding  capital  stock  and 
participation  certificates,  the  bank  shall  con¬ 
tinue  to  apply  such  25  percent  of  its  net 
earnings  to  the  reserve  account  until  the  sum 
of  the  surplus  and  the  reserve  account  is 
equal  to  its  outstanding  capital  stock  and 
participation  certificates.  Each  bank  shall, 
on  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  establish  a  surplus  account  consist¬ 
ing  of  its  earned  surplus  account,  its  reserve 
for  contingencies,  and  the  surplus  of  the 
production  credit  corporation  transferred  to 
the  bank.  No  part  of  such  surplus  of  any 
bank  shall  be  distributed  as  patronage  re¬ 
funds.  In  the  event  of  a  net  loss  in  any  fiscal 
year  after  providing  for  all  operating  expenses 
( including  reasonable  valuation  reserves  and 
losses  in  excess  of  any  such  applicable  re¬ 
serves),  such  loss  shall  be  absorbed  by:  first, 
charges  to  the  reserve  account;  second, 
charges  to  surplus  other  than  that  trans¬ 
ferred  from  the  production  credit  corpora¬ 
tion  of  the  district;  third,  charges  to  surplus 
transferred  from  the  production  credit  cor¬ 
poration  of  the  district;  fourth,  the  impair¬ 
ment  of  class  B  stock  and- participation  cer¬ 
tificates;  and  fifth,  the  impairment  of  class 
A  stock. 

"(b)  Patronage  refunds:  Whenever  at  the 
end  of  its  fiscal  year  a  Federal  intermediate 
credit  bank  has  class  A  stock  outstanding, 
patronage  refunds  declared  for  that  year 
shall  be  paid  in  class  B  stock  to  production 
credit  associations  and  in  participation  cer¬ 
tificates  to  other  financing  institutions  bor¬ 
rowing  from  or  rediscounting  with  the  bank 
during  the  fiscal  year  for  which  such  funds 
are  declared.  The  recipients  of  such  patron¬ 
age  refunds  shall  not  be  subject  to  Federal 
income  taxes  thereon.  Whenever  at  the  end 
of  its  fiscal  year  a  Federal  intermediate  credit 
bank  has  no  class  A  stock  outstanding, 
patronage  refunds  declared  for  that  year  may 
be  paid  in  such  class  B  stock  and  participa¬ 
tion  certificates  or  in  cash  as  determined  by 
the  bank.  All  patronage  refunds  shall  be 
paid  in  the  proportion  that  the  amount  of 
interest  earned  by  the  bank  on  its  loans  to 
and  discounts  for  each  production  credit  as¬ 
sociation  or  other  financing  institution  bears 
to  the  total  interest  earned  by  the  bank  on 
all  such  loans  and  discounts  outstanding 
during  the  fiscal  year.  Each  participation 
certificate  issued  in  payment  of  patronage 
refunds  shall  be  in  multiples  of  $5  and  shall 
state  on  its  face  the  rights,  privileges,  and 
conditions  applicable  thereto.  Patronage 
refunds  shall  not  be  paid  to  any  other  Fed¬ 
eral  intermediate  credit  bank,  or  to  any  Fed¬ 
eral  land  bank  or  bank  for  cooperatives. 

"(c)  Distribution  of  assets  on  liquidation 
or  dissolution:  In  the  case  of  liquidation  or 
dissolution  of  any  Federal  intermediate  credit 
bank,  after  the  payment  or  retirement,  as  the 
case  may  be,  first,  of  all  liabilities;  second, 
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of  all  class  A  stock  at  par;  third,  of  all  class 
B  stock  at  par  and  all  participation  certifi¬ 
cates  at  face  amount;  any  surplus  estab¬ 
lished  pursuant  to  subsection  (a)  of  this 
section  shall  be  paid  to  the  holders  of  class 
A  and  class  B  stock  pro  rata,  and  any  remain¬ 
ing  assets  shall  be  distributed  to  the  holders 
of  class  B  stock  and  the  holders  of  participa¬ 
tion  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Fed¬ 
eral  Farm  Loan  Act,  as  amended,  is  hereby 
amended  by  adding  at  the  end  thereof  the 
following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm 
Credit  Administration,  to  adopt  such  bylaws 
as  may  be  necessary  for  the  conduct  of  the 
business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  to 
read  as  follows: 

“Sec.  202.  (a)  The  Federal  intermediate 
credit  banks,  when  chartered  and  estab¬ 
lished,  shall  have  power,  subject  solely  to 
the  restrictions,  limitations,  and  conditions 
contained  in  this  act  or  as  may  be  prescribed 
by  the  Farm  Credit  Administration  not  in¬ 
consistent  with  the  provisions  of  this  act — 

“(1)  to  discount  for,  or  purchase  from, 
any  production  credit  association  organized 
under  the  Farm  Credit  Act  of  1933,  as 
amended,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  presented  by 
such  association;  and  to  make  loans  and  ad¬ 
vances  to  any  such  association  secured  by 
such  collateral  as  may  be  approved  by  the 
Governor  of  the  Farm  Credit  Administra¬ 
tion; 

“(2)  to  discount  for,  or  purchase  from,  any 
national  bank,  State  bank,  trust  company, 
agricultural  credit  corporation,  incorporated 
livestock  loan  company,  savings  institution, 
credit  union,  and  any  association  of  agricul¬ 
tural  producers  engaged  in  the  making  of 
loans  to  farmers  and  ranchers,  with  its  en¬ 
dorsement,  any  note,  draft,  or  other  such 
obligation  the  proceeds  of  which  have  been 
advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the 
breeding,  raising,  fattening,  or  marketing  of 
livestock;  and  to  make  loans  and  advances 
to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the 
Governor  of  the  Farm  Credit  Administration ; 
Provided,  That  no  such  loan  or  advance  shall 
be  made  upon  the  security  of  collateral  other 
than  notes  or  other  such  obligations  of 
farmers  and  ranchers  eligible  for  discount  or 
purchase  under  the  provisions  of  this  section, 
unless  such  loan  or  advance  is  made  to  en¬ 
able  the  financing  institution  to  make  or 
carry  loans  for  any  agricultural  purpose;  and 

“(3)  to  make  loans  to  and  discount  paper 
for  any  other  Federal  intermediate  credit 
bank,  any  Federal  land  bank,  or  any  bank 
for  cooperatives  organized  under  the  Farm 
Credit  Act  of  1933,  as  amended,  all  upon 
terms  and  at  rates  of  interest  or  discount 
approved  by  the  Farm  Credit  Administra¬ 
tion.” 

(c)  Section  202  (c)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  amended  by  chang¬ 
ing  the  word  “three”  to  the  word  “seven.” 

(d)  Section  204  (a)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  amended  to  read  as 
follows : 

“Sec.  204.  (a)  Loans  and  discounts  by  any 
Federal  intermediate  credit  bank  shall  bear 
such  rates  of  interest  or  discount  as  the 
board  of  directors  of  the  bank  shall  from 
time  to  time  determine  with  the  approval  of 
the  Farm  Credit  Administration,  but  the 
rates  charged  financing  institutions  other 
than  production  credit  associations  shall  be 
the  same  as  those  charged  production  credit 
associations.” 

(e)  Section  204  (b)  of  the  Federal  Farm 
Loan  Act  is  hereby  repealed. 

(f)  Section  13  of  the  Federal  Farm  Loan 
Act,  as  amended,  is  hereby  amended  by  in¬ 
serting  in  paragraph  “Seventeenth”,  after 
the  words  “Federal  land  banks”,  a  comma 
and  the  words  “to  Federal  intermediate  credit 


banks,  or  to  banks  for  cooperatives  organized 
under  the  Farm  Credit  Act  of  1933,  as 
amended.” 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit 
Act  of  1933,  as'  amended,  is  amended  to  read 
as  follows; 

“Sec.  2.  The  Governor  of  the  Farm  Credit 
Administration,  hereinafter  in  this  act  re¬ 
ferred  to  as  the  ‘Governor,’  is  authorized  and 
directed  to  organize  and  charter  12  banks  to 
be  known  as  ‘banks  for  cooperatives’.  One 
such  bank  shall  be  established  in  each  city 
in  which  there  is  located  a  Federal  land  bank. 
The  members  of  the  several  farm  credit 
boards  of  the  farm  credit  districts  provided 
for  in  section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  shall  be  ex  officio  the  direc¬ 
tors  of  the  respective  banks  for  cooperatives. 
Such  directors  shall  have  power,  subject  to 
the  approval  of  the  Governor,  to  employ  and 
fix  the  compensation  of  such  officers  and  em¬ 
ployees  of  such  banks  as  may  be  necessary  to 
carry  out  the  powers  and  duties  conferred 
upon  such  banks  under  this  act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of 
1933  is  amended  by  striking  from  the  first 
sentence  the  words  “the  production  credit 
corporations  and”  and  by  striking  from  the 
second  sentence  the  words  “corporations 
and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of 
1933  is  hereby  repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  (1)  by  chang¬ 
ing  “$120,000,000”  in  subsection  (a)  thereof 
to  $60,000,000”;  (2)  by  striking  from  subsec¬ 
tion  (b)  thereof  the  words  “the  production 
credit  corporations  and”;  (3)  by  changing 
“$40,000,000”  in  subsection  (e)  thereof  to 
“$100,000,000”;  and  (4)  by  striking  from  sub¬ 
section  (e)  thereof  the  words  “and/or  paid-in 
surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  to  read  as 
follows : 

“Investment  by  Governor  in  stock  of  produc¬ 
tion  credit  associations 

“Sec.  6.  The  Governor  may  purchase  class 
A  stock  of  any  production  credit  association 
in  such  amounts  as  he  determines  are  re¬ 
quired  to  meet  the  credit  needs  of  farmers  in 
the  area  served  by  such  association.  Pay¬ 
ments  for  such  stock  purchased  by  the  Gov¬ 
ernor  shall  be  made  out  of  the  revolving  fund 
authorized  by  section  5  (a)  of  this  act  and 
such  stock  shall  be  held  by  him  on  behalf  of 
the  United  States.  The  Governor  may  at  any 
time  require  any  production  credit  associa¬ 
tion  to  retire  and  cancel  any  class  A  stock 
held  by  him  in  such  association  if,  in  his 
judgment,  the  association  has  resources 
available  therefor,  and  the  proceeds  of  such 
stock  retirements  shall  be  paid  into  such 
revolving  fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of 
1933  is  amended  by  changing  the  fourth  sen¬ 
tence  to  read  as  follows :  “Such  articles  shall 
be  signed  by  the  individuals  uniting  to  form 
the  association  and  a  copy  thereof  shall  be 
furnished  to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  (1)  by  strik¬ 
ing  from  the  first  sentence  the  words  “pro¬ 
duction  credit  corporations”  and  substitut¬ 
ing  in  lieu  thereof  the  words  “the  Gov¬ 
ernor”;  and  (2)  by  deleting  the  last  sentence 
thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  by  striking 
out  the  words  “production  credit  corpora¬ 
tion”,  wherever  they  appear  therein,  and 
substituting  in  lieu  thereof  “Federal  inter¬ 
mediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  (1)  by  chang¬ 
ing  the  first  sentence  to  read  as  follows: 
“Each  production  credit  association  shall, 
under  such  rules  and  regulations  as  may  be 
prescribed  by  the  farm  credit  board  of  the 
district  with  the  approval  of  the  Farm 
Credit  Administration,  invest  its  funds  and 


make  loans  to  farmers  for  general  agricul¬ 
tural  purposes  and  other  requirements  of 
the  borrowers.”;  (2)  by  deleting  the  second 
sentence;  (3)  by  striking  from  the  third  sen¬ 
tence  the  word  “corporation”  and  inserting 
in  lieu  thereof  the  words  “Federal  inter¬ 
mediate  credit  bank”;  and  (4)  by  changing 
the  period  at  the  end  of  next  to  the  last  sen¬ 
tence  to  a  colon  and  adding  the  following; 

“ Provided ,  That  an  association  may,  under 
rules  and  regulations  issued  by  the  Farm 
Credit  Administration,  make  loans  to  any 
class  B  stockholder  secured  by  warehouse 
receipts  covering  agricultural  commodities 
stored  in  bonded  warehouses  without  the 
purchase  of  additional  class  B  stock.” 

(j)  Section  34  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  hereby  amended  by 
adding  before  the  semicolon  at  the  end  of 
“(b)”  the  words  “or  to  Federal  land  banks 
or  Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  hereby  amended  by  add¬ 
ing  before  the  semicolon  at  the  end  of  “(b)" 
the  words  “or  to  Federal  land  banks  or  Feder¬ 
al  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  (1)  by  strik¬ 
ing  from  the  first  sentence  the  words  “the 
production  credit  corporations,”;  (2)  by 
striking  from  the  second  sentence  the  words 
“association,  or  corporation”  and  substitut¬ 
ing  in  lieu  thereof  the  words  “or  associa¬ 
tion”;  and  (3)  by  striking  from  the  third 
sentence  the  words  “production  credit  cor¬ 
poration  or”,  “or  corporation,”  and  corpora¬ 
tion  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of 
1933  is  amended  (1)  by  striking  from  the 
first  pentence  the  words  “production  credit 
corporation,”;  and  (2)  by  striking  from  the 
second  and  third  sentences  the  words  “asso¬ 
ciation,  or  corporation”,  wherever  they  ap¬ 
pear  therein,  and  substituting  in  lieu  there¬ 
of  the  words  "or  association.” 

(n)  Section  62  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  by  striking 
out  the  words  “production  credit  corpora¬ 
tions,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  (1)  by  strik¬ 
ing  from  the  first  sentence  the  words  “the 
production  credit  corporations,”;  (2)  by 
striking  from  the  first  and  second  sentences 
the  words  “associations,  or  corporations” 
and  “associations,  and  corporations,”  and 
substituting  in  lieu  thereof,  the  words  "or 
associations”  and  “and  associations,”,  respec¬ 
tively;  and  (3)  by  changing  the  last  sen¬ 
tence  to  read  as  follows:  “The  exemption 
provided  herein  shall  not  apply  with  respect 
to  any  production  credit  association  or  its 
property  or  income  after  the  class  A  stock 
held  in  it  by  the  Governor  has  been  retired, 
or  with  respect  to  any  bank  for  cooperatives 
or  its  property  or  income  after  the  stock  held 
in  it  by  the  United  States  has  been  re¬ 
tired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  (1)  by  strik¬ 
ing  out  the  words  “production  credit  cor¬ 
poration,”;  and  (2)  by  striking  out  the 
words  “association  or  corporation”,  wher¬ 
ever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “or  association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of 
1933  is  hereby  repealed.  . 

Sec.  106  (a)  Section  5  of  the  Farm  Credit 
Act  of  1937,  as  amended,  is  amended  (1)  by 
striking  from  subsection  (d)  (2)  (B)  the 
words  “production  credit  corporation  of  the 
district”  and  substituting  in  lieu  thereof  the 
words  “Governor  of  the  Farm  Credit  Admin¬ 
istration”;  and  (2)  by  striking  from  subsec¬ 
tion  (h)  the  words  “production  credit  cor¬ 
poration.”. 

(b)  Section  6  of  the  Farm  Credit  Act  of 
1937  is  amended  (1)'  by  striking  from  the 
first  sentence  of  subsection  (a)  the  words 
"production  credit  corporation,”;  (2)  by 
striking  from  the  third  sentence  of  subsec- 
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tion  (a)  the  word  “three”;  (3)  by  striking 
from  the  first  sentence  of  subsection  (b)  the 
words  “the  bank  for  cooperatives,  and  the 
production  credit  corporation”  and  substi¬ 
tuting  in  lieu  thereof  the  words  “and  the 
bank  for  cooperatives”;  and  (4)  by  striking 
from  the  last  sentence  of  subsection  (b)  the 
words  "production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit 
Act  of  1953  is  amended  by  striking  out  the 
words  “production  credit  corporation”, 
wherever  they  appear  therein,  and  substi¬ 
tuting  in  lieu  thereof  the  words  “Federal  in¬ 
termediate  credit  bank.” 

(b)  Subsection  (a)  of  section  16  of  the 
Farm  Credit  Act  of  1953  is  amended  to  read 
as  follows : 

“(a)  Any  other  provisions  of  law  to  the 
contrary  notwithstanding,  after  the  effective 
date  of  this  act  any  production  credit  asso¬ 
ciation  may,  with  the  approval  of  the  Farm 
Credit  Administration,  issue  nonvoting  pre¬ 
ferred  stock,  to  be  known  as  class  C  stock, 
which  may  be  purchased  and  held  by  the 
Governor  of  the  Farm  Credit  Administration 
and  by  investors:  Provided,  That  the  issu¬ 
ance  of  such  stock  shall  be  authorized  by 
vote  of  not  less  than  two-thirds  of  the  out¬ 
standing  shares  of  class  A  stock  of  the  asso¬ 
ciation  (other  than  shares  held  by  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration)  by 
the  holders  thereof  in  person  or  by  proxy  and 
by  vote  of  not  less  than  two-thirds  of  the 
outstanding  shares  of  class  B  stock  of  the 
association  by  the  holders  thereof  in  person 
or  by  proxy;  and  for  this  purpose  holders  of 
class  A  stock  (other  than  the  Governor  of 
the  Farm  Credit  Administration)  and  holders 
of  class  B  stock  shall  be  entitled  to  one  vote 
for  each  share  of  stock  held  by  them.  Pay¬ 
ments  for  such  stock  purchased  by  the  Gov¬ 
ernor  shall  be  made  out  of  the  revolving 
fund  created  by  section  5  (a)  of  the  Farm 
Credit  Act  of  1933,  as  amended,  and  the  pro¬ 
ceeds  from  the  retirement  of  any  such  stock 
shall  be  paid  into  such  revolving  fund.” 

Sec.  108.  Section  601  of  the  Department  of 
Agriculture  Organic  Act  of  1944,  as  amended. 
Is  hereby  amended  (1)  by  striking  from  sub¬ 
section  (a)  the  words  “production  credit  cor¬ 
porations,”,  wherever  they  appear  therein, 
and  the  word  "corporations,”;  (2)  by  striking 
from  subsection  (b)  the  words  “the  Federal 
intermediate  credit  banks,  and  the  produc¬ 
tion  credit  corporations”  and  substituting  in 
lieu  thereof  the  words  “and  the  Federal  in¬ 
termediate  credit  banks”;  and  (3)  by  strik¬ 
ing  from  subsections  (b)  and  (c)  the  words 
“and  corporation”,  “and  corporations”,  and 
“corporation,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  8, 
United  States  Code,  are  hereby  amended  by 
striking  from  each  such  section  the  words 
"or  in  which  a  production  credit  corporation 
holds  stock.” 

TITLE  II - MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corpora¬ 
tion  Control  Act,  as  amended,  is  amended 
(1)  by  striking  from  section  101  the  words 
"Federal  Intermediate  Credit  Banks;  Pro¬ 
duction  Credit  Corporations;”;  (2)  by  in¬ 
serting  in  section  201  immediately  following 
“(3)  ”  the  words  “Federal  Intermediate  Credit 
Banks,  (4)”;  (3)  by  changing  “(4)”  in  sec¬ 
tion  201  to  “(5)”;  and  (4)  by  striking  from 
sections  302  and  303  the  words  “production 
credit  corporations,”. 

(b)  After  the  effective  date  of  this  act,  the 
Federal  intermediate  credit  banks  may  utilize 
their  funds  for  administrative  expenses 
without  regard  to  the  limitations  contained 
in  any  other  act  of  Congress  governing  the- 
expenditure  of  appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of 
the  Revised  Statutes,  as  amended,  is  amended 
(1)  by  inserting  in  next  to  the  last  sentence, 
immediately  before  the  words  “Federal  Home 
Loan  Banks”,  the  words  “thirteen  banks  for 
cooperatives  or  any  of  them  or  the”;  and  (2) 
by  changing  the  last  sentence  to  read  as 
follows:  “The  limitations  and  restrictions 


herein  contained  as  to  dealing  in  and  under¬ 
writing  investment  securities  shall  not  apply 
to  obligations  issued  by  the  International 
Bank  for  Reconstruction  and  Development 
which  are  at  the  time  eligible  for  purchase 
by  a  national  bank  for  its  own  account; 
Provided,  That  no  association  shall  hold  ob¬ 
ligations  issued  by  said  bank  as  a  result  of 
underwriting,  dealing,  or  purchasing  for  its 
own  account  (and  for  this  purpose  obliga¬ 
tions  as  to  which  it  is  under  commitment 
shall  be  deemed  to  be  held  by  it)  in  a  total 
amount  exceeding  at  any  one  time  10  per 
centum  of  its  capital  stock  actually  paid  in 
and  unimpaired  and  10  per  centum  of  its 
unimpaired  surplus  fund.” 

Sec.  202.  (a)  This  act  shall  become  effec¬ 
tive  on  January  1  next  following  its  enact¬ 
ment. 

(b)  For  purposes  of  applying  the  amend¬ 
ment  in  section  103  of  this  act,  that  part  of 
the  fiscal  year  1957  preceding  the  effective' 
date  of  this  act  shall  be  deemed  to  be  a 
separate  fiscal  year. 

Sec.  203.  (a)  If  any  provision  of  this  act, 
or  the  application  thereof  to  any  person  or 
circumstance,  is  held  invalid,  the  remainder 
of  the  act,  and  the  application  of  such  pro¬ 
visions  to  other  persons  or  circumstances, 
shall  not  be  affected  thereby. 

(b)  The  right  to  alter,  amend,  or  repeal 
this  act  is  hereby  expressly  reserved. 

The  CHAIRMAN.  The  Clerk  will  re¬ 
port  the  committee  amendments. 

The  Clerk  read  as  follows; 

Committee  amendment: 

Page  2,  line  1,  strike  out  "farmer  owner¬ 
ship”  and  insert  in  lieu  thereof  “increased 
farmer  participation  in  the  management, 
control,  and  ownership.” 

Page  3,  line  5,  strike  out  “to  be  held  by 
him  on  behalf  of  the  United  States.” 

The  committee  amendments  were 
agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  Page  12,  strike 
out  lines  16  to  25,  inclusive  and  the  word 
“rata’;”  and  on  page  13,  insert  the  follow¬ 
ing:  “In  the  case  of  liquidation  or  dissolu¬ 
tion  of  any  Federal  intermediate  credit  bank, 
after  payment  or  retirement,  as  the  case  may 
be,  first,  of  all  liabilities;  second,  of  all  class 
A  stock  at  par;  third,  of  all  class  B  stock  at 
par  and  all  participation  certificates  at  face 
amount;  any  remaining  assets  of  the  bank 
shall  be  distributed  as  provided  in  this  sub¬ 
section.  Any.  of  the  surplus  established  pur¬ 
suant  to  subsection  (a)  of  this  section  (ex¬ 
cluding  that  transferred  from  the  production 
credit  corporation  of  the  district)  which  the 
Farm  Credit  Administration  determines  was 
contributed  by  financing  institutions,  other 
than  the  production  credit  associations,  re¬ 
discounting  with  or  borrowing  from  the  bank 
on  the  effective  date  of  the  Farm  Credit  Act 
of  1956  shall  be  paid  to  such  institutions,  or 
their  successors  in  interest  as  determined  by 
the  Farm  Credit  Administration,  and  the  re¬ 
maining  portion  of  such  surplus  (including 
that  transferred  from  the  production  credit 
corporation  of  the  district)  shall  be  paid  to 
the  holders  of  class  A  and  class  B  stock  pro 
rata.  The  contribution  of  each  such  financ¬ 
ing  institution  under  the  preceding  sentence 
shall  be  computed  on  the  basis  of  the  ratio 
of  its-  patronage  to  the  total  patronage  of 
the  bank  from  the  date  of  organization  of 
the  bank  of  the  effective  date  of  the  Farm 
Credit  Act  of  1956.  Any  assets  of  the  bank 
then  remaining  shall  be  distributed  to  the 
holders  of  class  B  stock  and  the  holders  of 
participation  certificates  pro  rata.” 

Mr.  YATES.  Mr.  Chairman,  I  rise  in 
opposition  to  the  committee  amendment. 

The  committee  amendment  makes 
available  the  assets  of  the  merged  banks 
in  the  event  of  liquidation  or  upon  dis¬ 
solution  not  only  to  the  production  credit 
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associations  and  the  Government — if  it 

has  not  yet  been  repaid  on  its  stock _ 

but  also  to  the  other  financial  institu¬ 
tion.  For  the  most  part  “other  finan¬ 
cial  institutions’’  are  the  usual  private 
banks  which  have  loaned  money  to  the 
farmers  and  which  have  made  profits  as 
a  result  of  such  loans.  Why  should  they 
be  given  an  additional  profit?  Certainly 
they  never  expected  the  added  generous 
portion  which  this  amendment  grants 
to  them.  It  will  permit  them  to  share 
in  the  distribution  of  the  Government 
surplus  funds  in  the  event  of  the  closing 
of  the  bank. 

Mr.  Chairman,  it  is  more  important 
that  the  taxpayers  should  be  considered 
The  surplus  funds  belong  to  them  and 
there  should  be  an  appropriate  revision 
of  this  section  in  order  to  protect  their 
interests,  rather  than  those  of  other 
financial  institutions.  The  committee 
amendment  should  be  defeated. 

Mr.  POAGE.  Mr.  Chairman,  I  rise  in 
support  of  the  committee  amendment. 

Mr.  Chairman,  this  is  the  identical 
question  that  was  raised  by  the  gentle¬ 
man  from  California  and  this  is  the 
amendment  which  was  referred  to.  The 
difference  of  opinion  here  actually  refers 
to  the  question  of  whether  or  not  you 
feel  that  the  Government  of  the  United 
States  should  go  into  this  business  as  a 
profitmaking  proposition  or  whether  the 
Government  went  into  this  farm-credit 
business  in  order  to  render  a  service 
without  expense  or  without  profit  to  the 
Government.  The  committee  took  the 
view  that  the  Government  went  into  this, 
not  to  make  a  profit,  but,  rather,  for  the 
purpose  of  providing  a  service,  if  pos¬ 
sible,  without  loss  to  the  Government. 
This  bill  provides  it  shall  be  without  loss 
to  the  Government,  and  so  does  the 
amendment.  The  very  first  thing  in  the 
amendment  says  “in  the  case  of  liquida¬ 
tion  or  dissolution”  the  assets  shall  go 
to  the  class  A  stockholders.  The  class  A 
stockholders  consist  of  the  United  States 
Government.  If  the  Government  in¬ 
vestment  has  not  been  paid  off  at  liqui¬ 
dation,  the  first  money  must  go  to  the 
United  States  Government.  It  cannot 
go  elsewhere.  Until  the  Government  is 
paid  in  full  there  cannot  be  a  dollar  go 
even  to  the  borrowers  of  the  institution. 
Only  after  the  Government  is  paid  in 
full  can  there  be  any  distribution  of  any 
assets.  Then  they  shall  go,  according 
to  this  amendment,  to  the  holders  not 
only  of  the  class  B  stock  but  to  the  hold¬ 
ers  of  certificates,  and  those  holders  of 
certificates  are  these  other  financial  in¬ 
stitutions,  and  the  certificates  will  be 
merely  a  right  in  case  of  liquidation  to 
share  in  the  distribution  of  assets  on  the 
basis  of  the  business  that  they  have  done 
with  the  institution. 

Mr.  YATES.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  POAGE.  I  yield  to  the  gentleman 
from  Illinois. 

Mr.  YATES.  Does  not  the  original 
committee  draft  provide  for  the  funds 
to  go  to  the  United  States  Government 
and  to  the  farmer  cooperatives  alone  on 
a  pro  rata  basis  rather  than  to  the  other 
financial  institutions  as  well? 

Mr.  POAGE.  No;  I  do  not  so  under¬ 
stand.  I  understand  the  original  draft 
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provides  that  the  class  A  stock  is  to  be 
paid  in  full.  .  , 

Mr.  YATES.  Which  is  held  by  the 

Government?  ,  .  ., 

Mr.  POAGE.  Yes.  And  shall  be  paid 
in  full,  and  once  it  is  paid  off,  the  original 
draft  of  the  bill  would  have  paid  all  the 
rest  of  the  assets  to  the  class  B  stock. 

Mr.  YATES.  The  farm  cooperatives 
then  would  get  the  balance? 

Mr.  POAGE.  Yes. 

Mr.  YATES.  But  the  amendment 
offered  by  the  committee  would  permit 
private  banking  institutions  to  share  in 
the  funds  on  liquidation,  would  it  not? 

Mr  POAGE.  That  is  exactly  right. 
That  is  the  difference.  The  Govern¬ 
ment’s  position  is  not  changed  by  the 
amendment  one  iota.  The  question  is 
simply  whether  these  institutions,  which 
in  some  of  the  districts  are  doing  nearly 
a  quarter  of  the  business,  and  which  in 
some  districts  are  only  doing  a  small 
part,  should  share  in  the  earnings  built 
up  as  the  result  of  their  business  in  case 
of  liquidation  or  whether  they  should 
be  completely  ignored. 

Mr.  YATES.  But  are  they  not  mak¬ 
ing  money  on  the  business  they  are 
doing? 

Mi-.  POAGE.  I  presume  some  of  them 
have  and  some  have  not.  There  have 
been  over  1,200  and  apparently  there 
are  only  94  left.  So  presumably  some  of 
those  1,100  did  not  make  money,  or  they 
would  have  stayed  in  business.  But,  be 
that  as  it  may,  they  are  all  trying  to 
make  money. 

Mr.  YATES.  But  the  fact  is  that  94 
are  still  in  business,  and  they  are  the 
ones  who  will  share  in  this  distribution. 

Mr.  POAGE.  I  think  that  is  right,  but 
I  do  not  think  that  it  is  necessarily  a 
profitable  business  regardless  of  who  is 
running  it.  The  committee  feels,  re¬ 
gardless  of  the  original  merits  of  this 
matter,  that  it  would  be  grossly  unfair 
at  this  late  date  to  come  in  and  to  say 
to  those  farmers  who  have  borrowed 
money  and  to  these  institutions  that 
have  rediscounted  their  paper  with  the 
Intermediate  Credit  Bank,  that  we  are 
going  to  change  the  rule  and  make  it 
different  from  that  which  we  prescribed 
back  when  the  Government  sold  the 
land  banks.  I  understand  the  gentle¬ 
man  from  Illinois  feels  that  we  should 
follow  a  different  policy,  although  I 
grant  you  that  this  amendment  only  re¬ 
lates  to  the  difference  between  the  sur¬ 
pluses  of  the  various  borrowers.  We  are 
not  trying  to  penalize  anyone,  whether 
or  not  they  may  have  made  a  profit. 
All  of  these  institutions  have  rendered 
a  service  to  farmers  who  needed  credit. 

Mr.  SISK.  Mr.  Chairman,  I  rise  in 
support  of  the  amendment. 

Mr.  Chairman,  I  would  like  to  call 
attention  to  the  fact  that  in  the  matter 
of  these  so-called  profits  that  these 
other  institutions  have  made,  we  are  not 
dealing  normally  with  a  group  of  large 
private  banking  institutions;  that  actu¬ 
ally,  I  would  like  to  say  to  my  friend 
from  Illinois,  we  are  dealing  primarily 
with  agricultural  credit  groups  and  live¬ 
stock  companies,  and  so  on,  which  gen¬ 
erally  are  farmers  or  agriculturalists 
who  have  organized  financial  institu¬ 
tions  which  have  been  cooperative  in 
this  field.  Actually  very  few  of  them 


are  so-called  commercial  banking  insti¬ 
tutions.  And,  they  have  contributed 
down  through  the  years  to  the  surplus 
which  we  are  talking  about  now,  and 
certainly  to  me  I  think  they  are  entitled 
to  share  in  case  of  liquidation,  in  case  of 
distribution  of  this  surplus,  and  I  hope 
the  amendment  will  be  accepted. 

The  CHAIRMAN.  The  question  is  on 
the  committee  amendment. 

The  committee  amendment  was 
agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  On  page  16,  line 
2,  strike  out  “seven”  and  insert  “five.” 

The  committee  amendment  was 

agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  On  page  16,  line 
12,  strike  out  all  of  lines  12  and  13. 

The  committee  amendment  was 

agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  Page  16,  line  14, 
strike  out  “(f)”  and  insert  “(e).” 

The  committee  amendment  was 

agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  Page  16,  line  20, 
insert : 

“(f)  Section  203  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  amended  (i)  by 
inserting  in  subsection  (a)  thereof,  after  the 
words  ‘outstanding  consolidated  debentures’, 
the  words  ‘or  other  similar  obligations’;  and 
(ii)  by  inserting  in  subsections  (d)  and  (e) 
thereof,  after  the  word  ‘debentures’  wher¬ 
ever  used  therein,  except  in  the  last  sentence 
of  subsection  (d),  the  words  ‘or  other  simi¬ 
lar  obligations.’  ” 

The  committee  amendment  was 

agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  Page  18,  line  18; 
after  “act,”  strike  out  the  remainder  of  the 
line  down  to  and  including  “States”  on  line 
20. 

The  committee  amendment  was 

agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  On  page  19,  line 

22,  insert  a  period  after  “borrowers.” 

The  committee  amendment  was 
agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment;  On  page  19,  line 

23,  after  the  semicolon  insert  “and.” 

The  committee  amendment  was 
agreed  to. 

The  Clerk  read  as  follows: 

Committee  amendment:  On  page  19,  line 
25,  strike  out  the  semicolon,  insert  a  period 
and  strike  out  the  remainder  of  the  sentence. 

The  committee  amendment  was 
agreed  to. 

Mr.  POAGE.  Mr.  Chairman,  I  offer 
an  amendment. 

The  Clerk  read  as  follows: 

Amendment  offered  by  Mr.  Poage;  On  page 
4  transpose  lines  24  and  25. 

Mr.  POAGE.  Mr.  Chairman,  this  is 
merely  a  corrective  amendment.  The 
printer  printed  the  lines  in  the  wrong 
place. 

The  CHAIRMAN.  The  question  is  on 
the  amendment  of  the  gentleman  from 

Texas. 

The  amendment  was  agreed  to. 


May  31 

Mr.  YATES.  Mr.  Chairman,  I  offer 
an  amendment. 

The  Clerk  read  as  follows: 

Amendment  offered  by  Mr.  Yates:  On  page 
11,  line  7,  after  the  word  “refunds”,  strike 
out  the  period  and  insert  “or  as  dividends.” 

Mr.  YATES.  Mr.  Chairman,  the  gen¬ 
tleman  from  Texas  [Mr.  Poage]  and  I 
have  discussed  this  matter.  It  was  his 
opinion  that  the  bill  prohibited  the  pay¬ 
ment  of  dividends.  I  find  no  such  pro¬ 
vision  in  the  bill.  Therefore,  in  order 
to  make  sure  that  his  understanding  is 
correct,  I  offer  an  amendment  to  insert 
the  words  “or  as  dividends.”  Previously 
the  gentleman  indicated  to  me  that  he 
had  no  objection  to  this  provision. 

Mr.  POAGE.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  YATES.  I  yield  to  the  gentle¬ 
man. 

Mr.  POAGE.  I  have  not  any  objec¬ 
tion.  I  am  sure  none  of  the  committee 
has  any  objection.  It  does  exactly  what 
we  intend  to  do. 

Mr.  YATES.  I  thank  the  gentleman 
for  accepting  my  amendment.  I  believe 
it  adds  a  necessary  safeguard  to  the  bill. 

The  CHAIRMAN.  The  question  is  on 
the  amendment  offered  by  the  gentle¬ 
man  from  Illinois. 

The  amendment  was  agreed  to. 

Mr.  THOMSON  of  Wyoming.  Mr. 
Chairman,  I  offer  an  amendment. 

The  Clerk  read  as  follows: 

Amendment  offered  by  Mr.  Thomson  of 
Wyoming:  On  page  5,  line  1,  after  the  word 
“banks”,  strike  out  the  period,  insert  a  semi¬ 
colon  and  “Provided,  however,  That  no  such 
reallocation  shall  be  made  by  the  Governor 
until  this  act  has  been  in  effect  for  a  period 
of  5  years.” 

Mr.  THOMSON  of  Wyoming.  Mr. 
Chairman,  I  appreciate  that  the  bill  be¬ 
fore  the  House  for  consideration  deals 
with  a  highly  technical  and  complicated 
subject.  I  further  appreciate  that  legis¬ 
lation  of  such  a  nature  cannot  be  well 
written  on  the  floor  of  the  House.  I  am 
further  appreciative  of  the  fact  that  the 
committee  has  given  the  subject  of  this 
bill  very  careful  consideration  and  that 
such  technical  matters  can  best  be  con¬ 
sidered  in  committee. 

I  take  this  means  of  bringing  up  the 
subject  of  this  amendment  for  ^discus¬ 
sion  at  this  time  because  of  certain 
dangers  that  I  believe  may  be  encoun¬ 
tered  if  this  amendment  is  not  incor¬ 
porated  in  legislation  as  it  is  finally 
passed.  At  this  time,  due  to  economic 
conditions  that  exist  in  certain  segments 
of  our  farm  economy,  if  there  is  any¬ 
thing  that  we  would  not  want  to  be  re¬ 
sponsible  for,  that  would  be  to  increase 
the  cost  of  credit  to  people  in  farming 
and  ranching  activities.  It  is  the  think¬ 
ing  of  my  constituents  who  are  identified 
with  this  very  important  program  that 
such  would  be  the  effect  of  this  legisla¬ 
tion  unless  this  amendment  is  incor¬ 
porated.  The  section  to  which  the 
amendment  applies  grants  authority  to 
the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  to  reallocate  the  stock  of  all 
Federal  intermediate  credit  banks.  The 
amendment  would  defer  the  exercise  of 
the  authority  for  a  period  of  5  years 
from  the  effective  date  of  the  legislation. 

From  what  I  have  heard  from  my 
constituents  directly  associated  with  the 
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Production  Credit  Association,  I  believe 
that  they  subscribe  to  the  theory  of  ulti¬ 
mate  complete  ownership  of  the  system 
by  the  production  credit  associations 
and  their  members.  They  however 
question  the  advisability  of  forcing  the 
purchase  of  these  agencies  on  the  asso¬ 
ciations  at  this  time,  because  of  the  be¬ 
lief  that  it  will  increase  the  cost  of  their 
operations  which  will  necessarily  be  re¬ 
flected  in  an  increased  interest  rate  to 
their  members  and  borrowers. 

Wyoming  is  in  district  No.  8.  It  is  es¬ 
timated  that  if  the  Governor  of  the  Farm 
Credit  Administration  is  given  authority 
to  immediately  transfer  capital,  then, 
under  this  reallocation  authority,  this 
district  No.  8  would  lose  about  $3,500,000 
in  capital  which  would  result  in  a  loss  of 
approximately  $87,500  in  income  annu¬ 
ally.  The  effect  would  then  be  double- 
barreled  in  that  operating  costs  would  go 
up  as  a  result  of  the  legislation  and  in¬ 
come  would  go  down.  This  they  believe 
would  necessarily  result  in  an  increase  in 
interest  costs  to  the  borrowers.  The 
effect  of  this  could  be  to  enhance  the 
capital  in  some  districts  to  their  advan¬ 
tage  at  the  expense  of  other  districts. 

The  effect  of  this  amendment  would  be 
to  defer  the  reallocation  of  capital  for  a, 
period  of  5  years.  The  5 -year  period 
would  allow  time  to  develop  expense¬ 
saving  techniques.  During  this  period 
the  income  from  this  additional  capital 
would  be  available  to  offset  the  expenses 
usually  incurred  during  any  initial  pe¬ 
riod  of  operation.  Those  district  banks 
requiring  additional  capital  structure 
now  would  not  and  should  not  be  neg¬ 
lected.  They  could  obtain  paid-in  sur¬ 
plus  funds  from  the  revolving  fund  to 
satisfy  their  needs. 

This  amendment  was  presented  to  the 
committee.  I  appreciate  the  considera¬ 
tion  which  was  given  to  it.  I  do,  though, 
believe  that  it  should  be  given  additional 
consideration  as  I  am  sure  that  no  Mem¬ 
ber  of  Congress  would  want  to  increase 
interest  rates  to  any  section  of  our  farm 
economy. 

Because  of  the  technical  nature  of  the 
subject,  I  do  not  believe  that  it  would  be 
fair  to  expect  the  Members  of  this  House 
to  vote  upon  the  amendment  at  this  time 
and  with  the  information  that  can  be 
supplied  here  on  the  floor  in  the  short 
presentation  allowed  under  the  rules.  I 
offer  the  amendment  to  call  it  to  the  at¬ 
tention  of  the  House  at  this  time  and  to 
the  attention  of  the  appropriate  com¬ 
mittee  of  the  other  body.  I  sincerely 
hope  that  the  committee  of  the  other 
body  will  give  it  full  consideration  when 
the  legislation  is  considered  before  that 
committee.  Because  of  the  fact  that  it 
is  a  technical  subject,  it  is  not  my  inten¬ 
tion  to  bring  the  amendment  to  a  vote 
at  this  time  and  if  granted  leave  by  the 
House,  I  expect  to  withdraw  the  amend¬ 
ment  without  bringing  it  to  a  vote. 

Again  I  want  to  express  my  apprecia¬ 
tion  for  the  careful  consideration  that 
has  been  given  to  this  legislation  by  the 
House  committee  and  the  attention  given 
by  the  committee  to  this  amendment. 

Mr.  McINTIRE.  Mr.  Chairman,  will* 
the  gentleman  yield? 

Mr.  THOMSON  of  Wyoming.  I  yield 
to  the  gentleman  from  Maine. 

Mr.  McINTIRE.  I  certainly  assure  the 
gentleman  from  Wyoming  that  the  mat¬ 


ter  to  which  he  refers  was  given  con¬ 
sideration  in  the  committee.  It  involves 
the  matter  of  reallocation  of  capital  as 
between  the  respective  Federal  interme¬ 
diate  credit  banks. 

I  think  I  could  make  this  observation 
from  some  opportunity  to  observe  the 
operations  of  this  system,  that  the  reallo¬ 
cation  of  this  money,  which  will  be 
within  the  discretion  of  the  Governor 
and  those  associated  with  him,  it  will  be 
done  very  carefully  to  protect  the  sound¬ 
ness  of  the  operations  of  the  Federal  in¬ 
termediate  credit  bank  in  the  gentle¬ 
man’s  district.  I  can  appreciate  that 
this  is  a  point  about  which  the  people 
in  the  gentleman’s  district  in  Wyoming 
are  concerned,  but  I  do  think  the  legisla¬ 
tion  as  set  forth  in  this  bill  provides  for 
the  effective  use  of  this  capital  and  that 
his  district  will  not  be  hurt  in  this 
process. 

Mr.  THOMSON  of  Wyoming.  I  es¬ 
pecially  thank  the  gentleman  from 
Maine  for  his  observation  and  his  con¬ 
sideration  of  this  problem  as  a  member 
of  the  committee.  As  I  said  previously, 
our  people,  I  believe,  favor  the  farmers’ 
taking  over  the  ownership  of  these 
banks.  They  are  merely  questioning 
when  and  how  it  should  be  done.  I 
thank  the  gentleman  very  much. 

Mr.  KEATING.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  THOMSON  of  Wyoming.  I  yield 
to  the  gentleman  from  New  York. 

Mr.  KEATING.  I  commend  the  gen¬ 
tleman  on  his  altertness  in  bringing  this 
to  our  attention  and  the  very  effective 
way  in  which  he  has  done.  I  hope  that 
if  the  gentleman  does  withdraw  his 
amendment  the  views  he  has  expressed 
will  receive  consideration  when  the  other 
body  takes  up  this  matter. 

Mr.  THOMSON  of  Wyoming.  I 
thank  the  gentleman  from  New  York. 

Mr.  Chairman,  I  ask  unanimous  con¬ 
sent  to  withdraw  the  amendment. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Wyoming? 

There  was  no  objection. 

The  CHAIRMAN.  Under  the  rule,  the 
Committee  rises. 

Accordingly  the  Committee  rose;  and 
the  Speaker  pro  tempore  [Mr.  Price! 
having  assumed  the  chair,  Mr.  Mtjlter, 
Chairman  of  the  CQmmittee  of  the  Whole 
House  on  the  State  of  the  Union,  re¬ 
ported  that  that  Committee,  having  had 
under  consideration  the  bill  (H.  R. 
10285)  to  merge  production  credit  cor¬ 
porations  in  Federal  intermediate  credit 
banks;  to  provide  for  retirement  of 
Government  capital  in  Federal  inter¬ 
mediate  credit  banks;  to  provide  for 
supervision  of  production  credit  asso¬ 
ciations;  and  for  other  purposes,  pur¬ 
suant  to  House  Resolution  508,  he  re¬ 
ported  the  bill  back  to  the  House  with 
sundry  amendments  adopted  by  the 
Committee  of  the  Whole. 

The  SPEAKER  pro  tempore.  Under 
the  rule,  the  previous  question  is  ordered. 

.  Is  a  separate  vote  demanded  on  any 
amendment?  If  not,  the  Chair  will  put^ 
them  en  gross. 

The  amendments  were  agreed  to. 

The  SPEAKER  pro  tempore.  The 
question  is  on  the  engrossment  and 
third  reading  of  the  bill. 


The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  and  was  read  the 
third  time. 

The  SPEAKER  pro  tempore.  The 
question  is  on  the  passage  of  the  bill. 

The  question  was  taken,  and  the 
Speaker  pro  tempore  announced  that 
the  ayes  appeared  to  have  it. 

Mr.  CHRISTOPHER.  Mr.  Speaker,  I 
object  to  the  vote  on  the  ground  that  a 
quorum  is  not  present  and  make  the 
point  of  order  that  a  quorum  is  not 
present. 

The  SPEAKER  pro  tempore.  Obvi¬ 
ously  a  quorum  is  not  present. 

The  Doorkeeper  will  close  the  doors, 
the  Sergeant  at  Arms  will  notify  absent 
Members,  and  the  Clerk  will  call  the  roll. 

The  question  was  taken,  and  there 
were — yeas  246,  nays  4,  answered  “pres¬ 
ent”  1,  not  voting  181,  as  follows: 

[Roll  No.  56] 

YEAS — 246 


Abbitt 

Dorn,  N.  Y. 

McGregor 

Abernethy 

Dorn,  S.  C. 

Mclntire 

Adair 

Ellsworth 

McMillan 

Alger 

Engle 

McVey 

Allen,  Calif. 

Fallon 

Machrowicz 

Andersen, 

Fenton 

Mack,  Ill. 

H.  Carl 

Fernandez 

Mack,  Wash. 

Andresen, 

Fino 

Madden 

August  H. 

Fisher 

Magnuson 

Andrews 

Fjare 

Mahon 

Ashley 

Flynt 

Mailliard 

Aspinall 

Fogarty 

MarshaU 

Auchincloss 

Forand 

Matthews 

Avery 

Ford 

Meader 

Ayres 

Forrester 

Merrow 

Bailey 

Frazier 

Miller,  Md. 

Baker 

Frelinghuysen 

Miller,  Nebr. 

Baldwin 

Friedel 

Mills 

Barrett 

Gamble 

Minshall 

Bass,  N.  H. 

Gary 

Morrison 

Beamer 

Gathings 

Multer 

Bennett,  Fla. 

George 

Mumma 

Bennett,  Mich. 

Gordon 

Murray,  Ill. 

Blatnik 

Grant 

Murray,  Tenn. 

Blitch 

Green,  Oreg. 

Natcher 

Boggs 

Gross 

Nelson 

Bolling 

Haley 

Nicholson 

Bolton, 

Hand 

Norblad 

Frances  P. 

Hardy 

O’Brien,  Ill. 

Bonner 

Harris 

O’Hara,  HI. 

Bow 

Harrison,  Nebr. 

Ostertag 

Boykin 

Harrison,  Va. 

Passman 

Boyle 

Harvey 

Perkins 

Bray 

Hays,  Ark. 

Pfost 

Brooks,  La. 

Hayworth 

Poage 

Brooks,  Tex. 

Hebert 

Poff 

Brown,  Ga. 

Henderson 

Polk 

Brown,  Ohio 

Hiestand 

Preston 

Brownson 

Hill 

Price 

Broyhill 

Holmes 

Priest 

Budge 

Horan 

Quigley 

Burdick 

Huddleston 

Ray 

Burnside 

Hull 

Rees,  Kans. 

Bush 

Hyde 

Reuss 

Byrne,  Pa. 

Ikard 

Rhodes,  Pa. 

Byrnes,  Wis. 

Jackson 

Riehlman 

Cannon 

James 

Riley 

Carrigg 

Jensen 

Robeson,  Va. 

Cederberg 

Johnson,  Calif. 

Robsion,  Ky. 

Celler 

Johnson,  Wis. 

Rodino 

Chase 

Jonas 

Rogers,  Colo. 

Chatham 

Jones,  Ala. 

Rogers,  Fla. 

Chelf 

Jones,  Mo. 

Rogers,  Mass. 

Chenoweth 

Judd 

Rogers,  Tex. 

Chudofl 

Kean 

Rooney 

Church 

Kearney 

Schenck 

Clark 

Keating 

Scherer 

Clevenger 

Kee 

Schwengel 

Colmer 

Keogh 

Scott 

Cooley 

Kilday 

Selden 

Coon 

Kilgore 

Short 

Cooper 

Kluczynskl 

Shuford 

Coudert 

Knox 

Siler 

Cramer 

Knutson 

Simpson,  Ill. 

Cretella 

Laird 

Sisk 

Cunningham 

Landrum 

Smith,  Kans. 

Dague 

Lankford 

Smith,  Miss. 

Davis,  Ga. 

LeCompte 

Smith,  Va. 

Davis,  Tenn. 

Long 

Spence 

Davis,  Wis. 

Lovre 

Springer 

Dawson,  Utah 

McCarthy 

Staggers 

Devereux 

McConnell 

Steed 

Dies 

McCormack 

Sullivan 

Dingell 

McDonough 

Talle 

Dondero 

McDowell 

Teague,  Calif. 

8446 


CONGRESSIONAL  RECORD  —  HOI  TSE 


May  31 


Thompson,  Van  Zandt 

Mich.  Vorys 

Thompson,  N.  J.Vursell 
Thompson,  Tex.  Walter 
Tollefsoa  Weaver 

Trimble  Westland 

Tuck  Wickersham 

Udall  Wier 

Van  Pelt 


Williams,  Miss. 

Williams,  N.  J. 

Winstead 

Withrow 

Wolcott 

Wright 

Young 


Wigglesworth 
NAYS — 4 

Bosch 

Christopher 

ANSWERED  “PRESENT”— 1 
Pelly 

NOT  VOTING — 181 


Thomson,  Wyo. 
Yates 


Addonizio 

Gentry 

O’Hara,  Minn. 

Albert 

Gray 

O’Konski 

Alexander 

Green,  Pa. 

O’Neill 

Allen.  Ill. 

Gregory 

Osmers 

Anfuso 

Griffiths 

Patman 

Arends 

Gubser 

Patterson 

Ashmore 

Gwinn 

Philbin 

Barden 

Hagen 

Phillips 

Bass,  Tenn. 

Hale 

Pilcher 

Bates 

Halleck 

Pillion 

Baumhart 

Harden 

Powell 

Becker 

Hays,  Ohio 

Prouty 

Belcher 

Healey 

Rabaut 

Bell 

Herlong 

Radwan 

Bentley 

Heselton 

Rains 

Berry 

Hess 

Reece,  Tenn. 

Betts 

Hillings 

Reed,  N.  Y. 

Boland 

Hinshaw 

Rhodes,  Ariz. 

Bolton, 

Hoeven 

Richards 

Oliver  P, 

Hoffman,  Ill. 

Rivers 

Bowler 

Hoffman,  Mich.  Roberts 

Buckley 

Holifield 

Roosevelt 

Burleson 

Holland 

Rutherford 

Byrd 

Holt 

Sadlak 

Canfield 

Holtzman 

St.  George 

Carlyle 

Hope 

Saylor 

Carnahan 

Hosmer 

Scrivner 

Chiperfield 

Jarman 

Scudder 

Cole 

Jenkins 

Seely-Brown 

Corbett 

Jennings 

Sheehan 

Crumpacker 

Johansen 

Shelley 

Curtis,  Mass. 

Jones,  N.  C. 

Sheppard 

Curtis,  Mo. 

Karsten 

Sieminski 

Davidson 

Kearns 

Sikes 

Dawson,  Ill. 

Kelley,  Pa. 

Simpson,  Pa. 

Deane 

Kelly,  N.  Y, 

Smith,  Wis. 

Delaney 

Kilburn 

Taber 

Dempsey 

King,  Calif. 

Taylor 

Denton 

King,  Pa. 

Teague,  Tex. 

Derounian 

Kirwan 

Thomas 

Diggs 

Klein 

Thompson,  La. 

Dixon 

Krueger 

Thornberry 

Dodd 

Lane 

Tumulty 

Dollinger 

Lanham 

Utt 

Dolliver 

Latham 

Vanik 

Donohue 

Lesinski 

Velde 

Donovan 

Lipscomb 

Vinson 

Dowdy 

McCulloch 

Wainwright 

Doyle 

Macdonald 

Watts 

Durham 

Martin 

Wharton 

Eberharter 

Mason 

Whitten 

Edmondson 

Metcalf 

Widnall 

Elliott 

Miller,  Calif. 

Williams,  N.  Y. 

Evins 

Miller,  N.  Y. 

Willis 

Fascell 

Mollohan 

Wilson,  Calif. 

Feighan 

Morano 

Wilson,  Ind. 

Flood 

Morgan 

Wolverton 

Fountain 

Moss 

Younger 

Fulton 

Moulder 

Zablocki 

Garmatz 

Norrell 

Zelenko 

Gavin 

O'Brien,  N.  Y. 

So  the  bill  was  passed. 

The  Clerk  announced  the  following 
pairs : 

On  this  vote: 

Mr.  Heselton  for,  with  Mr.  Pelly  against. 

Until  further  notice: 

Mr.  Fountain  with  Mr.  Arends. 

Mr.  Barden  with  Mr.  Simpson  of  Pennsyl¬ 
vania. 

Mr.  Durham  with  Mr.  Halleck. 

Mr.  Deane  with  Mr.  Wolverton.  - 
Mr.  Carlyle  with  Mr.  Allen  of  Illinois. 

Mr.  Alexander  with  Mr.  Becker. 

Mr.  Denton  with  Mr.  Belcher. 

Mr.  Dowdy  with  Mr.  Kilburn.  * 

Mr.  Rabaut  with  Mr.  Krueger. 

Mr.  Whitten  with  Mr.  Wilson  of  Indiana. 
Mr.  Vinson  with  Mr.  Taylor. 

Mr.  Lanham  with  Mr.  Osmers. 

Mr.  Pilcher  with  Mr.  Dolliver. 


Mr.  Rains  with  Mr.  Hess. 

Mr.  Garmatz  with  Mr.  Bentley. 

Mr.  Hays  of  Ohio  with  Mr.  Betts. 

Mr.  Flood  with  Mr.  Jenkins. 

Mr.  Fascell  with  Mr.  Hosmer. 

Mr.  Elliott  with  Mr.  Hoffman  of  Illinois. 

Mr.  Kirwan  with  Mr.  Hoeven. 

Mr.  King  of  California  with  Mr.  Hillings. 
Mr.  Thompson  of  Louisiana  with  Mr. 
Hoffman  of  Michigan. 

Mr.  Sikes  with  Mr.  Sheehan. 

Mr.  Shelley  with  Mr.  Reece  of  Tennessee. 
Mr.  Sheppard  with  Mr.  Reed  of  New  York. 
Mr.  Roberts  with  Mr.  Derounian. 

Mr.  Rivers  with  Mr.  Gavin. 

Mr.  Gregory  with  Mrs.  Harden. 

Mr.  Watts  with  Mr.  Berry. 

Mr.  Herlong  with  Mr.  Baumhart. 

Mr.  Jennings  with  Mr.  Kearns. 

Mr.  Jarman  with  Mr.  Williams  of  New 
York. 

Mr.  Karsten  with  Mr.  Utt. 

Mr.  Jones  of  North  Carolina  with  Mr. 
Taber. 

Mr.  Addonizio  with  Mr.  Rhodes  of  Arizona. 
Mr.  Albert  with  Mr.  McCulloch. 

Mr.  Dodd  with  Mr.  Patterson. 

Mr.  Miller  of  California  with  Mrs.  St. 
George. 

Mr.  Mollohan  with  Mr.  Saylor. 

Mr.  Morgan  with  Mr.  Fulton. 

Mr.  Zablocki  with  Mr.  Dixon. 

Mr.  Willis  with  Mr.  Canfield. 

Mr.  Tumulty  with  Mr.  Morano. 

Mr.  Roosevelt  with  Mr.  Miller  of  New  York. 
Mrs.  Griffiths  with  Mr.  Latham. 

Mr.  Hagen  with  Mr.  Corbett. 

Mr.  Kelley  of  Pennsylvania  with  Mr. 
Scrivner. 

Mr.  O'Neil  with  Mr.  Seely-Brown. 

Mr.  Philbin  with  Mr.  Holt. 

Mr.  Donohue  with  Mr.  Hale. 

Mr.  Holland  with  Mr.  Sadlak. 

Mr.  Ashmore  with  Mr.  Smith  of  Wisconsin. 
Mr.  Bell  with  Mr.  Wharton. 

Mr.  Boland  with  Mr.  Wilson  of  California. 
Mr.  Bowler  with  Mr.  Younger. 

Mr.  Byrd  with  Mr.  Pillion. 

Mr.  Burleson  with  Mr.  Prouty. 

Mr.  Carnahan  with  Mr.  Mason. 

Mr.  Doyle  with  Mr.  Lipscomb. 

Mr.  Delaney  with  Mr.  Chiperfield. 

Mr.  Buckley  with  Gubser. 

Mr.  Donovan  with  Mr.  Bates. 

Mr.  Zelenko  with  Mr.  Johansen. 

Mr.  O'Brien  of  New  York  with  Mr.  Widnall. 
Mr.  Dollinger  with  Mr.  Scudder. 

Mr.  Healey  with  Mr.  Curtis  of  Massachu¬ 
setts. 

Mrs.  Kelly  of  New  York  with  Mr.  Hinshaw. 
Mr.  Anfuso  with  Mr.  Cole. 

Mr.  Klein  with  Mr.  Curtis  of  Missouri. 

Mr.  Davidson  with  Mr.  Wainwright. 

Mr.  Powell  with  Mr.  Radwan. 

Mr.  Holtzman  with  Mr.  O'Konski. 

Mr.  Feighan  with  Mr.  Oliver  P.  Bolton 
Mr.  Evins  with  Mr.  Hope. 

Mr.  Holifield  with  Mr.  King  of  Pennsvl- 
vania.  J 

Mr.  Sieminski  with  Mr.  Crumpacker. 

Mr.  Green  of  Pennsylvania  with  Mr  Mc¬ 
Donough. 

Mr.  PELLY.  Mr.  Speaker,  I  have  a 
live  pair  with  the  gentleman  from  Mas¬ 
sachusetts,  Mr.  Heselton.  if  he  were 
present,  he  would  have  voted  “aye.”  I 
voted  “no.”  Therefore,  I  withdraw  my 
vote  and  vote  “present.” 

The  result  of  the  vote  was  announced 
as  above  recorded. 

The  doors  were  opened. 

A  motion  to  reconsider  was  laid  on  the 
table. 


TO  SECURE  A  VOTE  ON  CIVIL 
RIGHTS 

(Mrs.  GREEN  of  Oregon  asked  and 
was  given  permission  to  address  the 


House  for  1  minute  and  to  revise  and 
extend  her  remarks.) 

Mrs.  GREEN  of  Oregon.  Mr.  Speaker, 
we  are  all  aware  that  this  session  of  thg 
Congress  has  only  a  few  weeks  remaii 
ing.  Yet,  one  of  the  most  important 
matters  before  this  House  has  noff  yet 
been  brought  to  the  floor.  H.  Ry627,  a 
bill  to  strengthen  and  protect  fme  civil 
rights  of  all  Americans,  has  nojrbeen  re¬ 
ported  from  the  Judiciary  Committee. 
This  bill  is  supported  by  the4dministra- 
tion.  It  has  the  support  at  Members  on 
both  sides  of  this  Housof  It  is  not  and 
should  not  be  a  partisan  issue.  It  should 
be  brought  promptly^  the  floor  for  de¬ 
bate  and  passage. 

I  want  to  incluefe  in  my  remarks  the 
statement  belowy4igned  by  Congressmen 
of  both  parties/  stating  our  intention  to 
file  a  discharge  petition  on  H.  R.  627  and 
our  reasons /or  our  action. 

Mr.  Speaker,  the  people  of  the  United 
States  are  watching  us  and  depending  on 
us  to  aqrff promptly  and  vigorously  on  this 
bill.  They,  too,  know  that  time  is  short 
and/that  this  bill  is  of  the  greatest  im- 
pq/tance.  They  rely  on  us  to  be  sure  that 
act  in  good  time.  In  order  to  keep 
aith  with  the  people  of  this  country  we 
are  taking  this  action  to  demonstrate, 
without  partisan  consideration,  our  de¬ 
termination  that  no  precaution  will  be 
neglected  to  make  sure  that  we  meet  our 
obligation  and  that  this  Congress  con¬ 
sider  and  pass  this  needed  legislation  to 
assure  to  every  American  that,  in  the 
exercise  of  his  personal  rights,  his  Gov¬ 
ernment  offers  support  and  protection. 

May  29,  1956. 

To  Secure  a  Vote  on  Civil  Rights 

On  behalf  of  those  Members  Interested  In 
civil-rights  legislation  who  attended  a  meet¬ 
ing  held  on  Tuesday,  May  29,  the  following 
statement  is  authorized: 

It  is  the  earnest  hope  of  all  Members  that 
the  Rules  Committee  will  shortly  grant  a 
rule  and  that  the  leadership  will  schedule  a 
vote  on  H.  R.  627,  the  civil-rights  bill.  We 
particularly  emphasize  this  because  all  Mem¬ 
bers  prefer  to  follow  the  established  and  nor- 
L  lal  legislative  procedure.  It  is  for  this  rea- 
sVi  that,  in  spite  of  tremendous  pressure 
from  our  constituents,  we  have  waited  until 
theory  last  moment  before  initiating  a  pro¬ 
cedure  authorized  by  the  House  rjules  for  the 
specifiV purpose  of  satisfying  unusual  situa¬ 
tions.  \ 

We  hafle,  therefore,  agreed  in  order  that 
there  mayVie  a  certainty  of  bringing  H.  R. 
627  before  tpe  House  for  a  decisive  vote,  that 
a  petition  totflscharge  the  Rules  Committee 
from  further  consideration  of  H.  R.  627  will 
be  placed  on  thkcierk’s  desk  Tuesday,  June 
5.  This  is  the  v^ry  latest  date  possible  in 
order  to  insure  coifffideration  of  this  petition 
as  authorized  by  th\  Rules  of  the  House  on 
the  fourth  Monday  i\  June — June  25.  This 
will  give  barely  1  week  fia  secure  the  necessary 
218  signatures  to  qualif^for  consideration  by 
June  25.  Again,  we  woilki  emphasize  that 
this  procedure  is  not  intended  as  showing  a 
lack  of  confidence  in  the  Rbles  Committee, 
and  we  emphasize  that  the  petition  becomes 
iiioperative  if  the  Rules  Committee  acts  at 
any  time  prior  to  7  legislativeNdays  before 
June  25.  It  does,  however,  maketsure  that 
any  difficulties  encountered  in  tbe  Rules 
Committee  can  be  overcome  by  a  majority  of 
the  House  membership  sufficiently  piuor  to 
the  closing  rush  of  the  session.  We  feeikthat 
the  real  sincerity  of  Members  of  both  paMies 
in  their  devotion  to  civil  rights  will  be  indi¬ 
cated  by  their  willingness  to  sign  this  stant 
by  petition.  ' 
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84th  CONGRESS 
2d  Session 


H.  R.  10285 


IN  THE  SENATE  OF  THE  UNITED  STATES 

June  4, 1956 

Read  twice  and  referred  to  the  Committee  on  Agriculture  and  Forestry 


AN  ACT 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks ;  to  provide  for  retirement  of  Government  capital 
in  Federal  intermediate  credit  banks;  to  provide  for  supervi¬ 
sion  of  production  credit  associations ;  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATION  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculture  with  a  sound,  dependable, 

8  and  effective  source  of  credit ;  to  promote  the  efficiency  of  the 

9  farm  credit  system  by  merging  production  credit  corporations 


1  in  Federal  intermediate  credit  banks  and  to  facilitate 

2  increased  farmer  participation  in  the  management,  con- 

3  trol,  and  ownership  of  the  merged  banks  and  retirement 

4  of  Government  capital  therein;  to  encourage  and  pro- 

5  mote  the  continued  growth  and  development  of  the  pro- 

6  duction  credit  associations  as  self-supporting  cooperative 

7  lending  institutions  operating  on  a  sound  credit  basis  with. 

8  maximum  local  authority  to  determine  credit  needs  and  loan 

9  policies  consistent  with  the  maintenance  of  a  national  pro- 

10  duction  credit  system;  and  to  continue  to  provide  other 

11  financing  institutions  making  loans  to  farmers  and  ranchers 

12  with  the  right  to  borrow  from  and  rediscount  with  such 

13  merged  banks  on  a  basis  comparable  with  the  production 

14  credit  associations  regardless  of  the  ownership  of  such  banks. 

15  The  provisions  of  this  Act  shall  be  construed  in  keeping 

16  with  this  declaration  of  policy. 

17  TITLE  I — PRODU CTION  CREDIT  SYSTEM 

18  Sec.  101.  Merger  of  Production  Credit  Corpora- 

19  tions  in  Federal  Intermediate  Credit  Banks  (a) 

20  Transfer  of  Assets. — The  production  credit  coipoiation  in 

21  each  farm  credit  district  is  hereby  merged  in  the  Federal 

22  intermediate  credit  bank  of  the  district  and  all  assets,  funds, 

23  contracts,  property,  and  records  belonging  to  such  coipoia- 

24  tion,  except  stock  in  production  credit  associations,  aie 

25  hereby  transferred  to  and  vested  in  such  bank.  All  obliga- 
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tions  and  liabilities  of  the  production  credit  corporation  shall 
be  assumed  by  the  Federal  intermediate  credit  bank  of  the 
district.  Stock  held  by  each  production  credit  corporation 
in  production  credit  associations  is  transferred  to  the  Gov¬ 
ernor  of  the  Farm  Credit  Administration  and  the  Governor 
shall  cancel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production 
Credit  Associations. — In  order  to  carry  out  the  declared 
policy  of  this  Act  with  respect  to  the  production  credit  asso¬ 
ciations,  the  Farm  Credit  Administration  shall,  by  appropri¬ 
ate  provisions  in  the  charter  and  bylaws,  or  otherwise,  pro¬ 
vide  for  such  organization  and  assignment  of  functions  within 
the  Federal  intermediate  credit  banks  as  will  assure  proper 
supervision  of  and  assistance  to  the  production  credit  associa¬ 
tions  in  a  manner  which  will  enable  them  to  make  sound 
credit  available  to  farmers  and  ranchers.  The  income  de¬ 
rived  from  the  surplus  transferred  from  the  production  credit 
corporation  to  the  Federal  intermediate  credit  bank  of  the 
district  shall  be  used  to  pay  expenses  of  the  bank  in  pro¬ 
viding  such  supervision  and  assistance,  and  expenses  in  ex¬ 
cess  of  such  income  may  be  paid  out  of  other  resources  of 
the  bank. 

(c)  Officers  and  Employees. — Notwithstanding  any 
other  provision  of  law,  the  employment  of  the  officers  and 
employees  of  each  Federal  intermediate  credit  bank  and 


4 


1  each  production  credit  corporation  is  terminated  on  the  effec- 

2  tive  date  of  this  Act  and  the  hoard  of  directors  of  the  Federal 

3  intermediate  credit  bank  shall,  not  later  than  sixty  days  prior 

4  to  the  effective  date  of  this  Act,  take  all  necessary  action 

5  to  reemploy  as  of  such  effective  date  such  of  the  officers  and 

6  employees  so  terminated  in  such  capacities  as  the  board 

7  determines  they  are  qualified  and  needed  to  carry  out  the 

8  functions,  powers,  and  duties  of  the  Federal  intermediate 

9  credit  bank.  Such  reemployment  shall  he  subject  to  the 

10  approval  of  the  Farm  Credit  Administration. 

11  Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 

12  as  amended,  is  amended  to  read  as  follows : 

13  “capital  stock 

14  “Sec.  205.  (a)  Classes  of  Stock;  Ownership; 

15  Dividends;  and  Retirement  of  Stock. — Each  Federal 

16  intermediate  credit  bank  is  authorized  to  issue  class  A  and 

17  class  B  stock  as  follows : 

18  “(1)  Class  A  stock  shall  have  a  par  value  of  $100 

19  per  share  and  shall  be  issued  to  and  held  by  the  Governor 

20  of  the  Farm  Credit  Administration  on  behalf  of  the  United 

21  States.  Stock  of  all  Federal  intermediate  credit  banks  held 

22  by  the  Secretary  of  the  Treasury  shall  be  transferred  to  the 

23  Governor  and  may  be  reallocated  by  him  in  such  manner 

24  as  he  determines  necessary  to  meet  the  needs  of  the  respec- 
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tive  banks.  The  Governor  shall  then  exchange  such  stock 
of  each  bank  for  an  equal  par  amount  of  class  A  stock  of 
the  bank.  Stock  of  each  production  credit  corporation  held 
by  the  Governor  (less  the  amoimt  canceled  pursuant  to 
section  101  of  the  Farm  Credit  Act  of  1956)  shall  be 
exchanged  for  an  equal  par  amount  of  class  A  stock  of 
the  Federal  intermediate  credit  bank  in  which  such  corpora¬ 
tion  is  merged  pursuant  to  section  101  of  such  Act.  No 
dividends  shall  be  paid  on  class  A  stock.  Annually  at  the 
end  of  its  fiscal  year  each  such  bank  shall  determine  the 
amount  of  its  class  A  stock  which  shall  be  retired.  When¬ 
ever  the  total  of  the  capital  stock,  participation  certificates, 
surplus,  and  reserves  of  the  bank  is  more  than  one-sixth 
of  the  highest  month-end  balance  of  debentures  and  other 
obligations  issued  by  or  for  the  bank,  outstanding  during 
the  immediately  preceding  five  years,  the  minimum  amount 
of  class  A  stock  to  be  retired  shall  be  the  total  amount  of 
class  B  stock  and  participation  certificates  issued  for  that 
year.  All  class  A  stock  shall  be  retired  at  par.  The  pro¬ 
ceeds  of  such  class  A  stock  retirements  of  each  bank  shall 
be  paid  into  the  Treasury  as  miscellaneous  receipts  until 
there  is  so  paid  a  sum  equal  to  the  amount  of  class  A  stock 
of  the  bank  issued  in  exchange  for  stock  of  the  production 
credit  corporation.  The  proceeds  of  any  further  such  stock 
retirements  shall  be  paid  into  the  revolving  fund  established 


6 


1  by  section  5  (e)  of  the  Farm  Credit  Act  of  1933,  as 

2  amended.  The  Governor  of  the  Farm  Credit  Admimstra- 

3  tion  is  authorized  to  purchase  from  time  to  time  class  A 

4  stock  in  any  bank  in  such  amount  as  he  determines  is  needed 

5  to  meet  the  credit  needs  of  the  hank  and  such  revolving 

6  fund  shall  continue  to  he  available  for  such  purchases  as 

7  provided  in  said  section  5  (e) .  The  Governor  may  at  any 

8  time  require  the  hank  to  retire  such  class  A  stock  if,  m 

9  his  judgment,  the  hank  has  resources  available  therefor, 

10  and  the  proceeds  of  such  retirements  shall  he  returned  to 

11  such  revolving  fund. 

12  “(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 

13  share  and  may  he  issued  only  to  production  credit  associations 

14  in  series  and  amounts  approved  by  the  Farm  Credit  Adimn- 

15  istration.  Such  stock  shall  he  issued  only  at  par  and  may 

16  be  transferred  to  another  production  credit  association  with 

17  the  approval  of  the  issuing  hank.  Whenever  a  hank  has  no 

18  class  A  stock  outstanding  it  may  pay  like  dividends  on  class 

19  B  stock  and  participation  certificates  in  an  amount  not  to 

20  exceed  5  per  centum  in  any  year  if  declared  by  the  hoard 

21  of  directors.  Dividends  on  class  B  stock  and  participation 

22  certificates  shall  not  be  cumulative.  Within  sixty  days  after 

23  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the  pro- 

24  duction  credit  associations  shall  subscribe  to  class  B  stock 

25  in  the  hanks  in  an  aggregate  amount  equal  to  15  per  centum 
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of  the  total  amount  of  class  A  stock  in  all  banks.  Such 
required  amount  of  subscriptions  shall  be  allotted  among  the 
several  districts  in  the  proportion  that  the  average  amount 
of  the  bank’s  loans  to  and  discounts  for  the  production  credit 
associations  of  the  district,  outstanding  during  the  imme¬ 
diately  preceding  five  fiscal  years,  is  of  the  average  of  such 
loans  and  discounts  of  all  banks  outstanding  during  such  five- 
year  period.  The  amount  so  allotted  to  each  district  shall  be 
further  allotted  to  each  production  credit  association  on  the 
basis  of  the  proportion  that  its  average  indebtedness  (loans 
and  discounts)  to  the  bank  during  the  immediately  preceding 
five  fiscal  years  is  of  the  average  of  such  indebtedness  of  all 
production  credit  associations  to  the  hank  during  such  five- 
year  period.  Each  production  credit  association  shall  sub¬ 
scribe  to  class  B  stock  in  the  bank  of  the  district  in  the 
amount  so  allotted  to  it.  One-third  of  the  purchase  price 
of  such  stock  subscription  shall  be  paid  at  the  time  of  such 
subscription,  one-third  shall  be  paid  within  one  year  after 
the  effective  date  of  said  Act,  and  the  balance  shall  be  paid 
within  two  years  after  such  effective  date.  Such  class  B 
stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective  date 
of  the  Farm  Credit  Act  of  1956  shall  thereupon  purchase 
class  B  stock  in  the  bank  in  the  amount  of  $5,000,  and 
such  amount  shall  be  adjusted  at  the  end  of  five  years  there- 
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1  after  to  an  amount  determined  by  applying  to  its  average  in- 

2  debtedness  to  the  bank  during  such  five-year  period  the 

3  same  percentage  as  the  percentage  which  the  initial  sub- 

4  scriptions  of  other  production  credit  associations  was  of 

5  their  indebtedness,  as  provided  in  this  subsection :  Provided, 

6  That  this  provision  shall  not  apply  to  any  association  owning 

7  stock  in  the  bank  in  such  required  amount  as  a  result  of 

8  merger,  consolidation,  or  reorganization  of  one  or  more 

9  associations.  After  all  class  A  stock  has  heen  retired,  the 

10  bank  may  retire  class  B  stock  at  par  and  participation  cer- 

11  tificates  at  a  face  amount  under  policies  established  by  the 

12  Farm  Credit  Administration.  Class  B  stock  and  participa- 

13  tion  certificates  shall  be  retired  without  preference  and  in 

14  such  manner  that  the  oldest  outstanding  stock  or  certificates 

15  at  any  given  time  will  be  retired  first.  In  case  of  liquidar 

16  tion  or  dissolution  of  any  production  credit  association  or 

17  other  financing  institution,  the  stock  or  participation  cer- 

18  tificates  of  the  bank  owned  by  such  association  or  institu- 

19  tion  may  be  retired  by  the  bank  at  the  fair  book  value  thereof, 

20  not  exceeding  par  or  face  amount,  as  the  case  may  be. 

21  “  (b)  Lien  on  Stock  and  Paeticipation  Ceetifi- 

22  cates. — Each  Federal  intermediate  credit  bank  shall  have  a 

23  first  lien  on  all  stock  in  the  bank  owned  by  each  production 

24  credit  association  and  on  all  participation  certificates  owned 

25  by  other  financing  institutions  as  additional  collateral  for  any 
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indebtedness  of  the  holders  thereof  to  the  bank:  Provided, , 
That  the  bank  shall  make  no  loan  or  advance  on  the  security 
of  its  own  stock  or  participation  certificates.  In  any  case 

where  the  debt  of  a  production  credit  association  or  other 

% 

financing  institution  is  in  default,  the  bank  may  retire  and 
cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 
association  or  of  the  participation  certificates  held  by  the 
other  financing  institution  at  the  fair  book  value  thereof, 
not  exceeding  par  or  face  amount,  as  the  case  may  be,  in 
total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows : 

“application  of  earnings 
“Sec.  206.  (a)  Annual  Application.— At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
determine  the  amount  of  its  net  earnings  after  paying  or 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves)  and  shall  apply  such  net  earnings  as  follows:  (1) 
To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the  amount 
of  the  impairment,  if  any,  of  the  surplus  account  established 
by  this  subsection,  as  determined  by  its  board  of  directors; 
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1  (3)  25  per  centum  of  any  remaining  earnings  shall  be  used 

2  to  create  and  maintain  a  reserve  account  equal  to  25  per 

3  centum  of  the  outstanding  capital  stock  and  participation 

4  certificates  of  the  bank;  (4)  if  said  hank  shall  have  out- 

5  standing  capital  stock  held  by  the  United  States  during 

6  the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay 

7  to  the  United  States  as  a  franchise  tax,  a  sum  equal  to  25 

8  per  centum  of  its  earnings  then  remaining,  not  exceeding, 

9  however,  a  rate  of  return  on  such  Government  capital  cal- 

10  culated  at  a  rate  equal  to  the  computed  average  annual  rate 

11  of  interest  on  all  public  issues  of  public  debt  obligations  of 

12  the  United  States  issued  during  the  fiscal  year  of  the  United 

13  States  Treasury  ending  next  before  such  tax  is  due,  as  certi- 

14  fied  to  the  Farm  Credit  Administration  by  the  Secretary  of 

15  the  Treasury;  (5)  dividends  on  class  B  stock  and  participa- 

16  tion  certificates  may  be  declared  as  provided  in  section  205 

17  (a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 

18  be  distributed  as  patronage  refunds  as  provided  in  subsec- 

19  tion  (b)  of  this  section.  Notwithstanding  the  provisions  of 

20  item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year 

21  the  sum  of  the  surplus  and  the  reserve  account  of  any  bank 

22  is  less  than  its  outstanding  capital  stock  and  participation 
2,1  certificates,  the  bank  shall  continue  to  apply  such  25  per 

24  centum  of  its  net  earnings  to  the  reserve  account  until  the 

25  sum  of  the  surplus  and  the  reserve  account  is  equal  to  its 
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outstanding  capita]  stock  and  participation  certificates.  Each 
bank  shall,  on  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  establish  a  surplus  account  consisting  of  its  earned 
surplus  account,  its  reserve  for  contingencies,  and  the  surplus 
of  the  production  credit  corporation  transferred  to  the  bank. 
ISTo  part  of  such  surplus  of  any  bank  shall  be  distributed  as 
patronage  refunds  or  as  dividends.  In  the  event  of  a  net  loss 
in  any  fiscal  year  after  providing  for  all  operating  expenses 
(including  reasonable  valuation  reserves  and  losses  in  excess 
of  any  such  applicable  reserves) ,  such  loss  shall  be  absorbed 
by:  first,  charges  to  the  reserve  account;  second,  charges  to 
surplus  other  than  that  transferred  from  the  production  credit 
corporation  of  the  district;  third,  charges  to  surplus  trans¬ 
ferred  from  the  production  credit  corporation  of  the  district; 
fourth,  the  impairment  of  class  B  stock  and  participation 
certificates;  and  fifth,  the  impairment  of  class  A  stock. 

“  (b)  Patronage  Befunds. — Whenever  at  the  end  of 
its  fiscal  year  a  Federal  intermediate  credit  bank  has  class  A 
stock  outstanding,  patronage  refunds  declared  for  that  year 
shall  be  paid  in  class  B  stock  to  production  credit  associations 
and  in  participation  certificates  to  other  financing  institutions 
borrowing  from  or  rediscounting  with  the  bank  during  the 
fiscal  year  for  which  such  refunds  are  declared.  The  recipi¬ 
ents  of  such  patronage  refunds  shall  not  be  subject  to  Federal 
income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year 
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a  Federal  intermediate  credit  bank  has  no  class  A  stock 
outstanding,  patronage  refunds  declared  for  that  year  may 
be  paid  in  such  class  B  stock  and  participation  certificates  or 
in  cash  as  determined  by  the  bank.  All  patronage  refunds 
shall  be  paid  in  the  proportion  that  the  amount  of  interest 
earned  by  the  bank  on  its  loans  to  and  discounts  for  each 
production  credit  association  or  other  financing  institution 
bears  to  the  total  interest  earned  by  the  bank  on  all  such 
loans  and  discounts  outstanding  during  the  fiscal  year.  Each 
participation  certificate  issued  in  payment  of  patronage  re¬ 
funds  shall  be  in  multiples  of  $5  and  shall  state  on  its  face  the 
rights,  privileges,  and  conditions  applicable  thereto.  Patron¬ 
age  refimds  shall  not  be  paid  to  any  other  Federal  inter¬ 
mediate  credit  bank,  or  to  any  Federal  land  bank  or  bank 
for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or 
Dissolution. — In  the  case  of  liquidation  or  dissolution  of 
any  Federal  intermediate  credit  bank,  after  payment  or  re¬ 
tirement,  as  the  case  may  be,  first,  of  all  liabilities;  second, 
of  all  class  A  stock  at  par;  third,  of  all’ class  B  stock  at  par 
and  all  participation  certificates  at  face  amount;  any  re¬ 
maining  assets  of  the  bank  shall  be  distributed  as  provided 
in  this  subsection.  Any  of  the  surplus  established  pursuant 
to  subsection  (a)  of  this  section  (excluding  that  transferred 
from  the  production  credit  corporation  of  the  district)  which 
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the  Farm  Credit  Administration  determines  was  contributed 
by  financing  institutions,  other  than  the  production  credit 
associations,  rediscounting  with  or  borrowing  from  the  bank 
on  the  effective  date  of  the  Farm  Credit  Act  of  1956  shall 
be  paid  to  such  institutions,  or  their  successors  in  interest  as 
determined  by  the  Farm  Credit  Administration,  and  the  re¬ 
maining  portion  of  such  surplus  (including  that  transferred 
from  the  production  credit  corporation  of  the  district)  shall 
be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata. 
The  contribution  of  each  such  financing  institution  under  the 
preceding  sentence  shall  be  computed  on  the  basis  of  the  ratio 
of  its  patronage  to  the  total  patronage  of  the  bank  from  the 

date  of  organization  of  the  bank  to  the  effective  date  of  the 

y 

Farm  Credit  Act  of  1956.  Any  assets  of  the  bank  then  re¬ 
maining  shall  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 
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1  “Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 

2  when  chartered  and  established,  shall  have  power,  subject 

3  solely  to  the  restrictions,  limitations,  and  conditions  contained 

4  in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad- 

5  ministration  not  inconsistent  with  the  provisions  of  this  Act 

6  “  ( 1 )  to  discount  for,  or  purchase  from,  any  produc- 

7  tion  credit  association  organized  under  the  Farm  Credit 

8  Act  of  1933,  as  amended,  with  its  endorsement,  any 

9  note,  draft,  or  other  such  obligation  presented  by  such 

10  association ;  and  to  make  loans  and  advances  to  any  such 

11  association  secured  by  such  collateral  as  may  he  ap- 

12  proved  by  the  Governor  of  the  Farm  Credit  Ad- 

13  ministration ; 

14  “  (2)  to  discount  for,  or  purchase  from,  any  national 

15  bank,  State  hank,  trust  company,  agricultural  credit 

16  corporation,  incorporated  livestock  loan  company,  sav- 

17  ings  institution,  credit  union,  and  any  association  of  agri- 

18  cultural  producers  engaged  in  the  making  of  loans  to 

19  farmers  and  ranchers,  with  its  endorsement,  any  note, 

20  draft,  or  other  such  obligation  the  proceeds  of  which 

21  have  been  advanced  or  used  in  the  first  instance  for 

22  any  agricultural  purpose,  including  the  breeding,  raising, 

23  fattening,  or  marketing  of  livestock;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
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of  the  Farm  Credit  Administration:  Provided ,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security  of 
collateral  other  than  notes  or  other  such  obligations  of 
farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section;  unless  such  loan 
or  advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose ;  and 
“  (3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal  land 
bank,  or  any  bank  for  cooperatives  organized  under  the 
Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms 
and  at  rates  of  interest  or  discount  approved  by  the  Farm 
Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  by  changing  the  word  “three”  to 
the  word  “five”. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows: 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 
intermediate  credit  bank  shall  bear  such  rates  of  interest 
or  discount  as  the  board  of  directors  of  the  hank  shall  from 
time  to  time  determine  with  the  approval  of  the  Farm  Credit 
Administration,  but  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  be  the  same 
as  those  charged  production  credit  associations.” 
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1  (e)  Section  13  of  the  Federal  Farm  Loan  Act,  as 

2  amended,  is  hereby  amended  by  inserting  in  paragraph 

3  “Seventeenth”,  after  the  words  “Federal  land  hanks”,  a 

4  comma  and  the  words  “to  Federal  intermediate  credit  hanks, 

5  or  to  banks  for  cooperatives  organized  under  the-  Farm 
q  Credit  Act  of  1933,  as  amended,”. 

rj  (f)  Section  203  of  the  Federal  Farm  Loan  Act,  as 
g  amended,  is  amended  (i)  by  inserting  in  subsection  (a) 

9  thereof,  after  the  words  “outstanding  consolidated  debentures” 

10  the  words  “or  other  similar  obligations  and  (ii)  by  insert- 

11  ing  in  subsections  (d)  and  (e)  thereof,  after  the  word 

12  “debentures”  wherever  used  therein,  except  in  the  last 

13  sentence  of  subsection  (d),  the  words  “or  other  similar 

14  obligations”. 

15  Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 

16  1933,  as  amended,  is  amended  to  read  as  follows: 

17  “Sec.  2.  The  Governor  of  the  Farm  Credit  Administra- 

18  tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor’, 

19  is  authorized  and  directed  to  organize  and  charter  twelve 

20  banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 

21  bank  shall  be  established  in  each  city  in  which  there  is 

22  located  a  Federal  land  bank.  The  members  of  the  several 

23  farm  credit  boards  of  the  farm  credit  districts  provided  for 

24  in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 

25  shall  be  ex  officio  the  directors  of  the  respective  banks  for 
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cooperatives.  Such  directors  shall  have  power,  subject  to 
the  approval  of  the  Governor,  to  employ  and  fix  the  compen¬ 
sation  of  such  officers  and  employees  of  such  banks  as  may 
be  necessary  to  carry  out  the  powers  and  duties  conferred 
upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 
amended  by  striking  from  the  first  sentence  the  words  “the 
production  credit  corporations  and”  and  by  striking  from 
the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 
repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  changing  “$120,000,000”  in 
subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  striking 
from  subsection  (b)  thereof  the  words  “the  production  credit 
corporations  and”;  (3)  by  changing  “$40,000,000”  in  sub¬ 
section  (e)  thereof  to  “$100,000,000” ;  and  (4)  b}7  striking 
from  subsection  (e)  thereof  the  words  “and/or  paid-in 
surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows : 

“INVESTMENT  BY  GOVERNOR  IN  STOCK  OF  PRODUCTION 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
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determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fund  authorized  by  section  5  (a)  of  this  Act. 

The  Governor  may  at  any  time  require  any  production 
credit  association  to  retire  and  cancel  any  class  A  stock 
held  by  him  in  such  association  if,  in  his  judgment,  the 
association  has  resources  available  therefor,  and  the  proceeds 
of  such  stock  retirements  shall  be  paid  into  such  revolving  I 
fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  fol¬ 
lows:  “Such  articles  shall  be  signed  by  the  individuals  unit¬ 
ing  to  form  the  association  and  a  copy  thereof  shall  he 
furnished  to  the  Governor.'’ 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 

I 

amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “production  credit  corporations”  and  substituting 
in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 
deleting  the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 
19 


20 


21 

22 


24 

25 


19 

amended,  is  amended  (1)  by  changing-  the  first  sentence 
to  read  as  follows:  “Each  production  credit  association  shall, 
under  such  rules  and  regulations  as  may  be  prescribed  by 
the  fann  credit  board  of  the  district  with  the  approval  of 
the  Farm  Credit  Administration,  invest  its  funds  and  make 
loans  to  farmers  for  general  agricultural  purposes  and  other 
requirements  of  the  borrowers.”;  (2)  by  deleting  the  secoifd 
sentence;  and  (3)  by  striking  from  the  third  sentence  the 
word  “corporation”  and  inserting  in  lieu  thereof  the  words 
“Federal  intermediate  credit  bank”. 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “  (b)  ”  the  words  “or  to  Federal  land  banks  or 
Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “(b)”  the  words  “or  to  Federal  land  banks 
or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  second  sentence  the  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or 
association  ,  and  ( 3 )  by  striking  from  the  third  sentence 
the  words  “production  credit  corporation  or”,  “or  corpora- 
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tion”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
“production  credit  corporation,”;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  words  “production 
credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  first  and  second  sentences  the  words  “asso¬ 
ciations,  or  corporations”  and  “associations,  and  corpora¬ 
tions,”  and  substituting  in  lieu  thereof,  the  words  “or  associ¬ 
ations”  and  “and  associations,”,  respectively;  and  (3)  by 
changing  the  last  sentence  to  read  as  follows:  “The  exemp¬ 
tion  provided  herein  shall  not  appfy  with  respect  to  any 
production  credit  association  or  its  property  or  income  after 
the  class  A  stock  held  in  it  by  the  Governor  has  been  retired, 
or  with  respect  to  any  bank  for  cooperatives  or  its  property 
or  income  after  the  stock  held  in  it  by  the  United  States 
has  been  retired.” 


(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as 


21 


1  amended,  is  amended  (1)  by  striking  out  the  words  “pro- 

2  duction  credit  corporation,”;  and  (2)  by  striking  out  the 

3  words  “association  or  corporation”,  wherever  they  appear 

4  therein,  and  substituting  in  lieu  thereof  the  words  “or 

5  association”. 

6  (q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 

7  hereby  repealed. 

8  Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 

9  1937,  as  amended,  is  amended  (1)  by  striking  from  sub- 

10  section  (d)  (2)  (B)  the  words  “production  credit  cor- 

11  poration  of  the  district”  and  substituting  in  lieu  thereof  the 

12  words  “Governor  of  the  Farm  Credit  Administration”;  and 

13  (2)  by  striking  from  subsection  (h)  the  words  “production 

14  credit  corporation,”. 

15  (b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 

16  amended  (1)  by  striking  from  the  first  sentence  of  subsec- 

17  tion  (a)  the  words  “production  credit  corporation,”;  (2) 

18  by  striking  from  the  third  sentence  of  subsection  (a)  the 

19  word  “three”;  (3)  by  striking  from  the  first  sentence  of 

20  subsection  (b)  the  words  “the  bank  for  cooperatives,  and 

21  the  production  credit  corporation”  and  substituting  in  lieu 

22  thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 

23  by  striking  from  the  last  sentence  of  subsection  (b)  the 

24  words  “production  credit  corporation,”. 

25  Seo.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
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1953  is  amended  by  striking  out  the  words  “production  credit 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 
Act  of  1953  is  amended  to  read  as  follows: 

“  (a)  Any  other  provisions  of  law  to  the  contrary  not¬ 
withstanding,  after  the  effective  date  of  this  Act  any  produc¬ 
tion  credit  association  may,  with  the  approval  of  the  Farm 
Credit  Administration,  issue  nonvoting  preferred  stock,  to  be 
known  as  class  C  stock,  which  may  be  purchased  and  held 
by  the  Governor  of  the  Farm  Credit  Administration  and  by 
investors :  Provided,  That  the  issuance  of  such  stock  shall  be 
authorized  by  vote  of  not  less  than  two-thirds  of  the  outstand¬ 
ing  shares  of  class  A  stock  of  the  association  (other  than 
shares  held  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration)  by  the  holders  thereof  in  person  or  by  proxy  and 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares 
of  class  B  stock  of  the  association  by  the  holders  thereof  in 
person  or  by  proxy;  and  for  this  purpose  holders  of  class  A 
stock  (other  than  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration)  and  holders  of  class  B  stock  shall  be  entitled 
to  one  vote  for  each  share  of  stock  held  by  them.  Payments 
for  such  stock  purchased  by  the  Governor  shall  be  made  out 
of  the  revolving  fimd  created  by  section  5  (a)  of  the  Farm 
Credit  Act  of  1933,  as  amended,  and  the  proceeds  from  the 
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retirement  of  any  such  stock  shall  be  paid  into  such  revolving 
fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture 
Organic  Act  of  1944,  as  amended,  is  hereby  amended  (1) 
by  striking  from  subsection  (a)  the  words  “production 
credit  corporations,”,  wherever  they  appear  therein,  and 
the  word  “corporations,”;  (2)  by  striking  from  subsection 
(b)  the  words  “the  Federal  intermediate  credit  banks,  and 
the  production  credit  corporations”  and  substituting  in  lieu 
thereof  the  words  “and  the  Federal  intermediate  credit 
banks”;  and  (3)  by  striking  from  subsections  (b)  and  (c) 
the  words  “and  corporation”,  “and  corporations”,  and  “cor¬ 
poration,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United 
States  Code,  *are  hereby  amended  by  striking  from  each 
such  section  the  words  “or  in  which  a  production  credit 
corporation  holds  stock”. 

TITLE  II— MISCELLANEOUS  PEO  VISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control 
Act,  as  amended,  is  amended  (1)  by  striking  from  section 
101  the  words  “Federal  Intermediate  Credit  Banks;  Pro¬ 
duction  Credit  Corporations;”;  (2)  by  inserting  in  section 
201  immediately  following  “  (3)  ”  the  words  “Federal  Inter¬ 
mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 
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section  201  to  “(5)”;  and  (4)  by  striking  from  sections 
302  and  303  the  words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  Act,  the  Federal 
intermediate  credit  banks  may  utilize  their  funds  for  ad¬ 
ministrative  expenses  without  regard  to  the  limitations  con¬ 
tained  in  any  other  Act  of  Congress  governing  the  expendi¬ 
ture  of  appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of  the  Revised 
Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 
to  the  last  sentence  immediately  before  the  words  “Federal 
Home  Loan  Banks”,  the  words  “thirteen  banks  for  coopera¬ 
tives  or  any  of  them  or  the”;  and  (2)  by  changing  the  last 
sentence  to  read  as  follows:  “The  limitations  and  restrictions 
herein  contained  as  to  dealing  in  and  underwriting  invest¬ 
ment  securities  shall  not  appty  to  obligations  issued  by  the 
International  Bank  for  Reconstruction  and  Development 
which  are  at  the  time  eligible  for  purchase  by  a  national  bank 
for  its  own  account:  Provided,  That  no  association  shall 
hold  obligations  issued  by  said  bank  as  a  result  of  under¬ 
writing,  dealing,  or  purchasing  for  its  own  account  (and  for 
this  purpose  obligations  as  to  which  it  is  under  commitment 
shall  be  deemed  to  be  held  by  it)  in  a  total  amount  exceed¬ 
ing  at  any  one  time  10  per  centum  of  its  capital  stock  ac¬ 
tually  paid  in  and  unimpaired  and  10  per  centum  of  its 
unimpaired  surplus  fund.” 
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1  Sec.  202.  (a)  This  Act  shall  become  effective  on  Jan- 

2  uary  1  next  following  its  enactment. 

3  (b)  For  purposes  of  applying  the  amendment  in  sec- 

4  tion  103  of  this  Act,  that  part  of  the  fiscal  year  1957  pre- 

5  ceding  the  effective  date  of  this  Act  shall  be  deemed  to  be  a 

6  separate  fiscal  year. 

7  Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  ap- 

8  plication  thereof  to  any  person  or  circumstance,  is  held 

9  invalid,  the  remainder  of  the  Act,  and  the  application  of  such 

10  provisions  to  other  persons  or  circumstances,  shall  not  be 

11  affected  thereby. 

12  (b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 

13  hereby  expressly  reserved. 

Passed  the  House  of  Eepresentatives  May  31,  1956. 

Attest:  EALPH  E.  EOBEETS, 

Clerk. 
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HIGHLIGHTS:  Senate  confirmed  noifMnation  of  Seatoi/ as  Interior  Secretary.  Senate 
passed  independent  offices  and  genial  government  matters  appropriation  bills. 

Senate  committees  reported  bills  to  extend  emergency  farm-loan  law,  merge  inter¬ 
mediate  credit  banks  and  poc's,  and  continue ydxport  control.  Senate  committee  voted 
to  report  bills  to  repeal  authority  of  MEMC/wo  issue  bonds,  authorize  feeding  of 
CCC  grain  to  waterfowl,  approve  an  interXuate  forest  fire  compact,  authorize  land 
purchase  in  Cache  Forest,  require  censuy'aXa  by  economic  class  of  farm,  amend  penal 
provision  of  CCC  Charter  Act,  extend  date  feX^tobacco  quota,  authorize  land  exchanges 
with  Defense  Dept.,  eliminate  requirement  for 'quarantine  notice,  continue  ACP,  pay 
Vpenses  of  soil-water  conservationyadvisory  ccXmittee.  Senate  committee  approved 
procedures  to  select  site  of  animal  disease  laboratory,  also  5  watershed  report: 
Senate  passed  rural  libraries  bi/1.  House  debatedXmtual  security  bill.  Sen. 

Carlson  suggested  location  of  a/imal  disease  laboratbgy  at  Manhattan,  Kans.  Sen# 
(continued  on  page  $) 

SENATE 


1.  NOMINATION  of  Frederic 

p.  8632 


A.  Seaton,  to  be  Secretary  of  thq  Interior,  was  confirmed. 


2.  GENERAL  GOVERN® ’EM! 
bill,  H.  R.  95; 


MATTERS  APPROPRIATION  BILL,  1957. 
Senate  conferees  were  appointed. 


Passed\s  reported  this 
p.  8653 


INDEPENDENT  OFFICES  APPROPRIATION  BILL,  1957.  Passed  with  amendmeTrts  this  bill, 
H.  R.  9739^  Senate  conferees  Trere  appointed,  p.  8653  \ 

Agr/ed  to  an  amendment  by  Sen.  Yourg  to  increase  from  (ilOO,OOo\o  4200,000 
the  ampunt  for  a  survey  of  records  management  activities  (p.  8659).  Agreed  to 
an  amendment  by  Sen.  Humphrey  to  strike  out  the  prohibition  against  FTCVbatis- 
tic/1  analyses  of  the  consumer's  dollar  (p.  8661).  Sen.  Humphrey  commended  the 
wc/k  of  the  National  Science  Foundation  (p.  8661). 


ARM  LOANS.  The  Agriculture  and  Forestry  Committee  reported  with  amendment 


emc 


3559,  to  amend  the  act  of  Aug*  31,  1954,  so  as  to  extend  the  availability  of 
ency  credit  to  farmers  and  stockmen  (S.  Rent,  2144) e  pc  863 4 


■fhis  Committee  also  reported  with  amendments  H.  R.  10285,  to  merge  produc¬ 
tion  credit  corporations  in  Federal  intermediate  credit  banks,  to  provide  for 
retirement  of  Government  capital  in  Federal  intermediate  credit  banks,  and  to 
provide  for  supervision  of  production  credit  associations  (S.  Rept.  2145). 
trr~8634" 


This  Committee  also  voted  to  report  S.  2530,  to  repeal  the 
the  Federal  form  Mortgage  Corporation  to  issue  bonds,  p.  D576 


ithority  of 


5.  EXPORT  CONTROL.  ''The  Banking  and  Currency  Committee  reported  with  amendments 

H.  R.  9052,  to  coHtinue  the  Export  Control  Act  for  an  additional  2  years  (S, 

Rept  a  2147)  *  p.  8634 

6.  AGRICULTURE  AND  FORESTRY  COMMITTEE  voted  to  report  the  flowing  bills:  S.2732, 

to  authorize  the  Interfor  Department  to  feed  CCC  grain^to  waterfowl;  S.  3032, 
approving  the  Middle  Atlantic  Interstate  Forest  Fire /Protect ion  Compact; 

S.  3132,  providing  for  purchase  of  lands  in  the  Cache  National  Forest;  S.  3145, 
to  require  the  Census  Burea^.  to  develop  farm  incomd  data  by  economic  class  of 
farm;  So  3669,  to  amend  the  £>enal  provision  of  tb&  CCC  Charter  Act;  S.  3261,  to  „ 
extend  from  Dec.  1  to  Feb.  1  ■foe  date  by  which  tiie  national  marketing  quota  for 
certain  types  of  tobacco  must  be.  announced;  S/2  572,  authorizing  exchange  of 
forest  lands,  etc.,  with  the  Defep.se  Department;  S.  2$85,  to  authorize  exchange 
of  a  land  tract  at  the  Beltsville  Agricultural  Research  Denter;S.  3046,  to 
eliminate  the  requirement  that  the  Secretary  cf  Agriculture  notify  officials 
of  carriers  of  livestock  of  the  exisxence/ of  a  contagion  quarantine;  S.  3120, 
to  continue  Federal  administration  of  tyfe  Agricult  ural  Conservation  Program; 

S.  3314,  authorizing  payment  of  expenshs\of  the  Advisory  Committee  on  Soil  and 
Mater  Conservation;  and  S.  3344,  authorizing  conveyance  to  Alaska  of  certain 
lands  in  Sitka  known  as  Baranof  Castle  sitd.  The  committee  also  approved  (1) 
procedures  outlined  by  USDA  to  set/up  an  advisory  committee  to  select  a  site  for 
additional  animal  research  facilities  at  a  lo6$tion  other  than  Beltsville,  and 
(2)  the  following  5  watershed  projects*  Little  \fewoka -Graves  Creek,  Okla.;  Bi& 
Ifewoka,  Okla.;  Cummins  Creek,  Tex.;  Upper  Brushy^Creek,  Tex.;  and  Lower  Brushy- 
Creek,  Tex.  p.  D576 

7.  PERSONNEL.  The  Post  Office/and  Civil  Service  Committdq  reported  without  amend¬ 

ment  S.  3681,  to  increase/to  f5,C00  the  total  amount  avperson  may  earn  when 
holding  more  than  one  Federal  job,  without  coming  under N£he  restriction  of  the 
dual  compensation  law  (<S.  Rept.  2143).  p*  8634 

8.  ANIMAL  RESEARCH.  SepC  Carlson  suggested  location  of  the  animal  disease  labora¬ 

tory  at  Manhattan, /Fans c  p.  8639 

9«  WHEAT,  Sen.  Carlson  discussed  the  results  of  a  survey  by  the  Uhls^ann  Grain  Co. 
regarding  the  2-price  wheat  plan.  p.  8639 

10o  POULTRY  INSPECTION.  Sen.  Morse  spoke  in  favor  of  legislation  to  require  poultry 
inspect ioiio  p.  S642 

11c  TRANSPORTATION.  Sen.  Morse  recommended  that  ICC  hold  a  hearing  on  the  flight- 
car  shbrtage.  p.  8670 

/Sen.  Humphrey  requested  ICC  to  do  what  it  can  to  alleviate  the  box-cj 
shortage,  p.  8677 


12.  j^arfiEIGN  AID.  Sen.  Humphrey  inserted  an  article  by  Max  Millikan  and  Walter 
Rostow  recommending  revamping  of  the  foreign  aid  program,  p.  8674 
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June  6  Qegislative  day,  June  4),  1956.— Ordered  to  be  printed 


Mr.  Holland,  from  the  Committee  on  Agriculture  and  Forestry, 

submitted  the  following 


REPORT 


[To  accompany  H.  R.  10285] 

rb  Jk ^ wrf 1  t?  1  ^no o  A  4gncu  1  ture  and  Forestry,  to  whom  was  referred 
tne  DUl  (D.  K.  10285)  to  merge  production  credit  corporations  in  Fed¬ 
eral  intermediate  credit  banks;  to  provide  for  retirement  of  Govern¬ 
ment  capital  m  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other  purposes 
having  considered  the  same,  report  thereon  with  the  recommendation 
that  it  do  pass  with  amendments. 

The  Farm  Credit  Act  of  1953  required  the  Federal  Farm  Credit 
oard,  established  by  that  act,  to  study  and  make  recommendations 
t0  uTe«S  as  5°.  m®thods  whereby  increased  borrower  participation 
•  could  be  effected  m  the  management,  control,  and  ultimate  ownership 
ol  institutions  operating  under  the  supervision  of  the  Farm  Credit 
Administration.  The  Federal  land  banks  have  been  completely 
farmer-owned  since  1947.  The  Farm  Credit  Act  of  1955,  enacted 
during  the  first  session  of  the  84th  Congress,  adopted,  with  minor 
changes,  the  recommendations  of  the  Federal  Farm  Credit  Board 
with  respect  to  the  banks  for  cooperatives.  H.  R.  10285  contains  the 
recommendations  of  the  Federal  Board  with  respect  to  the  production 
credit  corporations  and  the  Federal  intermediate  credit  banks  by  pro- 
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viding  for  merger  of  the  production  credit  corporations  into  the  Fed¬ 
eral  intermediate  credit  banks  and  the  gradual  retirement  of  the  Gov¬ 
ernment  capital  in  these  institutions.  The  enactment  of  this  bill 
would  provide  the  remaining  legislation  necessary  to  permit  ultimate 
private  ownership  and  management  of  all  institutions  operating  under 
the  Farm  Credit  Administration.  Your  committee  believes  that  this 
bill  would  provide  the  means  necessary  to  accomplish  the  major  ob¬ 
jective  of  the  Farm  Credit  Act  of  1953  and  thereby  provide  a  more 
effective  credit  service  to  agriculture. 

The  Senate  companion  bills,  S.  3564,  S.  3549,  and  S.  3550,  were 
referred  to  a  subcommittee  which  held  extensive  hearings  and  favor¬ 
ably  reported  the  legislation  in  the  form  in  which  H.  R.  10285  passed 
the  House  with  the  exception  of  minor  amendments.  The  amend¬ 
ments  recommended  by  the  subcommittee  and  approved  by  the  full 
committee  would  hold  at  the  present  level  of  $130  million  the  aggregate 
amount  of  the  two  revolving  funds  available  for  the  capitalization  of 
the  Federal  intermediate  credit  banks  and  the  production  credit 
associations. 
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Attached  hereto  are  the  subcommittee  report  and  the  report  of 
the  House  Committee  on  Agriculture  which  fully  explain  this  legisla¬ 
tion.  The  bill  was  passed  by  the  House  as  reported  by  the  House 
Agriculture  Committee  with  a  minor  amendment,  enlarging  the 
prohibition  against  distribution  of  the  surplus  of  any  Federal  "inter¬ 
mediate  credit  bank  as  patronage  refunds  so  that  it  also  precludes 
distribution  as  dividends.  The  analysis  contained  in  the  House 
committee  report  has  been  revised  slightly  so  that,  as  contained  herein, 
it  describes  the  bill  with  the  amendments  recommended  by  this 
committee. 

Report  of  the  Subcommittee  of  the  Committee  on 
Agriculture  and  Forestry  on  H.  R.  10285 


Your  Subcommittee  on  Agricultural  Credit  and  Rural 
Electrification,  to  whom  was  referred  the  bill  (H.  R.  10285) 
to  merge  production  credit  corporations  in  Federal  intermedi¬ 
ate  credit  banks;  to  provide  for  retirement  of  Government 
capital  in  Federal  intermediate  credit  banks;  to  provide  for 
supervision  of  production  credit  associations;  and  for  other 
purposes,  having  considered  the  same,  report  thereon  with  the 
recommendation  that  it  pass  with  amendments. 

The  subcommittee  amendments  are  as  follows: 

Page  5,  fine  22,  after  the  word  “to"  insert  “$30,000,000 
plus". 

Page  8,  line  11,  strike  out  “a”. 

Page  17,  line  17,  strike  out  “$100,000,000"  and  insert 
“$70,000,000”. 
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These  amendments  would  have  the  effect  of  limiting  the 
increase  in  the  revolving  fund  available  for  capitalization  of 
the  Federal  intermediate  credit  banks  from  $40  million  to 
$70  million.  As  passed  by  the  House,  the  bill  would  have  in¬ 
creased  this  revolving  fund  to  $  1 00  million .  Under  the  bill  as 
thus  amended  the  aggregate  amount  of  the  two  revolving 
funds  for  the  capitalization  of  the  Federal  intermediate 
credit  banks  and  the  production  credit  associations  would  be 
held  at  the  present  level  of  $130  million  (now  $40  million  for 
Federal  intermediate  credit  banks  and  $90  million  for  produc¬ 
tion  credit),  fflie  Bureau  of  the  Budget  had  questioned  the 
need  for  an  aggregate  increase  in  these  funds  and  your  sub¬ 
committee,  agreeing  with  the  Bureau  of  the  Budget,  is  of  the 
opinion  that  the  amounts  provided  in  the  amended  bill  are 
entirely  adequate  to  meet  the  present  and  foreseeable  credit 
needs  of  these  farm  credit  institutions. 

_  Your  subcommittee  carefully  considered  two  other  objec¬ 
tions  to  the  bill  made  by  the  Bureau  of  the  Budget.  As 
introduced,  H.  R.  10285  provided  that,  upon  liquidation  or 
dissolution  of  the  credit  banks,  after  provision  for  liabilities 
and  retirement  of  all  stock  and  participation  certificates  at 
par,  any  remaining  portion  of  the  surplus  of  the  banks  at  the 
time  of  merger  (amounting  to  approximately  $62  million) 
would  be  paid  to  class  A  (Government)  and  class  B  (produc¬ 
tion  credit  association)  stockholders  pro  rata.  As  passed  by 
the  House,  this  provision  was  amended  to  give  the  OFI’s 
(other  financing  institutions  rediscounting  with  the  banks) 
doing  business  with  the  banks  at  the  time  of  merger  an 
interest,  upon  liquidation  or  dissolution,  in  this  surplus 
(exclusive  of  that  part  transferred  from  the  production  credit 
corporations)  to  the  extent  that  they  have  contributed  to  it 
over  the  period  of  years  since  the  banks  were  first  organized 
in  1923.  Your  subcommittee  feels  that  the  OFI’s  are 
equitably  entitled  to  the  treatment  accorded  them  by  the 
House  committee  amendment  and  that  the  bill  as  passed  by 
the  House  protects  fully  the  interest  of  the  OFI’s  as  well  as 
that  of  the  production  credit  associations.  The  Bureau  of 
the  Budget,  on  the  other  band,  contends  that  if  the  banks  are 
ever  liquidated,  all  of  the  surplus  on  hand  at  the  time  of 
merger  should  be  paid  to  the  Treasury. 

Your  subcommittee  does  not  agree  with  the  Bureau  of  the 
Budget  for  several  reasons.  First,  the  provisions  of  the  bill 
relating  to  the  disposition  of  this  surplus  are  substantially 
the  same  as  the  provisions  of  earlier  legislation  relating  to 
the  comparable  surpluses  of  the  banks  for  cooperatives  and 
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the  Federal  land  banks.  The  Congress  has  recognized  that 
the  surpluses  of  these  institutions  have  been  built  up  through 
the  payment  of  interest  by  farmers  in  amounts  greater  than 
required  to  maintain  the  system.  Your  subcommittee  can 
see  no  justification  for  not  treating  all  farm  credit  institutions 
alike  in  this  respect,  particularly  since  Congress  approved 
the  provision  for  the  banks  for  cooperatives  last  year  over 
similar  objections  of  the  Bureau  of  the  Budget.  Further¬ 
more,  it  should  be  noted  that  this  bill  affords  even  greater 
protection  to  the  surplus  by  reason  of  the  requirement  that, 
if  depleted  by  losses  (the  only  way  it  could  be  depleted  since 
it  may  not  be  paid  out  in  patronage  refunds  or  dividends)  it 
must  be  restored  before  there  can  be  any  other  distribution 
of  earnings.  Second,  if  the  Government  were  given  a  con¬ 
tinuing  interest  in  the  surplus  as  proposed  by  the  Bureau  of 
the  Budget,  the  credit  banks  could  never  be  fully  farmer 
owned  as  was  intended  by  the  Farm  Credit  Act  of  1953. 
Third,  although  most  banks  should  pay  out  in  a  shorter 
period,  it  is  estimated  that  it  may  take  as  much  as  40  years 
for  some  banks  to  retire  all  of  their  Government  capital. 
Thus,  because  of  stock  ownership,  the  Government  will  have 
an  interest  in  the  surplus  for  many  years.  Finally,  under 
present  law  no  credit  bank  has  authority  to  liquidate  volun¬ 
tarily.  If  the  Congress  should  give  its  consent  to  such  liqui¬ 
dation,  which  seems  unlikely,  the  Government  would  receive 
every  dollar  it  has  invested  in  the  banks  before  there  could 
be  any  distribution  of  the  surplus  since,  under  the  bill,  class 
A  (Government)  stock  has  first  call  on  all  assets  in  liquida¬ 
tion,  subject  only  to  the  payment  of  debts. 

The  Bureau  of  the  Budget  also  contends  that  the  banks 
should  remain  under  both  the  budget  and  the  audit  provisions 
of  the  Government  Corporation  Control  Act  until  all 
Government-held  stock  has  been  retired.  Your  subcommit¬ 
tee  feels  that  the  provisions  of  that  act  should  have  the  same 
application  to  the  Federal  intermediate  credit  banks  as  they 
now  have  to  the  banks  for  cooperatives  and  the  Federal  land 
banks.  Therefore,  the  bill  provides  that  only  the  audit 
provisions  of  that  act  shall  apply  to  the  credit  banks,  as  is 
the  case  with  the  banks  for  cooperatives  and  the  Federal  land 
banks. 

The  principal  purpose  of  the  bill  is  to  increase  farmer  parti¬ 
cipation  in  the  management,  control,  and  ownership  of  the 
Federal  intermediate  credit  banks.  It  would  carry  out  the 
recommendations  made  by  the  Federal  Farm  Credit  Board 
with  respect  to  the  production  credit  corporations  and  the 
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Federal  intermediate  credit  banks  pursuant  to  the  Farm 
Credit  Act  of  1953.  The  bill  was  generally  supported  at 
the  hearings  by  the  production  credit  associations  and  most 
of  the  farm  organizations.  It  was  generally  opposed  by  the 
OFI’s.  _  The  bill  is  fully  explained  in  the  report  of  the  House 
Committee  on  Agriculture  attached  hereto  (the  analysis 
contained  therein  being  revised  to  explain  the  bill  with  ‘the 
amendments  recommended  by  your  subcommittee). 

Spessard  L.  Holland,  Chairman. 

Hubert  H.  Humphrey. 

W.  Kerr  Scott. 

Karl  E.  Mundt. 

Andrew  F.  Schoeppel. 


[H.  Rept.  No.  2160,  84th  Cong.,  2d  sess.] 

The  Committee  on  Agriculture,  to  whom  was  referred  the  bill 
(H.  R.  10285)  to  merge  production  credit  corporations  in  Federal 
intermediate  credit  banks  ;  to  provide  for  retirement  of  Government 
capital  in  Federal  intermediate  credit  banks;  to  provide  for  super¬ 
vision  of  production  credit  associations,  and  for  other  purposes, 
having  considered  the  same,  report  favorably  thereon  with  amend¬ 
ments  and  recommend  that  the  bill  do  pass. 

The  amendments  are  as  follows: 

Page  2,  line  1,  strike  out  "farmer  ownership”  and  insert: 

increased  farmer  participation  in  the  management,  control, 
and  ownership. 

Page  3,  lines  4  and  5,  strike  out  "to  be  held  by  him  on  behalf  of 
the  United  States,”. 

Page  12,  lines  16  through  25,  strike  out  the  sentence  beginning  on 
line  16  and  substitute  the  following: 

In  the  case  of  liquidation  or  dissolution  of  any  Federal 
intermediate  credit  bank,  after  payment  or  retirement,  as 
the  case  may  be,  first,  of  all  liabilities;  second,  of  all  class  A 
stock  at  par;  third,  of  all  class  B  stock  at  par  and  all  partici¬ 
pation  certificates  at  face  amount;  any  remaining  assets  of  the 
bank  shall  be  distributed  as  provided  in  this  subsection.  Any 
of  the  surplus  established  pursuant  to  subsection  (a)  of  this 
section  (excluding  that  transferred  from  the  production  credit 
corporation  of  the  district)  which  the  Farm  Credit  Admin¬ 
istration  determines  was  contributed  by  financing  institu¬ 
tions,  other  than  the  production  credit  associations,  redis- 
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counting  with  or  borrowing  from  the  bank  on  the  effective 
date  of  the  Farm  Credit  Act  of  1956  shall  be  paid  to  such 
institutions,  or  their  successors  in  interest  as  determined  by 
the  Farm  Credit  Administration,  and  the  remaining  por- 
tion  of  such  surplus  (including  that  transferred  from  the 
production  credit  corporation  of  the  district)  shall  be  paid 
to  the  holders  of  class  A  and  class  B  stock  pro  rata.  The 
contribution  of  each  such  financing  institution  under  the 
preceding  sentence  shall  be  computed  on  the  basis  of  the 
ratio  of  its  patronage  to  the  total  patronage  of  the  bank 
from  the  date  of  organization  of  the  bank  to  the  effective 
date  of  the  Farm  Credit  Act  of  1956.  Any  assets  of  the  bank 
then  remaining  shall  be  distributed  to  the  holders  of  class  B 
stock  and  the  holders  of  participation  certificates  pro  rata. 

Page  14,  line  25,  strike  out  “  ‘seven’  ”  and  insert  “  ‘five’  ”. 

Pagel5,  lines  10  and  11,  strike  out  all  of  subsection  (e). 

Page  15,  line  12,  strike  out  “(f)”  and  insert  “(e)”. 

Page  15,  following  line  17,  insert  the  following: 

(f)  Section  203  of  the  Federal  Farm  Loan  Act,  as  amended, 
is  amended  (i)  by  inserting  in  subsection  (a)  thereof,  after 
the  words  “outstanding  consolidated  debentures”  the  words 
“or  other  similar  obligations”;  and  (ii)  by  inserting  in 
subsections  (d)  and  (e)  thereof,  after  the  word  “debentures” 
wherever  used  therein,  except  in  the  last  sentence  of  sub¬ 
section  (d),  the  words  “or  other  similar  obligations”. 

Page  17,  beginning  on  line  8,  insert  a  period  after  “Act”  and 
strike  out  the  rest  of  the  sentence. 

Page  18,  line  12,  strike  out  “borrowers”  and  insert  “borrowers.” 

Page  18,  line  13,  insert  “and”  after  the  semicolon. 

Page  18,  lines  15  through  22,  strike  out  the  semicolon  on  line  15, 
insert  a  period,  and  strike  out  the  rest  of  the  sentence. 

Statement 

Section  2  of  the  Farm  Credit  Act  of  1953  (Public  Law  202,  83d 
Cong.,  approved  August  6,  1953)  states  that  it  is  the  policy  of  the 
Congress  “to  encourage  and  facilitate  increased  borrower  participa¬ 
tion  in  the  management,  control,  and  ultimate  ownership  of  the  per¬ 
manent  system  of  agricultural  credit  made  available  through  institu¬ 
tions  operating  under  the  supervision  of  the  Farm  Credit  Adminis¬ 
tration.”  That  section  also  requires  the  Federal  Farm  Credit  Board, 
established  under  the  provisions  of  that  act,  to  make  legislative 
recommendations  for  carrying  that  policy  into  effect,  including  means 
of  increasing  borrower  participation  in  the  ownership  of  the  Federal 
Farm  Credit  System  to  the  end  that  the  investment  of  the  United 
States  in  the  Federal  intermediate  credit  banks,  the  production  credit 
corporations  and  the  banks  for  cooperatives  may  be  retired. 

Pursuant  to  the  obligation  imposed  upon  it  by  the  1953  act,  the 
Federal  Farm  Credit  Board  made  recommendations  in  December  1954 
relating  primarily  to  the  banks  for  cooperatives  and  the  production 
credit  corporations.  The  Farm  Credit  Act  of  1955  (Public  Law  347, 
84th  Cong.,  approved  August  11,  1955)  contained  the  recommenda¬ 
tions  of  the  Federal  Board  with  respect  to  the  banks  for  cooperatives. 


FARM  CREDIT  ACT  OF  1956 


7 


The  recommendations  of  the  Board  with  respect  to  the  production 
credit  corporations  were  not  enacted  because  objections  voiced  at  the 
hearings  indicated  that  the  matter  needed  further  study.  In  addi¬ 
tion,  the  Federal  Board  had  made  no  recommendation  concerning 
the  retirement  of  the  Government  capital  in  the  Federal  intermediate 
credit  banks  and  the  committee  thought  it  advisable  to  consider 
legislation  for  retirement  of  Government  capital  in  both  the  corpora¬ 
tions  and  the  credit  banks  at  the  came  time.  Accordingly,  the  com¬ 
mittee  requested  the  Federal  Board  to  give  further  study  to  the 
short-term  credit  institutions  and  to  make  new  recommendations  at 
the  second  session  of  this  Congress. 

_  The  recommendations  of  the  Federal  Board  relating  to  the  produc¬ 
tion  credit  corporations  and  the  Federal  intermediate  credit  banks  were 
submitted  to  the  Congress  on  March  16,  1956.  H.  R.  10285,  reported 
herewith,  embodies  these  recommendations  of  the  Federal  Board. 

_  At  the  hearings  on  the  bill  numerous  witnesses,  including  representa¬ 
tives  of  the  major  farm  organizations,  appeared  in  support  of  the 
measure,  although  one  farm  organization  suggested  an  amendment 
and  another,  while  not  endorsing  any  bill,  favored  legislation  to  provide 
for  completing  the  “mutualization”  of  the  Farm  Credit  System  and 
the  retirement  of  the  remaining  Government  capital  therein.  The 
amendment  suggested  by  the  farm  organization  would  have  permitted 
other  financing  institutions  (usually  referred  to  in  this  report  as 
“OFI’s”)  organized  and  operated  on  a  cooperative  basis  to  partici¬ 
pate  in  the  purchase  of  the  banks. 

Representatives  of  financing  institutions,  other  than  the  production 
credit  associations,  rediscounting  with  and  borrowing  from  the  inter¬ 
mediate  credit  banks  were  generally  opposed  to  the  bill.  These 
institutions  (the  OFI’s)  were  opposed  to  any  legislation  which  would 
convert  the  intermediate  credit  banks  to  farmer  ownership.  They 
would  prefer  to  see  the  banks  continue  wholly  Government  owned. 
It  was  the  position  of  some,  however,  that  if  the  Congress  felt  com¬ 
pelled  to  enact  legislation,  the  OFI’s  should  be  afforded  the  opportunity 
to  participate  in  the  purchase  and  operation  of  the  credit  banks  on  the 
same  basis  as  the  production  credit  associations.  Other  OFI’s  stated 
that  if  legislation  must  be  passed,  it  should  provide  for  the  retirement 
of  Government  capital  in  the  banks  out  of  earnings  and  that  upon 
retirement  of  all  Government  held  stock,  the  credit  banks  should 
become  nonstock  “public  trusts”  supervised  by  the  Farm  Credit 
Administration  and  operated  in  the  interest  of  all  users  of  the  banks. 

Except  for  the  OFI’s,  only  three  witnesses  appeared  in  opposition  to 
the  bill,  and  their  objections  were  concerned  as  much  with  the  timing 
of  the  legislation  as  with  its  content.  One  of  the  witnesses  requested 
merely  that  the  effective  date  of  the  legislation  be  delayed  for  an 
extended  period  beyond  that  proposed  in  the  bill. 

With  one  exception,  the  committee  made  only  minor  changes  in  the 
bill.  These  changes  will  be  discussed  in  more  detail  in  the  report. 

Federal  Farm  Credit  System 

There  are  in  each  of  the  12  farm  credit  districts  a  Federal  land  bank, 
a  Federal  intermediate  credit  bank,  a  production  credit  corporation’ 
and  a  bank  for  cooperatives.  There  is  a  Central  Bank  for  Coopera¬ 
tives  located  in  the  District  of  Columbia.  Each  district  has  a  district 
farm  credit  board  which  also  serves  as  the  board  of  directors  of  each 
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of  tlie  four  district  institutions.  Each  district  farm  credit  board  con¬ 
sists  of  7  members,  2  elected  by  the  national  farm  loan  associations  of 
the  district,  2  by  the  production  credit  associations  of  the  district, 
1  by  the  cooperative  associations  which  hold  voting  stock  in  the  dis¬ 
trict  bank  for  cooperatives,  and  2  appointed  by  the  Governor  of  the 
Farm  Credit  Administration. 

The  Federal  land  banks  provide  farmers  and  ranchers  with  long-term 
credit  on  farm  real  estate  through  approximately  1,100  national  farm 
loan  associations.  The  Federal  intermediate  credit  banks  discount 
agricultural  paper  for  and  make  loans  to  production  credit  associations 
and  other  financing  institutions  (OFI’s)  which  make  short-and  inter¬ 
mediate-term  loans  to  farmers  and  ranchers.  The  production  credit 
corporations  are  not  themselves  engaged  in  making  loans  but  supervise 
the  production  credit  associations.  The  banks  for  cooperatives  extend 
credit  to  farmers’  cooperative  marketing,  purchasing,  and  service 
cooperatives. 

The  cooperative  Federal  Farm  Credit  System  provides  qualified 
farmers  with  credit  on  a  sound  basis  adapted  to  their  needs  and  at 
interest  rates  based  on  the  cost  of  money  in  the  market  plus  the  cost 
of  operating  the  system,  including  provision  for  adequate  reserves. 
Funds  which  are  loaned  by  the  farm  credit  institutions  are  obtained 
largely  from  the  sale  of  bonds  and  debentures  to  the  investing  public. 

Each  borrower  from  a  Federal  land  bank  is  required  to  become  a 
member  of  the  national  farm  loan  association  through  which  the  loan 
is  made.  The  association  is  a  farmer-owned  cooperative  organization 
chartered  and  supervised  by  the  Farm  Credit  Administration.  The 
borrower  purchases  capital  stock  of  the  association  in  an  amount  equal 
to  5  percent  of  the  amount  of  his  loan  and  the  association  is  required 
to  purchase  an  equal  amount  of  stock  in  the  Federal  land  bank  of  the 
district.  Farmer  members  own  all  the  capital  stock  of  each  of  the 
approximately  1,100  national  farm  loan  associations;  and  the  asso¬ 
ciations,  in  turn,  own  all  of  the  capital  stock  of  the  Federal  land  banks. 
The  Federal  land  bank  system  is  completely  farmer-owned  and  has 
been  since  1947  when  the  last  of  the  Government  capital  was  retired. 

The  production  credit  associations  are  cooperative  organizations 
chartered  by  the  Farm  Credit  Administration  and  supervised  by  the 
production  credit  corporations  and  the  Farm  Credit  Administration. 
Each  borrower  from  a  production  credit  association  is  required  to  own 
class  B  (voting)  stock  in  the  association  in  an  amount  equal  to  5 
percent  of  the  amount  of  the  loan.  The  amount  of  class  A  (nonvoting) 
stock  of  the  associations  originally  owned  by  the  production  credit 
corporations  has  been  reduced  from  a  peak  of  $90  million  to  about 
$2.2  million  and  440  of  the  498  associations  are  now  entirely  farmer- 
owned.  Many  members  of  the  associations  also  own  substantial 
amounts  of  class  A  stock.  The  production  credit  associations  are, 
therefore,  rapidly  becoming  wholly  farmer-owned. 

Under  the  provisions  ol  the  Farm  Credit  Act  of  1955,  enacted 
during  the  1st  session  of  the  84th  Congress,  each  borrower  from  a 
bank  for  cooperatives  is  required  to  purchase  each  quarter  class  C 
(voting)  stock  in  the  bank  in  an  amount  related  to  the  quarterly 
interest  payable  on  its  loans  (from  10  to  25  percent  as  determined  by 
the  bank  with  the  approval  of  the  Farm  Credit  Administration). 
The  annual  net  earnings  of  the  banks,  after  reserves,  dividends  on 
class  B  (investment)  stock,  and  franchise  taxes  are  provided  for,  are 
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required  to  be  distributed  in  class  C  stock  to  borrowing  cooperatives. 
Class  A  (Government-owned)  stock  of  the  banks  is  required  to  be 
retired  each  year  in  a  minimum  amount  equal  to  the  amount  of  class 
C  stock  issued  for  that  year.  Over  a  reasonable  period  of  years  it  is 
expected  that  funds  from  the  interest  “override”  and  from  net  earnings 
will  enable  the  banks  to  retire  all  class  A  stock  now  owned  by  the 
United  States. 

Two  farm  credit  institutions — the  production  credit  corporations 
and  Federal  intermediate  credit  banks— have  always  been  and  still  are 
wholly  Government-owned.  Present  law  does  not  provide  any 
means  of  converting  either  of  them  to  farmer-owned  institutions. 
H.  R.  10285  would  provide  such  means  and  thus  make  it  possible  to 
complete  the  job  of  converting  all  institutions  supervised  by  the 
Farm  Credit  Administration  to  wholly  farmer-owned  institutions. 

Federal  Intermediate  Credit  Banks 

\  The  Federal  intermediate  credit  banks  were  established  in  1923  with 
\'  an  initial  authorized  capital  of  $5  million  for  each  bank  subscribed  by 
the  United  States.  Additional  capital  for  the  credit  banks  was  pro¬ 
vided  by  an  act  of  Congress  approved  January  31,  1934  (48  Stat.  348). 
That  act  made  available  to  the  Farm  Credit  Administration  a  revolv¬ 
ing  fund  of  $40  million  and  authorized  the  Governor,  with  the  ap¬ 
proval  of  the  Secretary  of  the  Treasury,  to  subscribe  for  and  to  pay  in 
such  additional  capital  and  paid-in  surplus  as  he  deemed  necessary  to 
enable  the  credit  banks  to  meet  the  needs  of  eligible  borrowers.  As  of 
December  31,  1955,  the  Government’s  capital  investment  in  the  banks 
was  $62.4  million,  consisting  of  the  original  $60  million  of  capital  stock 
and  $2.4  million  of  paid-in  surplus,  leaving  $37.6  million  in  the  revolv¬ 
ing  fund  available  for  further  investment  in  the  banks. 

The  credit  banks  were  established  to  provide  agriculture  with  a 
permanent,  stable,  and  dependable  source  of  short-and  intermediate- 
term  agricultural  credit.  They  serve  as  banks  of  discount  and  not  as 
direct  lending  banks.  They  were  authorized  initially  to  discount 
agricultural  paper  for  a  number  of  different  kinds  of  private  lending 
agencies  and  later  were  also  authorized  to  discount  such  paper  for  the 
production  credit  associations  organized  under  the  Farm  Credit  Act 
•v  of  1933.  Thus  the  banks  make  no  loans  direct  to  farmers  and  ranchers 
Ijbut  instead  finance  the  production  credit  associations  and  the  OFI’s 
which  make  such  direct  loans.  In  addition,  the  banks  are  authorized 
to  make  loans  to  and  discount  paper  for  the  banks  for  cooperatives 
and  to  make  certain  types  of  direct  loans  to  farmers’  cooperative 
associations. 

As  a  result  of  the  growth  and  development  of  the  production  credit 
system  supervised  by  the  Farm  Credit  Administration,  the  major  part 
of  the  credit  business  of  the  banks  is  now  done  with  the  production 
credit  associations.  During  the  fiscal  year  1955  about  88  percent  of 
the  banks’  average  daily  balances  of  loans  and  discounts  was  accounted 
for  by  the  production  credit  associations.  Among  the  districts  this 
percentage  ranged  from  66  to  96  percent. 

Most  of  the  OFI’s  doing  business  with  the  credit  banks  are  State- 
[  chartered,  privately  capitalized  agricultural  credit  corporations  and 
livestock  loan  companies,  together  with  a  few  commercial  banks. 

The  credit  banks  finance  their  lending  operations  primarily  through 
the  issuance  and  sale  to  the  investing  public  of  consolidated  collateral 
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trust  debentures  and  by  direct  borrowings  from  commercial  banks. 
The  United  States  assumes  no  liability  for  the  debentures  or  other 
obligations  of  the  credit  banks. 

Production  Credit  Corporations 

The  production  credit  corporations  organized  under  the  Farm 
Credit  Act  of  1933,  like  the  Federal  intermediate  credit  banks,  are 
wholly  owned  Government  corporations.  A  revolving  fund  of  $120 
million  was  used  to  capitalize  these  corporations.  As  of  December  31, 
1955,  the  amount  of  stock  of  the  corporations  held  by  the  United 
States  amounted  to  $31,350,000  and  the  earned  surplus  and  reserves 
of  the  corporations  amounted  to  approximately  $13,500,000.  There 
remains  in  the  revolving  fund  $58,650,000  for  future  subscriptions  to 
stock  of  the  corporations,  $30  million  having  been  returned  in  1949 
from  the  revolving  fund  to  the  general  fund  of  the  Treasury. 

The  production  credit  corporations  provide  service  to  and  supervise 
the  production  credit  associations.  They  prescribe  general  loan^ 
policies  for  the  associations  and  guide  them  in  the  application  of  sound® 
credit  principles.  The  corporations  make  credit  examinations  of 
outstanding  loans  on  behalf  of  the  Governor  and  review  lending  and 
collection  policies  of  the  associations.  The  corporations  supplement 
the  capital  of  production  credit  associations  when  necessary  and 
appropriate.  They  also  see  that  the  associations  return  the  corpora¬ 
tion-owned  capital  as  rapidly  as  conditions  will  permit.  The  corpora¬ 
tions  prescribe  or  approve  interest  rates  charged  by  the  associations. 
They  approve  the  compensation  of  association  personnel  and  generally 
guide  the  associations  in  the  conduct  of  their  business. 

Production  Credit  Associations 

The  production  credit  associations  are  federally  chartered  corpora¬ 
tions  which  make  short-  and  intermediate-term  loans  to  farmers  and 
ranchers  within  designated  areas.  Like  the  production  credit  corpora¬ 
tions,  the  associations  were  organized  under  the  Farm  Credit  Act  of 
1933.  Each  production  credit  association  has  two  classes  of  stock — 
class  A  (nonvoting)  which  may  be  issued  to  a  production  credit  cor¬ 
poration  or  to  farmer  members  and  other  investors,  and  class  B 
(voting)  stock  which  may  be  issued  only  to  member  borrowers.  The  d 
associations  are  also  authorized  under  conditions  stated  in  the  Farm  ™ 
Credit  Act  of  1953  to  issue  class  C  stock  but  so  far  none  has  been  issued. 

The  production  credit  corporations  furnished  almost  all  of  the  initial 
capital  of  the  production  credit  associations  through  the  purchase  of 
class  A  stock.  Over  the  years,  farmers  have  purchased  substantial 
amounts  of  class  A  stock  in  their  associations.  Through  purchases 
of  stock  and  the  building  up  of  reserves  and  earned  surplus,  the 
associations  have  been  able  to  retire  most  of  the  $90  million  of  capital 
stock  once  held  by  the  production  credit  corporations.  As  of  Decem¬ 
ber  31,  1955,  less  tlian  $2.2  million  of  the  capital  stock  of  the  associa¬ 
tions  was  owned  by  the  production  credit  corporations  and  440  of  the 
498  associations  are  now  entirely  member  owned. 
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Committee  Amendments 

With  the  exception  of  perfecting  and  clarifying  amendments,  the 
following  is  an  explanation  of  the  committee  amendments  to  the  bill: 

Section  103 

This  section  amends  section  20G  of  the  Federal  Farm  Loan  Act,  as 
amended,  to  provide  a  new  method  of  distribution  of  the  net  earnings 
of  the  Federal  intermediate  credit  banks.  This  section  also  adds  a 
new  provision  relating  to  the  distribution  of  the  assets  of  the  banks  in 
the  event  of  their  liquidation.  Under  the  language  of  the  bill  as 
introduced  the  surplus  of  the  banks  on  the  day  of  merger,  amounting 
to  about  $62  million,  would  have  been  paid  to  the  holders  of  class  A 
(Government)  stock  and  the  holders  of  class  B  (production  credit 
association)  stock  pro  rata.  The  amendment  made  by  the  com¬ 
mittee  would  give  those  OFI’s  doing  business  with  the  banks  on  the 
day  of  merger  an  interest  in  such  surplus  (exclusive  of  that  portion 
transferred  from  the  production  credit  corporations)  to  the  extent  that 
Khe  Farm  Credit  Administration  determines  they  have  contributed  to 
it  over  the  period  of  some  33  years  the  banks  have  been  in  business. 
This  interest  of  the  OFI’s  would  be  computed  on  the  basis  of  the  per¬ 
centage  which  their  business  is  of  the  total  volume  of  business  done 
by  the  banks  since  their  organization  in  1923.  Thus,  under  the 
language  of  the  amendment,  the  OFI’s  would  share  proportionately 
in  whatever  amount  of  such  surplus  remains  on  the  day  of  liquidation. 
Since  the  OFI’s  have  contributed  to  building  the  portion  of  the  surplus 
in  question  (amounting  to  about  $50  million),  the  committee  feels 
that  they  are  equitably  entitled  to  share  proportionately  in  whatever 
amount  of  such  surplus  remains  if  and  when  the  banks  are  liquidated. 
The  remaining  portion  of  such  surplus  (including  the  surplus  trans¬ 
ferred  from  the  production  credit  corporations  in  which  the  OFI’s 
would  have  no  interest)  would,  as  under  the  original  language  of  the 
bill,  be  prorated  among  the  holders  of  class  A  and  class  B  stock. 
While  liquidation  of  the  banks  is  not  contemplated  or  foreseeable,  it 
is  necessary  to  provide  for  that  eventuality  in  order  to  resolve  ques¬ 
tions  of  ownership  contemplated  by  the  policy  declaration  of  the  Farm 
Credit  Act  of  1953. 

Section  104 

|  Under  present  law  the  credit  banks  have  authority  to  discount  paper 
with  maturities  up  to  3  years.  Section  104  (c)  of  the  bill  as  introduced 
would  have  increased  this  limit  to  7  yaars.  While  some  increase  is 
needed  to  permit  production  credit  associations  and  OFI’s  to  meet  the 
demands  of  farmers  and  ranchers  for  longer  term  loans,  particularly  for 
semicapital  purposes  such  as  purchases  of  heavy  farm  machinery  and 
equipment,  the  committee  believes  that  a  period  of  7  years  is  too  long. 
The  committee  amendment  would  reduce  the  limit  in  the  bill  to  5 
years.  This  change  would  enable  primary  lenders  to  provide  more 
effective  credit  service  in  this  field  to  farmers  and  ranchers. 

The  committee  also  deleted  from  the  bill  section  104  (e)  which  would 
have  repealed  the  prohibition  in  existing  law  against  the  credit  banks, 
without  the  approval  of  the  Farm  Credit  Administration,  discounting 
notes  and  other  obligations  upon  which  the  original  borrower  was 
charged  a  rate  of  interest  exceeding  by  more  than  1  %,  percent  the  dis¬ 
count  rate  of  the  bank.  The  committee  feels  that  this  provision  of  the 
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present  law  should  be  retained  as  a  deterrent  against  excessive  interest 
charges  by  lenders  who  wish  to  avail  themselves  of  the  facilities  of  the 
credit  banks.  While  competition  may  accomplish  this  objective  under 
normal  conditions,  it  seems  safer  to  retain  this  authority  in  the  Farm 
Credit  Administration. 

Section  105 

Section  105  (i)  of  the  bill  as  introduced  would  have  permitted  the 
production  credit  associations  to  make  loans  to  their  members  secured 
by  agricultural  commodities  stored  in  bonded  warehouses  without  the 
purchase  of  additional  class  B  stock.  This  provision  of  the  bill  is 
contrary  to  the  requirement,  which  was  a  part  of  the  original  law  set¬ 
ting  up  the  production  credit  system,  that  each  borrower  must  own 
class  B  stock  in  an  amount  equal  to  5  percent  of  the  loan.  This 
requirement  is  basic  to  the  system  and  has  been  a  principal  factor 
in  building  the  present  financial  strength  of  the  associations.  The 
committee  has  deleted  this  provision  from  the  bill  because  it  is 
thought  that,  in  the  long  run,  the  provision  would  do  more  to  weaken^, 
the  system  than  to  strengthen  it.  <  W 

In  regard  to  the  recommendation  by  certain  OFI’s  that  the  bill  be 
amended  to  give  them  the  opportunity  to  participate  in  the  ownership 
and  operation  of  the  banks  on  the  same  basis  as  the  production  credit 
associations,  the  committee  is  of  the  opinion  that  this  would  not  be 
consistent  with  the  policy  with  respect  to  farm  credit  institutions  as 
set  out  in  the  Farm  Credit  Act  of  1953.  The  OFI’s  are,  for  the  most 
part,  organized  and  operated  for  profit  and  are  not  farmer  owned. 
Those  which  are  farmer  owned  are  State-chartered  and  not  federally 
supervised.  The  production  credit  associations,  which  contribute 
nearly  90  percent  of  the  business  of  the  banks,  are  federally  chartered 
and  supervised  and  are  charged  with  a  public  responsibility  as  Federal 
instrumentalities. 

The  Federal  land  banks  became  farmer  owned  several  years  before 
enactment  of  the  1953  act.  Farmer  ownership  of  the  remaining 
district  institutions  was  declared  to  be  a  major  objective  of  that  act. 
The  Farm  Credit  Act  of  1955  provided  the  necessary  legislation  to 
facilitate  farmer  ownership  of  the  banks  for  cooperatives  and  the  bill 
reported  herewith  would  enable  the  remaining  institutions  to 
accomplish  that  objective. 

The  committee  is  satisfied  that  the  proposed  bill  adequatelyJfl 
protects  the  interest  of  the  OFI’s.  The  declared  policy  and  various^! 
specific  provisions  of  the  bill  make  it  abundantly  clear  that  the 
facilities  of  the  credit  banks  shall  continue  to  be  available  to  the  OFI’s 
on  the  same  basis  as  the  production  credit  associations  regardless  of 
the  ownership  of  the  banks. 

The  committee  gave  particular  study  to  two  provisions  of  the  bill 
relating  to  personnel  of  the  merged  institutions  (sec.  101  (c))  and 
to  the  retirement  of  class  B  stock  of  the  production  credit  associations 
after  all  Government-owned  stock  is  retired  (sec.  102). 

The  committee  was  assured  by  officials  of  the  Farm  Credit  Admin¬ 
istration  that  reductions  in  personnel  of  the  production  credit  corpora¬ 
tions  and  the  Federal  intermediate  credit  banks  would  be  brought 
about  largely  by  not  filling  existing  vacancies  and  by  normal  retire¬ 
ments  and  resignations.  Under  the  provisions  of  the  bill,  only  a  few 
of  those  now  employed  by  the  corporations  and  the  banks  would  not 
be  retained  by  the  merged  institutions.  It  should  be  remembered  also 
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that  under  the  provisions  of  the  bill  decisions  on  personnel  matters 
would  rest  with  the  local  board  of  directors  in  each  district  which  could 
be  expected  to  deal  with  personnel  in  an  understanding  and 
sympathetic  manner. 

Some  fear  was  expressed  at  the  hearings  that  the  bill  might  permit 
the  banks,  after  all  Government-held  stock  has  been  retired,  to  retire 
all  class  B  stock  and  thereby  convert  the  banks  into  nonstock  public 
trust  institutions.  It  is  the  opinion  of  the  committee,  however,  that 
under  the  provisions  of  the  bill  such  action  could  not  be  taken  consist¬ 
ent  with  the  declared  policy  of  the  legislation  to  facilitate  farmer 
ownership  of  the  credit  banks.  It  is  the  intent  of  the  legislation  to 
convert  these  banks  into  farmer-owned  institutions  and  it  would  be 
necessary  at  all  times  to  have  class  B  stock  outstanding  in  order  to 
accomplish  that  objective.  The  committee,  therefore,  felt  that  no 
amendment  was  needed  in  this  respect  and  that  the  provisions  of  the 
bill  as  reported  preclude  any  action  on  the  part  of  the  banks  or  the 
Farm  Credit  Administration  to  retire  completely  all  class  B  stock. 


Analysis  of  the  Bill  (With  Senate  Committee  Amendments) 
Short  title 


Section  1  provides  that  the  short  title  of  the  bill  shall  be  the  “Farm 
Credit  Act  of  1956.” 


Declaration  of  policy  (sec.  2) 

Section  2  contains  a  statement  of  policy  with  respect  to  the  proposed 
bill  with  major  emphasis  upon  the  continued  growth  and  development 
of  the  production  credit  associations.  The  express  policy  would  be  to 
give  maximum  authority  to  the  production  credit  associations  to 
determine  the  credit  needs  and  loan  policies  best  adapted  to  the  areas 
which  they  serve,  consistent  with  the  maintenance  of  a  well  coordi¬ 
nated  national  production  credit  system.  The  policy  would  also 
include  assurance  to  other  financing  institutions  of  the  continued  right 
to  borrow  from  and  to  rediscount  agricultural  paper  with  the  credit 
banks  on  a  basis  comparable  with  production  credit  associations. 

TITLE  I — PRODUCTION  CREDIT  SYSTEM 

D Merger  of  production  credit  corporations  in  Federal  intermediate  credit 
banks  (sec.  101) 

Section  101  would  provide  for  the  merger  of  the  production  credit 
corporation  of  each  district  in  the  Federal  intermediate  credit  bank  of 
the  district.  Except  for  stock  in  the  production  credit  associations, 
all  assets  of  the  corporation  would  be  transferred  to  the  bank.  The 
bank  would  also  assume  all  obligations  and  liabilities  of  the  corpora¬ 
tion.  Stock  held  by  the  corporation  in  production  credit  associations 
would  be  transferred  to  the  Governor  and  he  would  cancel  an  equal 
par  amount  of  stock  which  he  now  holds  in  the  corporation. 

Except  for  a  few  functions  vested  in  the  Farm  Credit  Administra¬ 
tion,  the  functions  of  the  production  credit  corporations  in  supervising 
the  production  credit  associations  would  be  transferred  to  the  Federal 
intermediate  credit  banks.  In  order  to  carry  out  the  declared  policy 
with  respect  to  the  production  credit  associations,  the  Farm  Credit 
Administration  would  be  required  to  provide,  by  provisions  in  the 
charter  and  bylaws  of  the  banks,  or  by  rules  and  regulations,  or  both, 
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such  an  organizational  setup  in  the  banks  as  would  assure  proper 
supervision  of  and  assistance  to  the  production  credit  associations  to 
enable  them  to  carry  out  their  function  in  extending  credit  to  farmers 
and  ranchers.  This  would  be  done  in  a  way  which  would  preserve  the 
autonomy  of  the  local  associations  consistent  with  the  operation  of  an 
effective  national  production  credit  system.  The  income  derived 
from  surplus  transferred  from  the  corporations  to  the  credit  banks 
would  be  devoted  to  the  payment  of  the  additional  expense  of  such 
supervision  and  assistance.  This  provision  would  not  require  a 
segregation  of  either  such  income  or  expense,  hence  no  additional 
accounting  cost  would  be  involved. 

Section  lOl  would  also  provide  for  the  termination  of  the  employ¬ 
ment  of  present  officers  and  employees  of  the  production  credit  cor¬ 
porations  and  Federal  intermediate  credit  banks  but  would  require 
the  board  of  directors  of  each  bank,  subject  to  the  approval  of  the 
Farm  Credit  Administration,  to  select  the  officers  and  employees  of 
the  bank  from  the  old  officers  and  employees  of  both  institutions,  to  0 
the  extent  that  they  are  qualified  and  needed.  However,  the  board  * 
would  not  be  bound  to  reemploy  an  officer  or  employee  in  the  same 
capacity  in  which  he  was  employed  just  prior  to  the  effective  date  of 
the  bill.  The  bill  would  require  the  board,  not  later  than  60  days 
before  the  effective  date  of  the  bill,  to  take  the  necessary  action  to 
reemploy  such  officers  and  employees  as  of  such  effective  date.  Thus 
there  would  be  no  break  in  continuity  of  service  of  such  officers  and 
employees. 

Stock  of  the  Federal  intermediate  credit  banks  (sec.  102) 

Section  102  of  the  bill  would  amend  section  205  of  the  Federal  Farm 
Loan  Act  to  provide  two  classes  of  stock  for  the  Federal  intermediate 
credit  banks:  Class  A,  which  would  have  a  par  value  of  $100,  and 
class  B,  which  would  have  a  par  value  of  $5. 

Under  present  law,  there  is  but  one  class  of  stock  for  the  Federal 
intermediate  credit  banks  and  production  credit  corporations,  all  of 
which  is  owned  by  the  United  States. 

Class  A  stock. — Existing  stock  of  each  credit  bank  held  by  the 
Secretary  of  the  Treasury  on  the  effective  date  of  the  bill,  amounting 
to  $60  million  for  all  12  banks,  would  be  transferred  to  the  Governor 
of  the  Farm  Credit  Administration.  The  Governor  would  then  be  M 
authorized  to  reallocate  the  stock  of  the  banks,  by  appropriate  trans-  ” 
fers  of  capital  funds  between  banks,  as  he  determined  necessary  to 
meet  the  needs  of  each  bank.  Following  such  adjustment,  the  then 
existing  stock  of  each  bank  would  be  exchanged  for  an  equal  par 
amount  of  class  A  stock  of  the  bank.  Stock  of  the  production  credit 
corporation  of  the  district  held  by  the  Governor  on  the  effective  date 
of  the  bill,  less  the  amount  canceled  pursuant  to  section  101  (a)  of  the 
bill,  would  be  exchanged  for  an  equal  par  amount  of  class  A  stock  of 
the  bank.  All  class  A  stock  to  be  issued  by  the  credit  banks  would 
be  held  by  the  Governor  on  behalf  of  the  United  States.  No  dividends 
would  be  paid  on  class  A  stock.  At  the  end  of  each  fiscal  year,  each 
bank  would  be  required  to  determine  the  amount  of  class  A  stock  to  be 
retired.  Whenever  the  net  worth  of  the  bank  amounts  to  more  than 
one-sixth  of  its  peak  outstanding  debentures  and  other  such  obliga¬ 
tions,  during  the  immediately  preceding  5  years,  the  minimum  amount 
of  such  stock  which  the  bank  would  be  required  to  retire  would  be  the 
total  amount  of  class  B  stock  and  participation  certificates  issued  for 
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that  year.  Whenever  the  net  worth  of  the  bank  amounts  to  one- 
sixth  or  less  of  such  outstanding  debts,  the  amount  of  class  A  stock 
to  be  retired  would  be  determined  by  the  bank.  As  hereinafter  ex¬ 
plained,  the  net  earnings  of  the  bank,  after  reserves  and  franchise 
taxes  are  provided  for,  would  be  distributed  in  class  B  stock  to  pro¬ 
duction  credit  associations  and  in  participation  certificates  to  other 
financing  institutions  patronizing  the  bank. 

The  proceeds  from  class  A  stock  retirements  of  each  bank  would 
be  paid  into  the  Treasury  as  miscellaneous  receipts  until  there  is  so 
paid  a  sum  equal  to  $30  million  plus  the  amount  of  class  A  stock  of  the 
bank  issued  in  exchange  for  the  stock  of  the  production  credit  corpora¬ 
tion  of  the  district.  The  proceeds  of  any  further  retirements  of  class  A 
stock  of  the  bank  would  go  into  the  revolving  fund  created  by  section 
5  (e)  of  the  Farm  Credit  Act  of  1933,  as  amended.  The  Governor 
would  be  authorized  to  use  such  revolving  fund  to  purchase  class  A 
stock  of  the  banks  and  would  have  discretion  to  determine  when  such 
stock  should  be  retired,  the  proceeds  from  which  would  go  back  into 
the  revolving  fund. 

Class  73  stock. — Class  B  stock  would  be  issued  only  to  production 
credit  associations.  This  stock  would  be  acquired  in  two  ways:  first, 
by  an  initial  subscription  by  each  association  and,  second,  through 
distribution  of  earnings  on  a  patronage  basis  in  class  B  stock.  The 
initial  subscriptions  of  all  production  credit  associations  would  equal 
15  percent  of  the  total  amount  of  class  A  stock  of  all  12  banks.  This 
amount  would  be  apportioned  among  the  associations  on  the  basis 
of  their  use  of  the  banks  over  a  representative  period.  Consequently, 
the  bill  provides  for  such  apportionment  in  two  steps:  first,  the  total 
amount  of  such  subscriptions  would  be  allotted  by  districts  on  the 
basis  of  the  ratio  of  (1)  the  average  amount  of  loan  and  discount 
indebtedness  of  the  production  credit  associations  of  the  district 
during  the  immediately  preceding  5  years  to  (2)  the  average  amount  of 
such  indebtedness  of  all  associations  to  all  hanks  during  such  5-year 
period;  and,  second,  the  portion  so  allotted  to  the  district  would  then 
be  further  allotted  to  individual  associations  on  the  basis  of  the  ratio 
of  (1)  the  average  loan  and  discount  indebtedness  of  each  association 
during  the  immediately  preceding  5  years  to  (2)  the  average  of  such 
indebtedness  of  all  associations  to  the  bank  during  such  5-year  period. 
A  bank  might  also  sell  additional  class  B  stock  with  the  approval  of  the 
Farm  Credit  Administration.  The  purchase  price  of  the  initial  stock 
subscription  required  of  each  production  credit  association  would  be 
paid  over  a  period  of  2  years  following  the  effective  date  of  the  bill. 
Noncumulative  dividends  of  not  to  exceed  5  percent  in  any  year  could 
be  paid  without  preference  on  class  B  stock  and  participation  certifi¬ 
cates  after  all  class  A  stock  has  been  retired.  Any  association  char¬ 
tered  after  the  effective  date  of  the  bill  would  be  required  to  make  an 
initial  investment  of  $5,000  in  class  B  stock,  but  that  amount  would  be 
adjusted  at  the  end  of  5  years  to  an  amount  determined  by  applying  to 
its  average  indebtedness  to  the  bank  the  same  percentage  as  the 
percentage  which  the  initial  subscriptions  of  all  other  production 
credit  associations  was  of  their  indebtedness.  After  all  class  A  stock 
is  retired,  the  bank  may  retire  class  B  stock  at  par  and  participation 
certificates  at  face  amount  in  accordance  with  the  cooperative  principle 
of  retiring  first  the  oldest  outstanding  stock  and  certificates.  It  is 
intended,  however,  that  a  bank  would  at  all  times  have  some  class  B 
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stock  outstanding.  Only  in  this  way  would  it  continue  to  be  farmer 
owned  consistent  with  the  declared  policy  of  the  legislation.  In  the 
event  of  liquidation  or  dissolution  of  a  production  credit  association 
or  other  financing  institution,  the  bank  could  at  any  tune  also  retire 
at  fair  book  value,  not  exceeding  par  or  face  amount,  class  B  stock  and 
participation  certificates  of  the  bank  owned  by  such  association  or 
institution. 

Lien  on  stock  and  participation  certificates. — The  bank  would  have 
a  first  lien  on  all  stock  in  the  bank  owned  by  production  credit  associa¬ 
tions  and  on  all  participation  certificates  owned  by  other  financing 
institutions  as  additional  collateral  for  any  indebtedness  of  the  holders 
to  the  bank.  The  bank  would  be  prohibited,  however,  from  making 
any  loan  or  advance  on  the  security  of  its  own  stock  or  participation 
certificates.  If  the  debt  of  a  production  credit  association  or  other 
financing  institution  is  in  default,  the  bank  could  retire  and  cancel  the 
debtor’s  stock  or  participation  certificates  in  the  bank  at  the  fair  book 
value,  not  exceeding  par  or  face  amount,  in  total  or  partial  liquidation  M 
of  the  debt. 

Application  of  earnings;  distribution  of  assets  upon  liquidation  (sec.  108 ) 

Section  103  of  the  bill  would  amend  section  206  of  the  Federal  Farm 
Loan  Act  to  provide  a  new  method  of  application  of  net  earnings  of  the 
banks.  The  net  earnings  of  a  bank  would  be  the  amount  of  income  re¬ 
maining  after  all  operating  expenses  are  paid  or  provided  for,  including 
the  establishment  of  reasonable  valuation  reserves  and  the  making 
good  of  any  losses  in  excess  of  any  such  applicable  valuation  reserves. 
The  net  earnings  would  be  applied  as  follows: 

1.  Restoring  impairment  of  capital  stock  and  participation  certifi¬ 
cates. — If  the  board  of  directors  determines  that  the  capital  stock  and 
the  participation  certificates  of  the  bank  are  impaired,  the  net  earnings 
would  be  applied  first  toward  the  restoration  of  the  amount  of  such 
impairment. 

2.  Restoring  impairment  of  surplus  account. — If  the  board  of  directors 
determines  that  the  surplus  account  of  the  bank  is  impaired,  the 
remaining  net  earnings  would  be  used  to  restore  the  amount  of  such 
impairment. 

3.  Creation  and  maintenance  of  reserve  account. — After  restoration 

of  any  impairment  of  capital  stock,  participation  certificates,  and  M 
surplus  account,  25  percent  of  any  remaining  net  earnings  would  be  ^)| 
used  to  create  and  maintain  a  reserve  account  equal  to  25  percent  of 
the  outstanding  capital  stock  and  participation  certificates  of  the 
bank.  However,  if  at  the  end  of  any  fiscal  year  the  sum  of  the 
surplus  and  the  reserve  account  is  less  than  the  bank’s  outstanding 
capital  stock  and  participation  certificates,  the  bank  would  continue 
to  apply  such  25  percent  of  earnings  to  the  reserve  account  until  the 
sum  of  the  surplus  and  the  reserve  account  is  equal  to  its  outstanding 
capital  stock  and  participation  certificates.  Amounts  carried  to  the 
reserve  account  would  not  be  allocated  but  would  be  retained  as  a 
protection  against  losses,  thereby  adding  strength  to  the  capital 
structure  of  the  bank. 

4.  Franchise  tax. — If  during  all  or  any  part  of  its  fiscal  year  the 
Governor  held  stock  in  a  bank,  the  bank,  after  making  the  required 
transfer  to  the  reserve  account,  would  pay  a  franchise  tax  to  the 
United  States  equal  to  25  percent  of  its  net  earnings  then  remaining, 
but  not  exceeding  a  rate  of  return  on  the  Government’s  investment 
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in  the  bank  calculated  at  a  rate  equal  to  the  computed  average  annual 
rate  of  interest  on  all  public  issues  of  public  debt  obligations  of  the 
United  States  issued  during  the  fiscal  year  of  the  Treasury  ending 
next  before  such  tax  is  due.  The  tax  would  be  due  on  the  last  day 
of  the  bank’s  fiscal  year  and  the  applicable  rate  of  interest  would  be 
the  rate  for  the  last  preceding  full  fiscal  year  of  the  Treasury. 

5.  Dividends  on  class  B  stock  and  participation  certificates. — When 
the  bank  has  no  class  A  stock  outstanding,  net  earnings  remaining 
would  be  available  for  the  payment  of  dividends  on  class  B  stock 
and  participation  certificates. 

6.  Patronage  refunds. — The  balance  of  any  net  earnings  remaining 
after  application  as  explained  above  would  be  distributed  as  patronage 
refunds.  When  the  bank  has  class  A  stock  outstanding,  patronage  re¬ 
funds  would  be  paid  in  class  B  stock  to  production  credit  associations 
and  in  participation  certificates  to  other  financing  institutions  patron¬ 
izing  the  bank.  After  all  class  A  stock  is  retired,  the  bank  could  pay 
patronage  refunds  in  such  class  B  stock  and  participation  certificates 
or  in  cash  as  determined  by  the  bank.  The  recipients  of  patronage 
refunds  in  the  form  of  class  B  stock  and  participation  certificates, 
made  when  the  bank  at  the  end  of  its  fiscal  year  has  class  A  stock 
outstanding,  would  not  be  subject  to  Federal  income  taxes  on  such 
refunds.  Such  tax  exemption  would  not  apply  when  the  bank  has 
no  class  A  stock  outstanding.  All  such  refunds  would  be  paid  in  the 

fjroportion  that  the  amount  of  interest  earned  by  the  bank  on  the 
oans  to  and  discounts  for  each  patron  bears  to  the  total  interest 
earned  by  the  bank  on  all  loans  and  discounts  outstanding  during  the 
fiscal  year.  Participation  certificates  would  be  issued  in  multiples 
of  $5  and  would  state  on  their  face  the  rights,  privileges,  and  condi¬ 
tions  applicable  thereto.  Patronage  refunds  would  not  be  paid  to  any 
other  Federal  intermediate  credit  bank,  or  any  bank  for  cooperatives 
or  Federal  land  bank. 

7.  Disposition  of  losses. — A  net  loss  in  any  fiscal  year  would  be 
absorbed  by:  first,  charges  to  the  reserve  account;  second,  charges 
to  surplus  other  than  that  transferred  from  the  production  credit 
corporation;  third,  charges  to  surplus  transferred  from  the  production 
credit  corporation;  fourth,  the  impairment  of  class  B  stock  and  par- 
cipation  certificates;  and  fifth,  the  impairment  of  class  A  stock. 

On  the  effective  date  of  the  bill,  each  bank  would  also  be  required  to 
establish  a  surplus  account  consisting  of  its  earned  surplus,  its  reserve 
for  contingencies,  and  the  surplus  of  the  production  credit  corporation 
transferred  to  the  bank.  This  surplus  would  not  be  allocated  and  it 
could  not  be  distributed  as  patronage  refunds.  Instead,  it  would 
remain  as  a  part  of  the  permanent  capital  structure  of  the  bank.  It 
would,  however,  be  available  to  absorb  losses,  as  indicated  above. 

Section  103  also  provides  for  the  distribution  of  assets  upon  liquida¬ 
tion  or  dissolution  of  a  bank.  In  that  event,  all  liabilities  would  first 
be  paid  or  payment  thereof  provided  for.  Next,  all  class  A  stock 
would  be  retired  at  par,  and  then  all  class  B  stock  and  participation 
certificates  would  be  retired  at  par  or  face  amount,  as  the  case  may  be. 
Any  remaining  assets  would  be  distributed  as  follows:  First,  any 
surplus  established  on  the  effective  date  of  the  legislation,  as  provided 
in  section  103  (except  that  transferred  from  the  production  credit 
corporation  of  the  district),  which  the  Farm  Credit  Administration 
determines  was  contributed  by  financing  institutions,  other  than 
production  credit  associations,  doing  business  with  the  bank  on  the 
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effective  date  of  the  legislation  would  be  paid  to  such  institutions,  or 
their  successors,  and  the  balance  of  such  surplus  (including  that 
transferred  from  the  production  credit  corporation  of  the  district) 
would  be  paid  to  the  holders  of  class  A  stock  and  class  B  stock  pro  rata; 
and  second,  any  residual  assets  would  be  distributed  to  the  holders 
of  class  B  stock  and  the  holders  of  participation  certificates  pro  rata. 

Discounts  and  loans  (sec.  10f ) 

Under  present  law,  the  banks  may  make  loans  to  production  credit 
associations  upon  security  approved  by  the  Governor,  such  as  Govern¬ 
ment  bonds,  but  loans  to  other  financing  institutions  may  be  made 
only  on  the  security  of  paper  eligible  for  discount  by  the  bank. 
Section  104  (b)  of  the  bill  would  amend  section  202  (a)  of  the  Federal 
Farm  Loan  Act  to  authorize 'the  credit  banks  to  make  loans  and 
advances  to  both  production  credit  associations  and  other  financing 
institutions  on  the  security  of  collateral  approved  by  the  Governor. 
However,  under  the  language  of  the  bill,  any  loan  to  such  other 
financing  institution  could  be  made  only  to  enable  such  institution  to  £1 
make  or  carry  loans  for  any  agricultural  purpose.  The  amendment  ^1 
also  restates  the  rediscounting  and  lending  authority  of  the  credit 
banks,  and  the  banks  would  continue,  as  heretofore,  to  serve  both 
production  credit  associations  and  other  financing  institutions  in  the 
continental  United  States  and  in  Alaska,  Puerto  Rico,  and  Hawaii. 

Section  104  (b)  of  the  bill  also  would  repeal  the  authority  of  the 
credit  banks  to  make  direct  loans  to  farmers’  cooperative  associations, 
except  to  enable  such  associations  to  make  loans  to  farmers  and 
ranchers  for  agricultural  purposes.  This  change  would  eliminate 
duplication  of  lending  functions  of  the  credit  banks  and  the  banks  for 
cooperatives.  This  section  would  also  permit  one  credit  bank  to 
make  loans  (by  discount  or  otherwise)  to  another  such  bank  or  to 
any  land  bank  or  bank  for  cooperatives,  upon  terms  and  at  interest 
rates  approved  by  the  Farm  Credit  Administration. 

Section  104  (c)  of  the  bill  would  permit  the  credit  banks  to  make 
loans,  advances  and  discounts  with  maturities  at  the  time  they  are 
made  or  discounted  of  not  more  than  5  years.  The  limit  under  present 
law  is  3  years. 

Discount  rates. — Section  104  (d)  of  the  bill  would  repeal  the  present 
provision  of  law  which  relates  discount  and  interest  rates  to  the  interest 
rate  borne  by  the  last  preceding  issue  of  credit  bank  debentures.  ^ 
Instead  each  bank  would  be  authorized  to  determine  the  discount  and  * 
interest  rates  to  be  charged  on  its  discounts  and  loans,  subject  to  the 
approval  of  the  Farm  Credit  Administration.  Rates  charged  financ¬ 
ing  institutions  of  the  kind  described  in  section  202  (a)  (2)  of  the  Fed¬ 
eral  Farm  Loan  Act,  as  amended  by  section  104  (b)  of  the  bill,  would 
be  the  same  as  those  charged  the  production  credit  associations. 

Section  104  (e)  of  the  bill  would  authorize  the  Federal  land  banks 
to  make  loans  to  Federal  intermediate  credit  banks  or  to  banks  for 
cooperatives  upon  terms  approved  by  the  Farm  Credit  Administration. 
Section  104  (f)  of  the  bill  would  specifically  extend  to  “other  similar 
obligations”  the  authority  of  the  Federal  intermediate  credit  banks 
to  issue  consolidated  debentures.  This  would  clarify  the  authority  of 
the  banks  to  issue  consolidated  short-term  notes  or  bills. 

Amendments  to  the  Farm  Credit  Act  of  1933  (sec.  105) 

The  production  credit  corporations  were  organized  and  chartered 
under  the  Farm  Credit  Act  of  1933.  Section  105  of  the  bill  contains 
a  number  of  amendments  to  the  1933  act  which  would  repeal  provisions 
of  that  act  as  they  apply  to  the  corporations. 
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Section  105  (a)  of  the  bill  would  repeal  the  authority  of  the  Governor 
to  organize  and  charter  production  credit  corporations;  section  105  (b) 
would  repeal  the  provision  relating  to  charters  and  bylaws  insofar  as  it 
applies  to  production  credit  corporations;  and  section  105  (c)  would 
repeal  the  section  relating  to  the  capital  stock  of  the  production  credit 
corporations. 

Section  105  (d)  would  amend  section  5  of  the  1933  act  to  reduce  to 
$60  million  the  revolving  fund  which  under  the  bill  would  be  available 
for  the  purchase  by  the  Governor  of  stock  in  production  credit  asso¬ 
ciations.  This  revolving  fund  was  originally  $120  million  but  $30 
million  thereof  was  returned  in  1949  to  miscellaneous  receipts  of  the 
Treasury.  This  section  would  also  increase  from  $40  million  to  $70 
million  the  revolving  fund  out  of  which  the  Governor  is  authorized, 
with  the  approval  of  the  Secretary  of  the  Treasury,  to  purchase 
capital  stock  of  the  credit  banks. 

Section  105  (e)  would  amend  section  6  of  the  1933  act  to  authorize 
the  Governor  of  the  Farm  Credit  Administration  to  purchase  class  A 
stock  in  production  credit  associations.  This  authority  is  now  vested 
in  the  production  credit  corporations.  This  transfer  of  authority 
from  the  corporations  to  the  Governor  would  not  change  the  status  of 
production  credit  associations  insofar  as  concerns  laws  relating  gen¬ 
erally  to  corporations  partially  owned  or  controlled  by  the  Govern¬ 
ment.  Payments  for  such  stock  purchased  by  the  Governor  would 
be  made  out  of  the  $60  million  revolving  fund  authorized  by  section 
5  (a)  of  the  1933  act  as  amended  by  section  105  (d)  of  the  bill,  and  the 
proceeds  of  retirements  of  any  such  class  A  stock  would  be  paid  into 
such  revolving  fund. 

Section  105  (f)  of  the  bill  would  repeal  the  requirement  that  a  pro¬ 
duction  credit  association  furnish  the  production  credit  corporation 
of  the  district  with  a  copy  of  its  articles  of  incorporation;  section  105 
(g)  would  substitute  the  Governor  for  the  production  credit  corpora¬ 
tion  as  the  proper  holder  of  stock  of  a  production  credit  association 
and  repeal  the  authority  of  the  president  of  the  production  credit 
corporation  as  to  approval  and  removal  of  association  officers  and 
directors,  matters  which  could  properly  be  provided  for  in  bylaws 
approved  by  the  Governor;  section  105  (h)  would  substitute  the  credit 
bank  for  the  production  credit  corporation  as  the  institution  to  approve 
the  minimum  surplus  account  of  the  production  credit  association  and 
the  payment  of  dividends  by  a  production  credit  association;  section 
105  (i)  would  provide  that  rules  and  regulations  governing  the  terms 
and  conditions  of  loans  by  production  credit  associations  shall  be 
prescribed  by  the  district  farm  credit  board  with  the  approval  of  the 
Farm  Credit  Administration,  authorize  production  credit  associations 
to  make  loans  to  farmers  for  general  agricultural  purposes  and  their 
other  requirements,  and  vest  authority  in  the  credit  bank  to  approve 
certain  “excess”  production  credit  association  loans  (an  authority  now 
vested  in  the  production  credit  corporation);  sections  105  (j)  and  105 
(k)  would  authorize  any  bank  for  cooperatives  to  make  loans  to  a 
land  bank  or  intermediate  credit  bank  upon  terms  approved  by  the 
Farm  Credit  Administration ;  section  105  (1)  would  remove  the  produc¬ 
tion  credit  corporations  from  the  provisions  setting  forth  the  general 
powers  of  certain  farm  credit  institutions;  section  105  (m)  would  re¬ 
move  the  production  credit  corporations  from  the  provision  relating 
to  examinations  by  examiners  designated  by  the  Governor;  section 
105  (n)  would  remove  the  production  credit  corporations  from  the 
provision  designating  certain  farm  credit  institutions  as  fiscal  agents 
of  the  United  States;  section  105  (o)  would  remove  the  production 
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credit  corporations  from  the  provisions  exempting  farm  credit  institu¬ 
tions  from  certain  taxes;  section  105  (p)  would  remove  the  production 
credit  corporations  from  the  provision  relating  to  liquidation  of  farm 
credit  institutions;  and  section  105  (q)  would  repeal  the  authority  of 
the  production  credit  associations  to  make  loans  to  farmers  for  home 
alterations,  repairs,  and  improvements  without  the  purchase  of  class 
B  stock  in  the  associations. 


Amendments  to  the  Farm  Credit  Act  of  1937  (sec.  106) 

Section  106  of  the  bill  contains  technical  amendments  to  the  1937 
act  required  by  reason  of  the  merger  of  production  credit  corporations 
in  the  Federal  intermediate  credit  banks.  For  example,  section  106  (a) 
would  substitute  the  Governor  for  the  production  credit  corporation  in 
a  provision  which  refers  to  stock  of  the  production  credit  associations 
held  by  the  production  credit  corporation.  Also,  by  way  of  example, 
section  106  (b)  would  remove  the  production  credit  corporations  from 
the  provision  which  authorizes  the  district  institutions  to  employ  m. 
joint  officers  and  employees.  ^ 

Amendments  to  the  Farm  Credit  Act  of  1953  (sec.  107) 

Section  107  of  the  bill  contains  technical  amendments  to  the  1953 
act  required  by  reason  of  the  merger  of  the  corporations  in  the  banks. 
Section  107  (a)  substitutes  the  credit  bank  for  the  production  credit 
corporation  as  the  institution  to  which  the  Governor  is  directed  to 
delegate,  under  certain  circumstances,  his  responsibilities  for  super¬ 
vision  of  the  production  credit  associations.  Section  107  (b)  sub¬ 
stitutes  the  Governor  for  the  production  credit  corporation  as  the 
proper  person  to  authorize  the  issuance  of  class  C  stock  by  a  production 
credit  association  and  directs  that  payments  for  such  stock  purchased 
by  the  Governor  shall  be  made  out  of  the  revolving  fund  authorized 
by  section  5  (a)  of  the  1933  act,  as  amended. 

Other  amendments  (sec.  108) 

Section  108  of  the  bill  would  amend  the  Department  of  Agriculture 
Organic  Act  of  1944  by  deleting  the  production  credit  corporations 
from  those  provisions  authorizing  assessments  of  the  district  institu¬ 
tions  for  expenses  of  the  Farm  Credit  Administration. 

Section  109  of  the  bill  would  amend  two  sections  of  the  Criminal 
Code  to  delete  the  language  “or  in  which  a  production  credit  corpora- • 
tion  holds  stock.”  The  Farm  Credit  Act  of  1933  authorized  the  ™ 
production  credit  corporation  to  subscribe  and  pay  for  stock  in  a 
production  credit  association  not  organized  under  that  act  if  such 
association  was  controlled  by  a  farmers’  cooperative  association.  No 
production  credit  corporation  has  ever  held  stock  in  any  such  produc¬ 
tion  credit  association.  This  authority  in  the  1933  act  is  repealed 
by  the  bill  and  it  is  appropriate  to  delete  the  reference  in  the  Criminal 
Code  to  any  such  production  credit  association. 


TITLE  II — MISCELLANEOUS  PROVISIONS 

Designation  of  credit  banks  as  mixed-owner ship  Government  corporations 
(Sec.  201) 

Section  201  (a)  of  the  bid  would  remove  the  production  credit 
corporations  from  the  provisions  of  the  Government  Corpoiation 
Control  Act.  This  section  would  also  redefine  the  Federal  inter¬ 
mediate  credit  banks  as  “mixed-ownership”  Government  corporations 
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instead  of  wholly  owned  Government  corporations.  Titles  II  and 
III  relating  primarily  to  audit  by  the  General  Accounting  Office  would 
continue  to  apply  to  the  banks.  Section  201  (b)  of  the  bill  would 
authorize  the  banks,  after  the  effective  date  of  the  bill,  to  use  their 
funds  for  administrative  expenses  without  regard  to  the  provisions  of 
any  other  act  of  Congress  governing  the  expenditure  of  appropriated 
funds.  Section  201  (c)  would  amend  the  National  Bank  Act  to  remove 
the  present  limitation  on  national  banks  investing  in  debentures  issued 
by  the  banks  for  cooperatives.  A  national  bank  is  now  prohibited 
from  investing  in  such  securities  an  amount  exceeding  10  percent  of 
its  capital  stock  actually  paid  in  and  unimp  lired  and  10  percent  of  its 
unimpaired  surplus.  This  limitation  is  not  applicable  to  bonds  issued 
by  the  Federal  land  banks  or  to  debentures  issued  by  the  intermediate 
credit  banks,  and  the  proposed  amendment  would  place  all  such  farm 
credit  securities  on  the  same  basis  insofar  as  their  purchase  by  the 
national  banks  is  concerned. 

Section  202  would  provide  an  effective  date  of  January  1  next  fol¬ 
lowing  the  enactment  of  the  bill.  This  section  would  also  define,  for 
the  purpose  stated,  the  6  months  preceding  such  effective  date  as  a 
separate  “fiscal  year.” 

Section  203  of  the  bill  contains  the  usual  separability  provision  and 
reserves  the  right  to  alter,  amend,  or  repeal  the  enacted  bill. 


Changes  in  Existing  Law 

In  compliance  with  subsection  (4)  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as 
reported,  are  shown  as  follows  (existing  law  proposed  to  be  omitted 
is  enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman) : 


Act  of  July  17,  1916 


AN  ACT  To  provide  capital  for  agricultural  development,  to  create  standard 
forms  of  investment  based  upon  farm  mortgage,  to  equalize  rates  of  interest 
upon  farm  loans,  to  furnish  a  market  for  United  States  bonds,  to  create  Govern- 
xnent  depositaries  and  financial  agents  for  the  United  States,  and  for  other  pur¬ 
poses. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  the  short  title  of  this 
Act  shall  be  “The  Federal  Farm  Loan  Act.” 

******* 


Sec.  13. 

*****  *  * 

Seventeenth.  To  make  loans  to  other  Federal  land  banks,  to 
Federal  intermediate  credit  banks,  or  to  banks  for  cooperatives  organized 
under  the  Farm  Credit  Act  of  1983,  as  amended,  upon  such  terms  and 
conditions  as  may  be  approved  by  the  Farm  Credit  Administration. 

******* 

Sec.  201. 

******* 

(b)  One  such  institution  shall  be  established  in  each  farm  credit 
district  in  the  same  city  as  the  Federal  land  bank  of  the  district.  I  he 


22 


FARM  CREDIT  ACT  OF  1956 


members  of  the  several  farm  credit  boards  of  the  farm  credit  districts 
provided  for  in  the  Farm  Credit  Act  of  1937  shall  be  ex  officio  the 
directors  of  the  several  Federal  intermediate  credit  banks  herein 
provided  for  and  shall  have  power,  subject  to  the  approval  of  the 
Farm  Credit  Administration,  to  employ  and  fix  the  compensation  of 
such  officers  and  employees  of  such  Federal  intermediate  credit  banks 
as  may  be  necessary  to  carry  on  the  business  authorized  by  this  title. 
The  directors  shall  have  power,  subject  to  the  approval  of  the  Farm  Credit 
Administration,  to  adopt  such  bylaws  as  may  be  necessary  for  the  conduct 
of  the  business  of  the  banks. 

******* 
[Sec.  202.  (a)  That  Federal  Intermediate  Credit  Banks,  when 
chartered  and  established,  shall  have  power,  subject  solely  to  such 
restrictions,  limitations,  and  conditions  as  may  be  imposed  by  the 
Farm  Credit  Administration  not  inconsistent  with  the  provisions  of 
this  Act — - 

[(1)  To  discount  for,  or  purchase  from,  any  national  bank, 
and/or  any  State  bank,  trust  company,  agricultural  credit 
corporation,  incorporated  livestock  loan  company,  savings  insti¬ 
tution,  cooperative  bank,  credit  union,  cooperative  association 
of  agricultural  producers,  organized  under  the  laws  of  any  State 
or  of  the  Government  of  the  United  States,  and/or  any  other 
Federal  Intermediate  Credit  Bank,  with  its  indorsement,  any 
note,  draft,  bill  of  exchange,  debenture,  or  other  such  obligation 
the  proceeds  of  which  have  been  advanced  or  used  in  the  first 
instance  for  any  agricultural  purpose  or  for  the  raising,  breeding, 
fattening,  or  marketing  of  livestock;  and  to  make  loans  or 
advances  direct  to  any  "such  organization,  secured  by  such  obli¬ 
gations;  and  to  discount  for,  or  purchase  from,  any  production 
credit  association  or  bank  for  cooperatives  organized  under  the 
Farm  Credit  Act  of  1933,  or  any  production  credit  association 
in  which  a  Production  Credit  Corporation  organized  under  such 
Act  holds  stock,  with  its  indorsement,  any  note,  draft,  bill  of 
exchange,  debenture,  or  other  such  obligation  presented  by  such 
association  or  bank,  and  to  make  loans  and  advances  direct  to 
any  such  association  or  bank  secured  by  such  collateral  as  may 
be  approved  by  the  Governor  of  the  Farm  Credit  Administration; 

[(2)  To  buy  or  sell,  with  or  without  recourse,  debentures 
issued  by  any  other  Federal  intermediate  credit  bank;  and 

[(3)  To  make  loans  or  advances  direct  to  any  cooperative 
association  organized  under  the  laws  of  any  State  and  composed 
of  persons  engaged  in  producing,  or  producing  and  marketing, 
staple  agricultural  products,  or  livestock,  if  the  notes  or  other 
such  obligations  representing  such  loans  are  secured  by  ware¬ 
house  receipts,  and/or  shipping  documents  covering  such  prod¬ 
ucts,  and/or  mortgages  on  livestock,  and/or  such  other  collateral 
as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Admin¬ 
istration:  Provided,  That  no  such  loan  or  advance,  when  secured 
only  by  warehouse  receipts  and/or  shipping  documents,  and/or 
mortgages  on  livestock,  shall  exceed  7 5  per  centum  of  the  market 
value  of  the  products  covered  by  said  warehouse  receipts  and/or 
shipping  documents,  or  of  the  livestock  covered  by  said  mort¬ 
gages;  and  to  accept  drafts  or  bills  of  exchange  issued  or  drawn 
by  any  such  association  when  secured  by  warehouse  receipts 
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and/or  shipping  documents  covering  staple  agricultural  products 
as  herein  provided,  at  such  rates  of  commission  as  may  be 
approved  by  the  Governor  of  the  Farm  Credit  Administration.] 

Sec.  202.  (a)  The  Federal  intermediate  credit  banks,  when  chartered 
and  established,  shall  have  power,  subject  solely  to  the  restrictions,  limita¬ 
tions,  and  conditions  contained  in  this  Act  or  as  may  be  prescribed  by 
the  Farm  Credit  Administration  not  inconsistent  with  the  provisions  of 
this  Act — 


) 


) 


( 1 )  to  discount  for ,  or  purchase  from,  any  production  credit  asso¬ 
ciation  organized  under  the  Farm  Credit  Act  of  1933,  as  amended, 
with  its  endorsement,  any  note,  draft,  or  other  such  obligation  pre¬ 
sented  by  such  association;  and  to  make  loans  and  advances  to  any 
such  association  secured  by  such  collateral  as  may  be  approved  by 
the  Governor  of  the  Farm  Credit  Administration; 

{2)  to  discount  for,  or  purchase  from,  any  national  bank,  State 
bank,  trust  company,  agricultural  credit  corporation,  incorporated 
livestock  loan  company,  savings  institution,  credit  union,  and  any 
association  of  agricultural  producers  engaged  in  the  making  of  loans 
to  farmers  and  ranchers,  with  its  endorsement,  any  note,  draft,  or 
other  such  obligation  the  proceeds  of  which  have  been  advanced  or 
used  in  the  first  instance  for  any  agricultural  purpose,  including  the 
breeding,  raising,  fattening,  or  marketing  of  livestock;  and  to  make 
loans  and  advances  to  any  such  financing  institution  secured  by 
such  collateral  as  may  be  approved  by  the  Governor  of  the  Farm 
Credit  Administration:  Provided,  That  no  such  loan  or  advance 
shall  be  made  upon  the  security  of  collateral  other  than  notes  or  other 
such  obligations  of  farmers  and  ranchers  eligible  for  discount  or 
purchase  under  the  provisions  of  this  section,  unless  such  loan  or 
advance  is  made  to  enable  the  financing  institution  to  make  or  carry 
loans  for  any  agricultural  purpose;  and 

(3)  to  make  loans  to  and  discount  paper  for  any  other  Federal 
intermediate  credit  bank,  any  Federal  land  bank,  or  any  bank  for 
cooperatives  organized  under  the  Farm  Credit  Act  of  1933,  as 
amended,  all  upon  terms  and  at  rates  of  interest  or  discount  approved 
by  the  Farm  Credit  Administration. 
******* 

(c)  Loans,  advances,  or  discounts  made  under  this  section  shall 
have  a  maturity  at  the  time  they  are  made  or  discounted  by  the 
Federal  intermediate  credit  bank  of  not  more  than  [three]  five  years. 
Any  Federal  intermediate  credit  bank  may  in  its  discretion  sell  loans 
or  discounts  made  under  this  section,  with  or  without  its  endorsement. 

Sec.  203.  (a)  Federal  intermediate  credit  banks  shall  have  power, 
subject  to  the  approval  of  the  Farm  Credit  Administration,  to  borrow 
money  and  to  issue  and  to  sell  collateral  trust  debentures  or  other  simi¬ 
lar  obligations  with  a  maturity  at  the  time  of  issue  of  not  more  than 
five  years,  which  shall  be  secured  by  at  least  a  like  face  amount  of 
cash,  United  States  Government  bonds,  Federal  Farm  Mortgage 
Corporation  bonds,  or  notes  or  other  such  obligations  discounted  or 
purchased  or  representing  loans  made  under  section  202:  Provided, 
That  the  aggregate  amount  of  the  outstanding  debentures  and  similar 
obligations  issued  individually  by  any  Federal  intermediate  credit 
bank,  together  with  the  amount  of  outstanding  consolidated  deben- 


24 


FARM  CREDIT  ACT  OF  1956 


tures  or  other  similar  obligations  issued  for.  its  benefit  and  account, 
shall  not  exceed  ten  times  the  surplus  and  paid-in  capital  of  such  bank. 
******* 

(d)  Whenever  it  shall  appear  desirable  to  issue  consolidated  deben¬ 
tures  or  other  similar  obligations  of  the  twelve  Federal  intermediate 
credit  banks  and  to  sell  them  through  a  common  selling  agency,  and 
the  Federal  intermediate  credit  banks  shall,  by  resolutions,  consent  to 
the  same,  the  banks  may  issue  and  sell  said  debentures  or  other  similar 
obligations  subject  to  the  provisions  of  this  section  and  the  provisions 
of  section  21  of  Title  I  of  this  Act,  insofar  as  applicable.  As  used  in 
this  Act,  the  term  “debentures”  includes  such  consolidated  debentures. 

(e)  All  debentures  or  other  similar  obligations  issued  by  Federal 
intermediate  credit  banks  shall  be  lawful  investments,  and  may  be 
accepted  as  security  for  all  fiduciary,  trust,  and  public  funds,  the  in¬ 
vestment  or  deposit  of  which  shall  be  under  the  authority  or  control 
of  the  United  States  or  of  any  officer  or  officers  thereof. 

[Sec.  204.  (a)  Any  Federal  intermediate  credit  bank  may,  with 
the  approval  of  the  Farm  Credit  Administration,  from  time  to  time 
establish  rates  of  discount  and  interest  which,  except  with  the  approval 
of  the  Governor  of  the  Farm  Credit  Administration,  shall  not  exceed 
by  more  than  1  per  centum  per  annum  the  rate  borne  by  the  last 
preceding  issue  of  debentures  which  it  issued  or  in  which  it  partici¬ 
pated.  Any  Federal  intermediate  credit  bank  may  be  required  by  the 
Governor  of  the  Farm  Credit  Administration  to  acquire,  upon  such 
terms  as  he  may  approve,  loans  and/or  discounts  of  any  other  Federal 
intermediate  credit  bank.] 

Sec.  20/h  {a)  Loans  and  discounts  by  any  Federal  intermediate  credit 
bank  shall  bear  such  rates  of  interest  or  discount  as  the  board  of  directors 
of  the  bank  shall  from  time  to  time  determine  with  the  approval  of  the 
Farm  Credit  Administration,  but  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  be  the  same  as  those 
charged  production  credit  associations. 

******* 

[Sec.  205.  That  for  the  purpose  of  exercising  the  powers  conferred 
by  this  title,  each  Federal  Intermediate  Credit  Bank  shall  have  a 
subscribed  capital  stock  of  $5,000,000,  which  amount  may  be  in¬ 
creased  from  time  to  time  with  the  approval  of  the  Governor  of  the 
Farm  Credit  Administration.  Capital  stock  of  such  amount  shall  be 
divided  into  shares  of  $5  each  and  shall  be  subscribed,  held,  and  paid 
by  the  Government  of  the  United  States.  It  shall  be  the  duty  of 
the  Secretary  of  the  Treasury  to  subscribe  to  such  capital  stock  on 
behalf  of  the  United  States,  such  subscription  to  be  subject  to  call 
in  whole  or  in  part  by  directors  of  the  said  banks  upon  30  days’ 
notice  to  the  Secretary  of  the  Treasury  and  with  the  approval  of  the 
Farm  Credit  Administration.  The  Secretary  of  the  Treasury  is  au¬ 
thorized  and  directed  to  take  out  shares  as  called  and  to  pay  for  the 
same  out  of  any  money  in  the  Treasury  not  otherwise  appropriated. 
In  the  event  that  there  shall  be  an  impairment  of  the  paid-in  capital 
of  any  Federal  intermediate  credit  bank,  the  Farm  Credit  Adminis¬ 
tration,  at  such  time  or  times  as  it  deems  advisable,  ma,y  determine 
and  assess  the  amount  thereof  against  the  other  Federal  intermediate 
credit  banks  on  such  equitable  basis  of  apportionment  as  it  shall 
prescribe.  Each  bank  against  which  such  an  assessment  is  made 
shall,  out  of  its  surplus  and/or  to  an  extent  up  to  50  per  centum  of 
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its  net  earnings,  in  accordance  with  the  terms  of  such  assessment, 
pay  the  amount  thereof  as  soon  as  possible  to  the  bank  having  the 
impairment.  In  such  event  payments  into  the  surplus  fund  and  pay¬ 
ments  of  the  franchise  tax  prescribed  by  this  chapter  shall  be  deter¬ 
mined  on  the  basis  of  the  net  earnings  remaining  after  providing  for 
the  payment  of  any  such  assessment.  With  the  approval  of  the 
Secretary  of  the  Treasury,  the  Governor  of  the  Farm  Credit  Admin¬ 
istration  is  hereby  authorized  to  subscribe  from  time  to  time  to  the 
capital  stock  and/or  paid-in  surplus  of  any  Federal  Intermediate 
Credit  Bank  on  behalf  of  the  United  States,  in  such  amounts  as  he 
may  determine  are  necessary  for  the  purpose  of  meeting  the  credit 
needs  of  eligible  borrowers  from  the  bank,  and  the  amount  of  the 
capital  stock  and  paid-in  surplus  of  such  bank  may  be  increased  or 
decreased  from  time  to  time  by  the  Governor,  in  accordance  with 
6uch  needs.  Such  stock  shall  be  divided  into  shares  of  $100  each 
and  subscriptions  to  such  paid-in  surplus  shall  be  made  in  multiples 
of  $100  out  of  the  revolving  fund  created  under  subsection  (e)  of 
section  5  of  the  Farm  Credit  Act  of  1933,  as  amended.  The  Governor 
on  behalf  of  the  United  States  shall  make  payment  for  stock  and 
paid-in  surplus  of  such  bank  and  such  payment  shall  be  subject  to 
call  in  whole  or  in  part  by  the  board  of  directors  of  the  bank,  with  the 
approval  of  the  Governor.] 

CAPITAL  STOCK 

Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividenps;  and 
Retirement  of  Stock. — Each  Federal  intermediate  credit  bank  is 
authorized  to  issue  class  A  and  class  B  stock  as  follows: 

( 1 )  Class  A  stock  shall  have  a  par  value  of  $100  per  share  and  shall 
be  issued  to  and  held  by  the  Governor  of  the  Farm  Credit  Administration 
on  behalf  of  the  United  States.  Stock  of  all  Federal  intermediate  credit 
banks  held  by  the  Secretary  of  the  Treasury  shall  be  transferred  to  the 
Governor  and  may  be  reallocated  by  him  in  such  manner  as  he  determines 
necessary  to  meet  the  needs  of  the  respective  banks.  The  Governor  shall 
then  exchange  such  stock  of  each  bank  for  an  equal  par  amount  of  class  A 
stock  of  the  bank.  Stock  of  each  production  credit  corporation  held  by 
the  Governor  ( less  the  amount  canceled  pursuant  to  section  101  of  the 
Farm  Credit  Act  of  1956)  shall  be  exchanged  for  an  equal  par  amount 
of  class  A  stock  of  the  Federal  intermediate  credit  bank  in  which  such 
corporation  is  merged  pursuant  to  section  101  of  such  Act.  No  dividends 
shall  be  paid  on  class  A  stock.  Annually  at  the  end  of  its  fiscal  year 
each  such  bank  shall  determine  the  amount  of  its  class  A  stock  which 
shall  be  retired.  Whenever  the  total  of  the  capital  stock,  participation 
certificates,  surplus,  and  reserves  of  the  bank  is  more  than  one-sixth  of 
the  highest  month-end  balance  of  debentures  and  other  obligations  issued 
by  or  for  the  bank,  outstanding  during  the  immediately  preceding  five 
years,  the  minimum  amount  of  class  A  stock  to  be  retired  shall  be  the 
total  amount  of  class  B  stock  and  participation  certificates  issued  for 
that  year.  All  class  A  stock  shall  be  retired  at  par.  The  proceeds  of 
such  class  A  stock  retirements  of  each  bank  shall  be  paid  into  the  Treasury 
as  miscellaneous  receipts  until  there  is  so  paid  a  sum  equal  to  $30,000,000 
plus  the  amount  of  class  A  stock  of  the  bank  issued  in  exchange  for  stock  of 
the  production  credit  corporation.  The  proceeds  of  any  further  such  stock 
retirements  shall  be  paid  into  the  revolving  fund  established  by  section  5  (e) 
of  the  Farm  Credit  Act  of  1933,  as  amended.  The  Governor  of  the  Farm 
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Credit  Administration  is  authorized  to  'purchase  from  time  to  time 
class  A  stock  in  any  bank  in  such  amount  as  he  determines  is  needed  to 
meet  the  credit  needs  of  the  bank  and  such  revolving  fund  shall  continue 
to  be  available  for  such  purchases  as  provided  in  said  section  5  (e). 
The  Governor  may  at  any  time  require  the  bank  to  retire  such  class  A 
stock  if,  in  his  judgment,  the  bank  has  resources  available  therefor,  and 
the  proceeds  of  such  retirements  shall  be  returned  to  such  revolving  fund. 

(I)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may  be 
issued  only  to  production  credit  associations  in  series  and  amounts 
approved  by  the  Farm  Credit  Administration.  Such  stock  shall  be  issued 
only  at  par  and  may  be  transjerred  to  another  production  credit  associa¬ 
tion  with  the  approval  of  the  issuing  bank.  Whenever  a  bank  has  no 
class  A  stock  outstanding  it  may  pay  like  dividends  on  class  B  stock 
and  participation  certificates  in  an  amount  not  to  exceed  5  per  centum 
in  any  year  if  declared  by  the  board  of  directors.  Dividends  on  class  B 
stock  and  participation  certificates  shall  not  be  cumulative.  Within 
sixty  days  after  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the 
production  credit  associations  shall  subscribe  to  class  B  stock  in  the 
banks  in  an  aggregate  amount  equal  to  15  per  centum  of  the  total  amount 
of  class  A  stock  in  all  banks.  Such  required  amount  of  subscriptions 
shall  be  allotted  among  the  several  districts  in  the  proportion  that  the 
average  amount  of  the  bank’s  loans  to  and  discounts  for  the  production 
credit  associations  of  the  district,  outstanding  during  the  immediately 
preceding  five  fiscal  years,  is  of  the  average  of  such  loans  and  discounts 
of  all  banks  outstanding  during  such  five-year  period.  The  amount  so 
allotted  to  each  district  shall  be  further  allotted  to  each  production  credit 
association  on  the  basis  of  the  proportion  that  is  average  indebtedness 
( loans  and  discounts)  to  the  bank  during  the  immediately  preceding  five 
fiscal  years  is  of  the  average  of  such  indebtedness  of  all  production  credit 
associations  to  the  bank  during  such  five-year  period.  Each  production 
credit  association  shall  subscribe  to  class  B  stock  in  the  bank  of  the  dis¬ 
trict  in  the  amount  so  allotted  to  it.  One-third  of  the  purchase  price  of 
such  stock  subscription  shall  be  paid  at  the  time  of  such  subscription, 
one-third  shall  be  paid  within  one  year  after  the  effective  date  of  said  Act, 
and  the  balance  shall  be  paid  within  two  years  after  such  effective  date. 
Such  class  B  stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective  date  of  the  Farm 
Credit  Act  of  1956  shall  thereupon  purchase  class  B  stock  in  the  bank  in 
the  amount  of  $5,000,  and  such  amount  shall  be  adjusted  at  the  end  of 
five  years  thereafter  to  an  amount  determined  by  applying  to  its  average 
indebtedness  to  the  bank  during  such  five-year  period  the  same  percentage 
as  the  percentage  which  the  initial  subscriptions  of  other  production  credit 
associations  was  of  their  indebtedness,  as  provided  in  this  subsection: 
Provided,  That  this  provision  shall  not  apply  to  any  association  owning 
stock  in  the  bank  in  such  required  amount  as  a  result  of  merger,  consolida¬ 
tion,  or  reorganization  of  one  or  more  associations.  After  all  class  A 
stock  has  been  retired,  the  bank  may  retire  class  B  stock  at  par  and 
participation  certificates  at  face  amount  under  policies  established  by 
the  Farm  Credit  Administration.  Class  B  stock  and  participation 
certificates  shall  be  retired  without  preference  and  in  such  manner  that 
the  oldest  outstanding  stock  or  certificates  at  any  given  time  will  be  retired 
first.  '  In  case  of  liquidation  or  dissolution  of  any  production  credit 
association  or  other  financing  institution ,  the  stock  or  participation 
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certificates  of  the  bank  owned  by  such  association  or  institution  may  be 
retired  by  the  bank  at  the  fair  book  value  thereof,  not  exceeding  par  or 
face  amount,  as  the  case  may  be. 

(b)  Lien  on  Stock  and  Participation  Certificates. — Each 
Federal  intermediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the 
bank  owned  by  each  production  credit  association  and  on  all  participation 
certificates  owned  by  other  financing  institutions  as  additional  collateral 
for  any  indebtedness  of  the  holders  thereof  to  the  bank:  Provided,  That 
the  bank  shall  make  no  loan  or  advance  on  the  security  of  its  own  stock 
or  participation  certificates.  In  any  case  where  the  debt  of  a  production 
credit  association  or  other  financing  institution  is  in  default,  the  bank 
may  retire  and  cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 
association  or  of  the  participation  certificates  held  by  the  other  financing 
institution  at  the  fair  book  value  thereof,  not  exceeding  par  or  face  amount, 
as  the  case  may  be,  in  total  or  partial  liquidation  of  the  debt. 

[Sec.  206.  (a)  That  the  Farm  Credit  Administration  shall  equitably 
apportion  the  joint  salaries  and  expenses  incurred  in  behalf  of  the 
Federal  land  banks,  joint-stock  land  banks,  and  Federal  intermediate 
credit  banks,  and  shall  assess  against  each  Federal  intermediate  credit 
bank  its  proportionate  share  of  the  salaries  and  expenses  of  the  Farm 
Credit  Administration  made  necessary  in  connection  with  the  opera¬ 
tion  of  this  provision. 

[(b)  Subject  only  to  review  and  approval  by  the  Farm  Credit 
Administration,  each  Federal  intermediate  credit  bank,  at  the  end  of 
its  fiscal  year,  after  all  its  necessary  expenses  and  costs  of  operation 
for  such  fiscal  year  have  been  paid  or  provided  for,  shall  apply  its  net 
earnings  then  remaining,  first,  to  making  up  any  losses  in  excess  of  its 
reserves  against  unforeseen  losses  and  assets  of  doubtful  value;  second, 
to  the  elimination  of  any  impairment  of  its  paid-in  capital  and  paid-in 
surplus;  third,  to  the  creation  and  maintenance  of  reserves  against 
unforeseen  losses  and  assets  of  doubtful  value  in  such  amount  as  its 
board  of  directors  may  prescribe;  fourth,  to  the  payment  of  25  per 
centum  of  the  amount  then  remaining  to  the  United  States  as  a 
franchise  tax;  and,  fifth,  to  the  payment  of  the  remaining  net  earnings 
into  its  surplus  account.  The  amounts  paid  as  franchise  taxes  to  the 
United  States  by  Federal  intermediate  credit  banks  shall,  in  the  dis¬ 
cretion  of  the  Secretary  of  the  Treasury,  be  used  to  supplement  the 
gold  reserve  held  against  outstanding  United  States  notes,  or  shall  be 
applied  to  the  reduction  of  the  outstanding  bonded  indebtedness  of 
the  United  States  under  regulations  to  be  prescribed  by  the  Secretary 
of  the  Treasury.  Should  a  Federal  intermediate  credit  bank  be  dis¬ 
solved  or  go  into  liquidation,  after  the  payment  of  all  debts  and  other 
obligations  as  hereinbefore  provided,  any  surplus  remaining  shall  be 
paid  to  and  become  the  property  of  the  United  States  and  shall  be 
similarly  applied.] 

APPLICATON  OF  EARNINGS 

Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year, 
each  Federal  intermediate  credit  bank  shall  determine  the  amount  of  its 
net  earnings  after  paying  or  providing  for  all  operating  expenses  {includ¬ 
ing  reasonable  valuation  reserves  and  losses  in  excess  of  any  such  appli¬ 
cable  reserves)  and  shall  apply  such  net  earnings  as  follows:  ( 1 )  To  the 
restoration  of  the  amount  of  the  impairment,  if  any,  of  capital  stock  and 
participation  certificates,  as  determined  by  its  board  of  directors;  ( 2 )  to 
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the  restoration  of  the  amount  of  the  impairment,  if  any,  of  the  surplus 
account  established  by  this  subsection,  as  determined  by  its  board  of  direc¬ 
tors;  ( 3 )  25  per  centum  of  any  remaining  earnings  shall  be  used  to  create 
and  maintain  a  reserve  account  equal  to  25  per  centum  of  the  outstanding 
capital  stock  and  participation  certificates  of  the  bank;  (4)  if  said  bank 
shall  have  outstanding  capital  stock  held  by  the  United  States  during  the 
whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as 
a  f  ranchise  tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remain¬ 
ing,  not  exceeding,  however,  a  rate  of  return  on  such  Government  capital 
calculated  at  a  rate  equal  to  the  computed  average  annual  rate  of  interest 
on  all  public  issues  of  public  debt  obligations  of  the  United  States  issued 
during  the  fiscal  year  of  the  United  States  Treasury  ending  next  before 
such  tax  is  due,  as  certified  to  the  Farm  Credit  Administration  by  the 
Secretary  of  the  Treasury;  ( 5 )  dividends  on  class  B  stock  and  participation 
certificates  may  be  declared  as  provided  in  section  205  (a)  of  this  Act;  and 
(i 6 )  any  remaining  net  earnings  shall  be  distributed  as  patronage  refunds 
as  provided  in  subsection  (b)  of  this  section.  Notwithstanding  the  pro¬ 
visions  of  item  (S)  of  this  subsection,  if  at  the  end  of  any  fiscal  year  the 
sum  of  the  surplus  and  the  reserve  account  of  any  bank  is  less  than  its 
outstanding  capital  stock  and  participation  certificates,  the  bank  shall 
continue  to  apply  such  25  per  centum  of  its  net  earnings  to  the  reserve 
account  until  the  sum  of  the  surplus  and  the  reserve  account  is  equal  to  its 
outstanding  capital  stock  and  participation  certificates.  Each  bank  shall, 
on  the  effective  date  of  the  Farm  Credit  Act  of  1956,  establish  a  surplus 
account  consisting  of  its  earned  surplus  account,  its  reserve  for  contin¬ 
gencies,  and  the  surplus  of  the  production  credit  corporation  transferred 
to  the  bank.  No  part  of  such  surplus  of  any  bank  shall  be  distributed  as 
patronage  refunds  or  as  dividends.  In  the  event  of  a  net  loss  in  any  fiscal 
year  after  providing  for  all  operating  expenses  ( including  reasonable 
valuation  reserves  ana  losses  in  excess  of  any  such  applicable  reserves), 
such  loss  shall  be  absorbed  by:  first,  charges  to  the  reserve  account;  second, 
charges  to  surplus  other  than  that  transferred  from  the  production  credit 
corporation  of  the  district;  third,  charges  to  surplus  transferred  from  the 
production  credit  corporation  of  the  district;  fourth,  the  impairment  of 
class  B  stock  and  participation  certificates;  and  fifth,  the  impairment  of 
class  A  stock. 

( b )  Patronage  Refunds. — Whenever  at  the  end  of  its  fiscal  year  a 
Federal  intermediate  credit  bank  has  class  A  stock  outstanding,  patronage 
refunds  declared  for  that  year  shall  be  paid  in  class  B  stock  to  production 
credit  associations  and  in  participation  certificates  to  other  financing 
institutions  borrowing  from  or  rediscounting  with  the  bank  during  the 
fiscal  year  for  which  such  refunds  are  declared.  The  recipients  of  such 
patronage  refunds  shall  not  be  subject  to  Federal  income  taxes  thereon. 
Whenever  at  the  end  of  its  fiscal  year  a  Federal  intermediate  credit  bank 
has  no  class  A  stock  outstanding,  patronage  refunds  declared  for  that  year 
may  be  paid  in  such  class  B  stock  and  participation  certificates  or  in  cash 
as  determined  by  the  bank.  All  patronage  refunds  shall  be  paid  in  the 
proportion  that  the  amount  of  interest  earned  by  the  bank  on  its  loans  to 
and  discounts  for  each  production  credit  association  or  other  financing 
institution  bears  to  the  total  interest  earned  by  the  bank  on  all  such  loans 
and  discounts  outstanding  during  the  fiscal  year.  Each  participation 
certificate  issued  in  payment  of  patronage  refunds  shall  be  in  multiples  of 
$5  and  shall  state  on  its  face  the  rights,  privileges,  and  conditions  appli- 
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cable  thereto.  Patronage  refunds  shall  not  be  paid  to  any  other  Federal 
intermediate  credit  bank,  or  to  any  Federal  land  bank  or  bank  for  co¬ 
operatives. 

(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution.— 
In  the  case  of  liquidation  or  dissolution  of  any  Federal  intermediate  credit 
bank,  after  payment  or  retirement,  as  the  case  may  be,  first,  of  all  liabilities; 
second,  of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par  and  all 
participation  certificates  at  face  amount;  any  remaining  assets  of  the  bank 
shall  be  distributed  as  provided  in  this  subsection.  Any  of  the  surplus 
established  pursuant  to  subsection  (a)  of  this  section  ( excluding  that  trans¬ 
ferred  from  the  production  credit  corporation  of  the  district )  which  the 
Farm  Credit  Administration  determines  was  contributed  by  financing  in¬ 
stitutions,  other  than  the  production  credit  associations,  rediscounting  with 
or  borrowing  from  the  bank  on  the  effective  date  of  the  Farm  Credit  Act  of 
1956  shall  be  paid  to  such  institutions,  or  their  successors  in  interest  as 
determined  by  the  Farm  Credit  Administration,  and  the  remaining  portion 
of  such  surplus  {including  that  transferred  from  the  production  credit 
corporation  of  the  district )  shall  be  paid  to  the  holders  of  class  A  and  class  B 
stock  pro  rata.  The  contribution  of  each  such  financing  institution  under 
the  preceding  sentence  shall  be  computed  on  the  basis  of  the.  ratio  of  its 
patronage  to  the  total  patronage  of  the  bank  from  the  date  of  its  organiza¬ 
tion  to  the  eifective  date  of  the  Farm  Credit  Act  of  1956.  Any  assets  of 
the  bank  then  remaining  shall  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata. 

*  *  *  *  *  *  * 


Act  of  June  16,  1933 

AN  ACT  To  provide  for  organizations  within  the  Farm  Credit  Administration  to 
make  loans  for  the  production  and  marketing  of  agricultural  products,  to 
amend  the  Federal  Farm  Loan  Act,  to  amend  the  Agricultural  Marketing 
Act,  to  provide  a  market  for  obligations  of  the  United  States,  and  for  other 
purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
Stales  of  America  in  Congress  assembled, 

TITLE  I 

Section  1.  This  Act  shall  be  known  as  the  “Farm  Credit  Act  of 
1933.” 

******* 
[establishment  of  production  credit  corporations  and  banks 

FOR  COOPERATIVES 

[Sec.  2.  The  Governor  of  the  Farm  Credit  Administration,  here¬ 
inafter  in  this  Act  referred  to  as  the  “governor”,  is  authorized  and 
directed  to  organize  and  charter  twelve  corporations  to  be  known  as 
“Production  Credit  Corporations”  and  twelve  banks  to  be  known  as 
“Banks  for  Cooperatives.”  One  such  corporation  and  one  such  bank 
shall  be  established  in  each  farm  credit  district  in  the  city  in  which 
there  is  located  a  Federal  land  bank.  The  members  of  the  several 
farm  credit  boards  of  the  farm  credit  districts  provided  for  in  the 
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Farm  Credit  Act  of  1937  shall  be  ex  officio  the  directors  of  the  respec¬ 
tive  production  credit  corporations  and  banks  for  cooperatives.  Such 
directors  shall  have  power,  subject  to  the  approval  of  the  governor, 
to  employ  and  fix  the  compensation  of  such  officers  and  employees  of 
such  corporations  and  banks  as  may  be  necessary  to  carry  out  the 
powers  and  duties  conferred  upon  such  corporations  and  banks  under 
this  Act.] 

Sec.  2.  The  Governor  oj  the  Farm  Credit  Administration,  hereinafter 
in  this  Act  referred  to  as  the  “Governor” ,  is  authorized  and,  directed  to 
organize  and  charter  twelve  banks  to  be  known  as  “banks  for  cooperatives” . 
One  such  bank  shall  be  established  in  each  city  in  which  there  is  located 
a  Federal  land  bank.  The  members  of  the  several  farm  credit  boards  of  the 
farm  credit  districts  provided  for  in  section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended ,  shall  be  ex  officio  the  directors  of  the  respective  banks 
for  cooperatives .  Such  directors  shall  have  power,  subject  to  the  approval 
of  the  Governor,  to  employ  and  fix  the  compensation  of  such  officers  and 
employees  of  such  banks  as  may  be  necessary  to  carry  out  the  powers  and, 
duties  conferred  upon  such  banks  under  this  Act. 

Sec.  3.  The  charters  of  [the  Production  Credit  Corporations  and] 
the  Banks  for  Cooperatives  shall  be  granted  by  the  governor  upon 
application  of  the  directors  of  the  Federal  land  bank  of  the  proper 
district,  and  applications  and  charters  shall  be  in  such  form  as  the 
governor  shall  prescribe.  The  directors  shall  have  power,  subject  to 
the  approval  of  the  governor,  to  adopt  such  bylaws  as  may  be  neces¬ 
sary  for  the  conduct  of  the  business  of  the  [corporations  and]banks. 

[capital  of  production  credit  corporations 

[Sec.  4.  The  capital  stock  of  each  Production  Credit  Corporation 
shall  be  in  such  amount  as  the  governor  determines  is  required  for  the 
purpose  of  meeting  the  credit  needs  of  the  district  to  be  served  by  such 
corporation,  and  such  amount  may  be  increased  or  decreased  from 
time  to  time  by  the  governor  in  accordance  with  such  credit  needs. 
Such  capital  stock  shall  be  divided  into  shares  of  $100  each.  The 
initial  capital  stock  of  each  such  corporation  shall  be  $7,500,000, 
which  shall  be  subscribed  for  by  the  governor  and  held  by  him  on 
behalf  of  the  United  States.  Payments  on  subscriptions  to  stock 
by  the  governor  shall  be  subject  to  call  in  whole  or  in  part  by  the 
board  of  directors  of  the  corporation  with  the  approval  of  the  governor. 
The  governor  shall  make  such  payments  out  of  the  revolving  fund 
created  in  section  5.  The  stock  ownership  of  the  United  States  in 
such  corporation  shall  be  evidenced  by  such  means  as  the  governor 
shall  determine.] 

Sec.  5.  (a)  There  is  hereby  created  a  revolving  fund  of  not  to 
exceed  [$120,000,000]  $60 ,000 ,000  which  shall  be  made  up  as  follows: 
******* 

(b)  There  is  hereby  authorized  to  be  appropriated  the  sum  of 
$2,000,000,  which  shall  remain  available  until  expended,  for  all  neces¬ 
sary  administrative  expenses  in  connection  with  the  establishment 
and  supervision  of  [the  Production  Credit  Corporations  and]  the 
Production  Credit  Associations. 

*  *  *  *  *  *  jfc 

(e)  The  amount  of  all  balances,  collections,  and  appropriations 
allocated  under  subsection  (a)  to  the  revolving  fund  created  there- 
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under,  which  is  in  excess  of  $120,000,000,  is  hereby  made  available 
to  the  Governor  of  the  Farm  Credit  Administration  for  the  establish¬ 
ment  of  a  revolving  fund  of  not  to  exceed  [$40,000,000]  $70,000,000. 
Out  of  such  revolving  fund,  the  Governor  is  authorized  to  allocate 
and,  with  the  approval  of  the  Secretary  of  the  Treasury,  to  expend 
such  amounts  as  he  deems  necessary  for  subscriptions  to  the  capital 
stock  [and/or  paid-in  surplus]  of  Federal  Intermediate  Credit  Banks. 

[stock  OWNERSHIP  OF  PRODUCTION  CREDIT  CORPORATIONS  IN 
PRODUCTION  CREDIT  ASSOCIATIONS 

[Sec.  6.  (a)  Each  Production  Credit  Corporation  shall  have  power 
to  invest  its  funds  in  stock  of  production  credit  associations  as  pro¬ 
vided  in  this  section.  Such  corporation  is  authorized  to  subscribe  and 
pay  for  class  A  stock  in  each  Production  Credit  Association  located 
in  the  district  served  by  such  corporation  in  amounts  sufficient  to 
v  maintain  the  amount  of  class  A  stock  held  by  it  and  other  holders  of 
)  class  A  stock  equal,  as  nearly  as  may  be,  to  20  per  centum  of  the 
volume  of  loans  made  or  to  be  made  by  such  association,  as  estimated 
by  the  corporation,  but  at  no  time  shall  the  amount  of  class  A  stock 
outstanding  be  less  than  $5,000  except  with  the  consent  of  the  associa¬ 
tion.  Notwithstanding  the  provisions  of  the  preceding  sentence,  (1) 
the  governor,  under  rules  and  regulations  prescribed  by  him,  may 
permit  a  Production  Credit  Corporation  to  maintain  the  class  A 
holdings  of  stock  by  the  corporation  and  other  investors  at  such 
amount,  in  excess  of  20  per  centum  of  such  loans,  as  may  be  necessary, 
and  (2)  the  corporation  may  at  any  time  require  the  association  to 
retire  and  cancel  stock  held  by  the  corporation  in  such  association,  if, 
in  the  judgment  of  the  corporation,  the  association  has  resources 
available  therefor. 

[(b)  Under  such  rules  and  regulations  as  may  be  prescribed  by  the 
governor  and  subject  to  such  restrictions  and  limitations  as  he  may 
prescribe,  each  Production  Credit  Corporation  is  authorized  to  sub¬ 
scribe  and  pay  for  stock  in  production  credit  associations  not  organized 
under  this  Act  if  such  associations  are  controlled  by  cooperative 
associations  as  defined  in  section  55.  Only  stock  which  is  preferred 
as  to  assets  on  liquidation  and  is  entitled  to  participate  in  dividend 
)  distributions  without  discrimination  may  be  subscribed  for.  The 
■  amount  of  the  stock  subscribed  for  by  any  Production  Credit  Corpora¬ 
tion  in  any  such  associaton  shall  not  at  any  one  time  exceed  75  per 
centum  of  the  total  paid-in  capital  of  such  association. 

[(c)  The  amount  of  the  excess  of  earnings  on  stock  held  by  the 
corporation  above  amounts  necessary  to  pay  operating  espenses  and 
restore  losses  and  impairment  of  capital,  if  any,  of  the  corporation 
shall  be  devoted  to  the  creation  and  maintenance  of  a  surplus  equal  to 
at  least  25  per  centum  of  the  paid-in  capital  of  the  corporation.  The 
amount  of  the  surplus  shall  be  invested  as  the  governor  shall  prescribe 
in  direct  obligations  of  the  United  States  or  in  class  A  stock  of  Produc¬ 
tion  Credit  Associations,  or  both. 

[(d)  The  amount  of  such  excess  of  earnings  not  required  in  order  to 
comply  with  the  provisions  of  subsection  (c)  shall  be  paid  into  the 
revolving  fund  heretofore  authorized.  Stock  held  by  the  governor  in 
the  Production  Credit  Corporation  shall  be  retired  upon  such  payment 
in  an  amount  equal  to  the  amount  of  such  payment. 


32 


FARM  CREDIT  ACT  OF  1956 


[(e)  Each  production  credit  corporation  shall,  at  the  end  of  each 
fiscal  year  (1)  apply  its  earnings  described  in  subsection  (c)  of  this 
section  in  accordance  with  the  provisions  of  subsections  (c)  and  (d)  of 
this  section;  and  (2)  apply  its  earnings  from  all  other  sources,  first, 
to  the  payment  of  any  operating  expenses  for  the  year  remaining 
unpaid;  second,  to  restore  losses  and  impairment  of  capital,  if  any,  of 
the  corporation;  third,  to  the  creation  and  maintenance  of  a  surplus 
equal  to  25  per  centum  of  the  paid-in  capital  of  the  corporation;  fourth, 
to  the  payment  of  25  per  centum  of  its  earnings  from  all  sources  then 
remaining  to  the  United  States  as  a  franchise  tax,  and  fifth,  to  the  pay¬ 
ment  of  the  remaining  earnings  into  its  surplus  account.] 

INVESTMENT  BY  GOVERNOR  IN  STOCK  OF  PRODUCTION  CREDIT 

ASSOCIATIONS 

Sec.  6.  The  Governor  may  purchase  class  A  stock  of  any  production 
credit  association  in  such  amounts  as  he  determines  are  required  to  meet 
the  credit  needs  of  farmers  in  the  area  served  by  such  association.  Pay¬ 
ments  for  such  stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fund  authorized  by  section  5  (a)  of  this  Act.  The  Governor  may 
at  any  time  require  any  production  credit  association  to  retire  and  cancel 
any  class  A  stock  held  by  him  in  such  association  if,  in  his  judgment,  the 
association  has  resources  available  therefor,  and  the  proceeds  of  such  stock 
retirements  shall  be  paid  such  revolving  fund. 

******* 

Sec.  20.  The  governor  is  authorized  and  directed  to  organize  and 
charter  corporations  to  be  known  as  “Production  Credit  Associations.” 
Such  associations  may  be  organized  by  ten  or  more  farmers  desiring 
to  borrow  money  under  the  provisions  of  this  title.  Such  individuals 
shall  enter  into  articles  of  incorporation  which  shall  specify  in  general 
terms  the  objects  for  which  the  association  is  formed  and  the  powera 
to  be  exercised  by  it  in  carrying  out  the  functions  conferred  upon  it 
by  this  Act.  [Such  articles  shall  be  signed  by  the  individuals  uniting 
to  form  the  association  and  a  copy  thereof  shall  be  forwarded  to  the 
Production  Credit  Corporation  of  the  district,  and  such  copy  shall  be 
filed  and  preserved  in  its  office.]  Such  articles  shall  be  signed  by  the 
individuals  uniting  to  form  the  association  and  a  copy  thereof  shall  be 
furnished  to  the  Governor.  The  governor  may,  for  good  cause  shown, 
deny  a  charter  to  such  individuals.  Upon  the  approval  of  such 
articles  by  the  governor,  the  association  shall  become  as  of  the  date 
of  such  approval  a  body  corporate.  The  governor  shall  have  power, 
under  rules  and  regulations  prescribed  by  him,  or  by  prescribing  the 
terms  of  the  charter  of  the  association,  or  both,  to  provide  for  the 
organization,  management,  and  conduct  of  the  business  of  the  asso¬ 
ciation;  and  the  power  of  the  governor  shall  extend  to  prescribing 
the  amount  of  the  stock  of  such  association;  fixing  the  territory  within 
which  its  operations  may  be  carried  on;  fixing  the  method  of  election 
and  appointment  of,  and  the  amount  and  payment  of  the  compensation 
of,  directors,  officers,  and  employees;  fixing  the  maximum  amount  of 
individual  loans  which  may  be  made;  prescribing  the  conditions  under 
which  the  stock  may  be  retired;  and  providing  for  the  consolidation 
of  two  or  more  such  associations.  The  governor  may,  at  any  time, 
direct  such  changes  in  the  charter  of  any  such  association  as  he  finds 
necessary  in  accomplishing  the  purposes  of  this  title.  Bylaws  of  any 
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such  association  may  be  adopted  by  the  directors  but  shall  not  be 
valid  unless  approved  by  the  governor. 

Sec.  21.  The  stock  of  such  associations  shall  be  divided  into  shares 
of  $5  each;  and  there  shall  be  two  classes  of  such  stock:  (1)  Class  A 
stock  which  is  to  be  held  by  [Production  Credit  CorporationsJ  the 
Governor,  and  which  may  be  purchased  and  held  by  investors,  and  (2) 
class  B  stock  which  may  be  purchased  only  by  farmer  borrowers  from 
the  association  and  individuals  eligible  to  become  borrowers.  Class 
B  stock  only  shall  be  entitled  to  voting  rights  but  each  holder  of  such 
stock  shall  be  entitled  to  no  more  than  one  vote.  No  class  B  stock, 
or  any  interest  therein  or  right  to  receive  dividends  thereon,  shall  be 
transferred  by  act  of  parties  or  operation  of  law  except  to  another 
farmer  borrower  or  an  individual  eligible  to  become  a  borrower  and 
then  only  with  the  approval  of  the  directors  of  the  association. 
Each  holder  of  class  B  stock,  within  two  years  after  he  has  ceased 
to  be  a  borrower,  shall  exchange  such  class  B  stock  at  the  fair  book 
\  value  (not  to  exceed  par)  thereof,  as  determined  by  the  association, 
7  for  class  A  stock.  Dividends  may  be  paid  on  class  A  and  class  B 
stock  without  preference  or  on  class  A  stock  alone,  as  the  board  of 
directors  of  the  association  may  determine,  but  the  directors  of  the 
association  may,  in  their  discretion,  apply  the  amount  of  any  dividend 
payable  to  a  holder  of  class  B  stock  to  any  indebtedness  of  such  holder 
to  the  association.  Class  A  stock  shall  be  preferred  as  to  assets  of 
the  association  upon  liquidation.  [During  such  time  as  any  Pro¬ 
duction  Credit  Corporation  is  a  holder  of  any  stock  of  any  such 
association,  the  appointment  or  election  of  directors,  the  secretary- 
treasurer,  and  the  loan  committee  of  such  association  shall  be  subject 
to  the  approval  of  the  president  of  the  Production  Credit  Corporation 
and  during  such  tune  any  such  director,  secretary- treasurer,  or  other 
officer  may,  at  any  time,  be  removed  by  the  president  of  the  Pro¬ 
duction  Credit  Corporation. jj 

Sec.  22.  (a)  Each  production  credit  association  shall,  at  the  end  of 
each  fiscal  year,  apply  the  amount  of  its  earnings  in  excess  of  operating 
expenses  (including  provision  for  reasonable  valuation  reserves)  during 
such  fiscal  year,  first,  to  the  restoration  of  the  impairment,  if  any,  of 
capital;  and,  second,  to  the  establishment  and  maintenance  of  a  surplus 
account,  the  minimum  amount  of  which  shall  be  prescribed  by  the 

D  [production  credit  corporationj  Federal  intermediate  credit  bank. 

(b)  A  production  credit  association  may  pay  dividends  of  not  to 
exceed  7  per  centum  per  annum  when  such  payments  are  approved 
by  the  [production  credit  corporationj  Federal  intermediate  credit 
bank  of  the  district  and  are  consistent  with  policies  established  under 
regulations  issued  by  the  Farm  Credit  Administration. 

Sec.  23.  [Each  production  credit  association  shall,  under  such  rules 
and  regulations  as  may  be  prescribed  by  the  production  credit  corpo¬ 
ration  of  the  district  with  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  invest  its  funds  and  make  loans  to  farmers  for  general  agri¬ 
cultural  purposes. J  Each  production  credit  association  shall,  under 
such  ndes  and  regulations  as  may  be  prescribed  by  the  farm  credit  board 
of  the  district  with  the  approval  of  the  Farm  Credit  Administration, 
invest  its  funds  and  make  loans  to  farmers  for  general  agricultural 
purposes  and  other  requirements  of  the  borrowers.  [Such  loans  shall 
be  made  on  such  terms  and  conditions,  at  such  rates  of  interest,  and 
with  such  security  as  may  be  prescribed  by  the  corporation. J  No 
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borrower  shall  be  indebted  to  the  association  at  any  one  time  in  an 
amount  in  excess  of  15  per  centum  of  the  capital  and  surplus  of  the 
association  unless  the  loan  has  the  prior  approval  of  the  [corporation] 
Federal  intermediate  credit  bank ,  or  in  excess  of  35  per  centum  of  the 
capital  and  surplus  of  the  association  unless  the  loan  also  has  the 
prior  approval  of  the  Farm  Credit  Administration.  Borrowers  shall 
be  required  to  own,  at  the  time  the  loan  is  made,  class  B  stock  of  the 
association  in  an  amount  equal  in  fair  book  value  (not  to  exceed  par), 
as  determined  by  the  association,  to  $5  per  $100  or  fraction  thereof 
of  the  amount  of  the  loan.  Such  stock  shall  not  be  canceled  or  retired 
upon  payment  of  the  loan  but  may  be  transferred  or  exchanged  as 
provided  in  section  21  of  this  Act. 

******* 

Sec.  34.  Subject  to  such  terms  and  conditions  as  may  be  prescribed 
by  the  Farm  Credit  Administration,  the  Central  Bank  is  authorized: 

(a)  to  make  loans  to  cooperative  associations  as  defined  in  the  Agri¬ 
cultural  Marketing  Act,  as  amended,  for  any  of  the  purposes  and  sub¬ 
ject  to  the  conditions  and  limitations  set  forth  in  such  Act,  as  amended; 

(b)  to  make  loans  (by  way  of  discount  or  otherwise)  to  banks  for  co¬ 
operatives  organized  under  section  2  of  this  Act  or  to  Federal  land 
banks  or  Federal  intermediate  credit  banks;  (c)  to  buy  from,  and  sell  to, 
any  such  bank  or  any  Federal  intermediate  credit  bank  any  note, 
draft,  bill  of  exchange,  debenture,  or  other  obligation,  or  any  interest 
therein;  and  (d)  to  borrow  from,  and  discount  or  rediscount  paper 
with,  any  and  all  such  banks  and  commercial  banks. 

******* 

Sec.  41.  Subject  to  such  terms  and  conditions  as  may  be  prescribed 
by  the  Farm  Credit  Administration,  the  banks  for  cooperatives  are 
authorized  (a)  to  make  loans  to  cooperative  associations  as  defined  in 
the  Agricultural  Marketing  Act,  as  amended,  for  any  of  the  purposes 
and  subject  to  the  conditions  and  limitations  set  forth  in  such  Act, 
as  amended;  (b)  to  make  loans  (by  way  of  discount  or  otherwise)  to 
any  bank  organized  under  this  Act  or  to  Federal  land  banks  or  Federal 
intermediate  credit  banks;  (c)  to  buy  from,  and  sell  to,  any  such  bank 
or  any  Federal  intermediate  credit  bank  any  note,  draft,  bill  of  ex¬ 
change,  debenture,  or  other  obligation,  or  any  interest  therein;  and 
(d)  to  borrow  from,  and  discount  or  rediscount  paper  with,  any  and 
all  such  banks  and  commercial  banks. 

******* 

Sec.  60.  The  Central  Bank  for  Cooperatives,  and  [the  Production 
Credit  Corporations,]  the  Production  Credit  Associations,  and  the 
Banks  for  Cooperatives,  organized  under  this  Act,  shall  have  succes¬ 
sion,  until  dissolved  in  accordance  with  this  or  any  other  Act  of  Con¬ 
gress;  shall  have  power  to  sue  and  be  sued  in  any  court,  to  adopt  and 
use  a  corporate  seal,  to  make  contracts,  to  acquire,  hold,  and  dispose 
of  real  and  personal  property  necessary  and  incident  to  the  conduct  of 
then-  business,  to  prescribe  fees  and  charges  (which  in  any  case  shall  be 
subject  to  the  rules  and  regulations  prescribed  by  the  governor)  for 
loans  and  other  services;  and  shall  have  such  other  powers  necessary 
and  incident  to  carrying  out  their  powers  and  duties  under  this  or  any 
other  Act  of  Congress  as  may  be  provided  by  the  governor  in  their 
charters  or  in  any  amendments  thereto.  Each  such  bank,  [associa¬ 
tion,  or  corporation]  or  association  shall,  for  the  purposes  of  jurisdic- 
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tion,  be  deemed  a  citizen  of  the  State  or  District  within  which  its 
principal  office  is  located.  No  district  court  of  the  United  States  shall 
have  jurisdiction  of  any  action  or  suit  by  or  against  any  [Production 
Credit  Corporation  or]  Production  Credit  Association  upon  the 
ground  that  it  was  incorporated  under  this  Act  or  that  the  United 
States  owns  a  majority  of  the  stock  in  it,  nor  shall  any  district  court 
of  the  United  States  within  the  farm  credit  district  served  by  such 
association  [or  corporation]  have  jurisdiction  by  removal  or  other¬ 
wise  of  any  suit  by  or  against  any  such  association  [or  corporation] 
except  in  cases  by  or  against  the  United  States  or  bv  or  against  any 
officer  of  the  United  States  and  except  in  cases  by  or  against  any  re¬ 
ceiver  of  any  such  [corporation  or]  association  appointed  in  accord¬ 
ance  with  section  65. 

Sec.  61.  At  least  once  each  year  and  at  such  other  times  as  the 
governor  deems  necessary,  the  Central  Bank  for  Cooperatives,  and 
each  [P  reduction  Credit  Corporation,]  Production  Credit  Associa¬ 
tion,  and  Bank  for  Cooperatives,  organized  under  this  Act,  shall  be 
examined  by  examiners  designated  by  the  governor.  The  governor 
shall  assess  the  cost  of  such  examinations  against  the  bank,  [associa¬ 
tion,  or  corporation]  or  association  examined,  which  shall  pay  such 
costs  to  the  governor.  The  amounts  so  assessed  and  unpaid  shall  be 
a  prior  lien  on  all  assets  of  the  bank,  [association,  or  corporation] 
or  association  examined  except  on  assets  pledged  to  secure  loans. 

Sec.  62.  The  Central  Bank  for  Cooperatives,  the  [Production 
Credit  Corporations,]  Production  Credit  Associations,  the  Federal 
Farm  Mortgage  Corporation,  and  Banks  for  Cooperatives,  organized 
under  this  Act,  when  designated  for  that  purpose  by  the  Secretary  of 
the  Treasury,  shall  act  as  fiscal  agents  of  the  United  States  Govern¬ 
ment  and  when  acting  as  such  shall  perform  such  duties  as  shall  be 
prescribed  by  the  Secretary  of  the  Treasury. 

Sec.  63.  The  Central  Bank  for  Cooperatives,  and  [the  Production 
Credit  Corporations,]  Production  Credit  Associations,  and  Banks  for 
Cooperatives,  organized  under  this  Act,  and  their  obligations,  shall  be 
deemed  to  be  instrumentalities  of  the  United  States,  and  as  such,  any 
and  all  notes,  debentures,  bonds,  and  other  such  obligations  issued  by 
such  banks,  [associations,  or  corporations]  or  associations  shall  be 
exempt  both  as  to  principal  and  interest  from  all  taxation  (except 
surtaxes,  estate,  inheritance,  and  gift  taxes)  now  or  hereafter  imposed 
by  the  United  States  or  by  any  State,  Territorial,  or  local  taxing 
authority.  Such  banks,  [associations,  and  corporations,]  and  asso¬ 
ciations,  their  property,  their  franchises,  capital,  reserves,  surplus, 
and  other  funds,  and  their  income,  shall  be  exempt  from  all  taxation 
now  or  hereafter  imposed  by  the  United  States  or  by  any  State, 
Territorial,  or  local  taxing  authority;  except  that  any  real  property 
and  any  tangible  personal  property  of  such  banks,  [associations,  and 
corporations]  and  associations,  shall  be  subject  to  Federal,  State, 
Territorial,  and  local  taxation  to  the  same  extent  as  other  similar 
property  is  taxed.  [The  exemption  provided  herein  shall  not  apply 
with  respect  to  any  production  credit  association  or  its  property  or 
income  after  the  class  A  stock  held  in  it  by  the  production  credit 
corporation  has  been  retired,  or  with  respect  to  the  Central  Bank  for 
Cooperatives,  or  any  production  credit  corporation  or  bank  for  co¬ 
operatives,  or  its  property  or  income  after  the  stock  held  in  it  by  the 
United  States  has  been  retired.]  The  exemption  provided  herein  shall 
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not  apply  with  respect  to  any  production  credit  association  or  its  property 
or  income  after  the  class  A  stock  held  in  it  by  the  Governor  has  been  re¬ 
tired,  or  with  respect  to  any  bank  for  cooperatives  or  its  property  or 
income  after  the  stock  held  in  it  by  the  United  States  has  been  retired. 

Sec.  65.  Upon  default  of  any  obligation  of  any  [Production  Credit 
Corporation,]  Production  Credit  Association,  or  Bank  for  Coopera¬ 
tives,  such  bank,  [association,  or  corporation]  or  association  may  be 
declared  insolvent  and  placed  in  the  hands  of  a  receiver  by  the  governor 
and  proceedings  shall  thereupon  be  had  in  accordance  with  the 
provisions  of  law  relating  to  the  insolvency  of  national  farm-loan 
associations.  Any  such  bank,  [association,  or  corporation]  or  asso¬ 
ciation  may,  with  the  consent  of  the  governor,  liquidate  voluntarily, 
but  only  in  accordance  with  such  rules  and  regulations  as  the  governor 
may  prescribe. 

******* 

[Sec.  86a.  With  the  approval  of  the  Governor  of  the  Farm  Credit 
Administration  and  under  rules  and  regidations  to  be  prescribed  by 
the  Production  Credit  Commissioner,  production  credit  associations 
organized  under  the  provisions  of  the  Farm  Credit  Act  of  1933  are 
authorized  and  empowered  (without  regard  to  the  provisions  of  this 
Act  relating  to  the  requirement  for  the  ownership  of  Class  B  stock 
or  any  other  limitations  therein  contained)  (1)  to  make  loans  to 
farmers  for  the  purpose  of  enabling  them  to  make  home  alterations, 
repairs,  and  improvements,  (2)  to  sell,  discount,  assign,  or  otherwise 
dispose  of  any  loans  made  by  them  under  the  provisions  of  this  section, 
under  such  restrictions  and  limitations  as  to  endorsement  and  liability 
as  may  be  approved  by  the  Governor  of  the  Farm  Credit  Administra¬ 
tion,  (3)  to  avail  themselves  of  the  benefits  of  insurance  under  the 
provisions  of  section  2  of  the  National  Housing  Act,  and  (4)  to  do  all 
such  things  as  may  be  reasonably  necessary  to  carry  out  the  provisions 
of  this  section.] 

*  *  *  *  *  *  * 


Act  of  August  19,  1937 

AN  ACT  To  amend  the  Federal  Farm  Loan  Act,  to  amend  the  Emergency 
Farm  Mortgage  Act  of  1933,  to  amend  the  Farm  Credit  Act  of  1933,  to  amend 
the  Federal  Farm  Mortgage  Corporation  Act,  to  amend  the  Agricultural 
Marketing  Act,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  this  Act  may  be  cited 
as  the  “Farm  Credit  Act  of  1937”. 

*  *  *  *  *  *  * 

Sec.  5.  *  *  * 

******* 

(d)  *  *  * 

*****  I*  * 

(2)  Notwithstanding  the  above  provision  with  respect  to  the 
appointment  of  district  directors,  one  additional  member  of  said 
board  shall  be  elected  by  each  of  the  groups  aforesaid  (national  farm 
loan  associations  and  borrowers  through  agencies,  production  credit 
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associations,  and  cooperatives  which  are  stockholders  or  subscribers 
to  the  guaranty  fund  of  the  regional  bank  for  cooperatives  of  the 
district),  and  serve  in  lieu  of  a  district  director,  under  the  following 
circumstances  and  conditions: 

*  *  *  *  *  *  * 

(B)  Whenever,  as  determined  by  the  Farm  Credit  Administration, 
the  sum  of  the  capital  stock  held  by  persons  other  than  the  [produc¬ 
tion  credit  corporation  of  the  district]  Governor  oj  the  Farm  Credit 
Administration,  surplus,  and  reserves  of  the  production  credit  asso¬ 
ciations  (collectively)  of  a  farm  credit  district  shall  equal  or  exceed 
66%  per  centum  of  the  total  of  the  capital  stock,  surplus,  and  reserves 
of  the  production  credit  associations  (collectively)  of  said  district  as  of 
the  date  six  months  before  the  expiration  of  the  term  of  office  of  the 
district  director  (or  third  district  director)  whose  term  next  expires,  the 
successor  to  such  director  shall  be  elected  by  the  production  credit 
associations  of  the  district  in  the  manner  herein  provided,  shall  be 
known  as  an  elected  director,  and  successors  to  that  office  shall  be  so 
elected  and  known  from  term  to  term  while  such  conditions  obtain: 
Provided,  That,  if  and  when,  as  determined  by  the  Farm  Credit  Ad¬ 
ministration,  such  conditions  do  not  obtain  as  of  the  date  six  months 
before  the  expiration  of  the  term  of  office  of  any  director  so  elected 
under  the  provisions  of  this  subparagraph,  the  successor  to  such  direc¬ 
tor  shall  be  appointed  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration  by  and  with  the  advice  and  consent  of  the  Federal  Farm  Credit 
Board,  shall  be  known  as  a  district  director,  and  successors  to  that 
office  shall  be  so  appointed  and  known  from  term  to  term  for  such 
terms  as  appointment  is  not  precluded  by  the  election  of  an  additional 
director  by  one  of  the  groups  afoersaid  as  herein  provided :  And  provided 
farther,  That  such  production  credit  associations  shall  again  and  from 
time  to  time  elect  one  additional  director  as  aforesaid,  if  and  when  the 
required  conditions  named  in  this  subparagraph  shall  be  determined 
to  obtain  as  aforesaid. 

******* 

(h)  Members  of  each  farm  credit  board  shall  have  been,  for  at  least 
two  years,  residents  of  the  district  for  which  they  are  appointed  or 
elected.  From  and  after  the  date  of  enactment  of  this  Act,  no  person 
shall  be  eligible  for  election  or  appointment  as  a  member  of  any  dis¬ 
trict  farm  credit  board,  and  no  person  hereafter  elected  or  appointed  as 
a  member  of  any  district  farm  credit  board  shall  be  eligible  to  continue 
to  serve  as  such,  if  in  either  case  said  person  is  an  officer  or  employee 
of  any  Federal  land  bank,  Federal  intermediate  credit  bank,  [produc¬ 
tion  credit  corporation,]  or  bank  for  cooperatives.  No  district  direc¬ 
tor,  excepting  any  third  district  director  selected  as  hereinabove 
specified,  shall,  during  his  continuance  in  office,  be  a  director,  officer, 
or  employee  of  any  institution,  association,  or  partnership  engaged  in 
the  business  of  lending  money  or  of  making  or  selling  land  mortgage 
loans,  except  an  institution  or  association  under  the  supervision  of  the 
Farm  Credit  Administration. 

******* 

Sec.  6.  Each  farm  credit  board  provided  for  in  this  Act  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Administration — 
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(a)  To  employ  joint  officers  and  employees  for  the  Federal  land 
bank,  Federal  intermediate  credit  bank,  [production  credit  corpora¬ 
tion,  j  and  regional  bank  for  cooperatives  in  its  district.  The  salaries 
or  other  compensation  of  all  such  joint  officers  and  employees  shall  be. 
fixed  by  the  district  farm  credit  board  and  shall  be  paid  by  the  Federal 
land  bank  of  the  district.  Such  bank  shall  be  reimbursed  therefor  by 
the  other  [three]}  institutions  in  the  district,  in  such  amounts  and 
upon  such  conditions  as  the  board  shall  determine.  Officers  and 
employees  appointed  by  the  district  farm  credit  board  shall  be  officers 
and  employees  of  the  district  institutions  served  by  them. 

(b)  To  authorize  the  acquisition  and  disposal  of  such  property, 
real  or  personal,  as  may  be  necessary  or  convenient  for  the  transaction 
of  the  business  of  the  Federal  land  bank,  the  Federal  intermediate 
credit  bank,  [the  bank  for  cooperatives,  and  the  production  credit 
corporation]  and  the  bank  for  cooperatives,  located  in  its  district,  upon 
such  terms  and  conditions  as  it  shall  fix,  and  to  prorate  among  such 
institutions  the  cost  of  purchases,  rentals,  construction,  repairs, 
alterations,  maintenance,  and  operation,  in  such  amounts  and  in  such 
manner  as  it  shall  determine.  Any  lease,  or  any  contract  for  the 
purchase  or  sale  of  property,  or  any  deed  or  conveyance  of  property, 
or  any  contract  for  the  construction,  repair,  or  alteration  of  buildings, 
authorized  by  a  district  farm  credit  board  under  this  subsection  shall 
be  executed  by  the  officers  of  the  institution  or  institutions  concerned 
pursuant  to  the  direction  of  such  board.  No  provision  of  law  relative 
to  the  acquisition  or  disposal  of  property,  real  or  personal,  by  or  for 
the  United  States,  or  relative  to  the  making  of  contracts  or  leases  by 
or  for  the  United  States,  including  the  provisions  set  out  in  title  40 
and  title  41  of  the  United  States  Code,  1934  edition,  and  the  Supple¬ 
ments  thereto,  and  including  provisions  applicable  to  corporations 
wholly  owned  by  the  United  States,  shall  be  deemed  or  held  applicable 
to  any  lease,  purchase,  sale,  deed,  conveyance,  or  contract  authorized 
or  made  by  a  district  farm  credit  board,  Federal  land  bank,  Federal 
intermediate  credit  bank,  [production  credit  corporation,]  or  bank  for 
cooperatives  under  this  subsection. 

*  *  *  *  *  *  m 


AN  ACT  To  increase  farmer  participation  in  ownership  and  control  of  the  Federal 
Farm  Credit  System;  to  create  a  Federal  Farm  Credit  Board;  to  abolish  certain 
offices;  to  impose  a  franchise  tax  upon  certain  farm  credit  institutions;  and  for 
other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled, 

TITLE 

Section  1.  This  Act  may  be  cited  as  the  “Farm  Credit  Act  of  1953”. 
******* 

Sec.  8.  The  Farm  Credit  Administration  is  authorized  and  directed, 
by  order  or  rules  and  regulations,  to  delegate  to  a  Federal  land  bank 
such  of  the  duties,  powers,  and  authority  of  the  Farm  Credit  Admin¬ 
istration  with  respect  to  and  over  National  Farm  Loan  Associations, 
their  officers  and  employees,  in  the  farm  credit  district  wherein  such 
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Federal  land  bank  is  located,  as  may  be  determined  to  be  in  the 
interest  of  effective  administration;  and,  in  like  manner,  to  delegate 
to  a  [production  credit  corporation]  Federal  intermediate  credit  bank 
such  of  the  duties,  powers,  and  authority  of  the  Farm  Credit  Admin¬ 
istration  with  respect  to  and  over  production  credit  associations,  their 
officers  and  employees,  in  the  farm  credit  district  wherein  such  [pro¬ 
duction  credit  corporation]  Federal  intermediate  credit  bank  is  located, 
as  may  be  determined  to  be  in  the  interest  of  effective  administration ; 
and,  in  either  case  the  duties,  powers,  and  authority  so  delegated  shall 
be  performed  and  exercised  under  such  conditions  and  requirements 
and  upon  such  terms  as  the  Farm  Credit  Administration  may  specify. 
Any  Federal  land  bank  or  [production  credit  corporation]  Federal 
intermediate  credit  bank  to  which  any  such  duties,  powers,  or  authority 
may  be  delegated  is  hereby  authorized  and  empowered  to  accept, 
perform,  and  exercise  such  duties,  powers,  and  authority  as  may  be  so 
delegated  to  it. 

******* 

[a  Sec.  16.  [(a)  Any  other  provisions  of  law  to  the  contrary  notwith- 
standing  after  the  effective  date  of  this  Act  any  production  credit 
association  may,  witli  the  approval  of  the  President  of  the  Production 
Credit  Corporation  and  of  the  Farm  Credit  Administration,  issue 
non vo ting  preferred  stock,  to  be  known  as  class  C  stock,  which  niay 
be  purchased  and  held  by  production  credit  corporations  and  by  in¬ 
vestors:  Provided,  That  the  issuance  of  such  stock  shall  be  authorized 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  A 
stock  of  the  association  (other  than  shares  held  by  the  Production 
Credit  Corporation)  by  the  holders  thereof  in  person  or  by  proxy  and 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  B 
stock  of  the  association  by  the  holders  thereof  in  person  or  by  proxy; 
and  for  this  purpose  holders  of  class  A  stock  (other  than  the  Production 
Credit  Corporation)  and  holders  of  class  B  stock  shall  be  entitled  to 
one  vote  for  each  share  of  stock  held  by  them.] 

(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding,  after 
the  effective  date  of  this  Act  any  production  credit  association  may,  with 
the  approval  of  the  Farm  Credit  Administration,  issue  nonvoting  preferred 
stock,  to  be  known  as  class  C  stock,  which  may  be  purchased  and  held  by 
the  Governor  of  the  Farm  Credit  Administration  and  by  investors: 
v  Provided,  That  the  issuance  of  such  stock  shall  be  authorized  by  vote  of 
)  not  less  than  two-thirds  of  the  outstanding  shares  of  class  A  stock  of  the 
association  ( other  than  shares  held  by  the  Governor  of  the  Farm  Credit 
Administration )  by  the  holders  thereof  in  person  or  by  proxy  and  by  vote 
of  not  less  than  two-thirds  of  the  outstanding  shares  of  class  B  stock  of 
the  association  by  the  holders  thereof  in  person  or  by  proxy;  and  for  this 
purpose  holders  of  class  A  stock  ( other  than  the  Governor  of  the  Farm 
Credit  Administration)  and  holders  of  class  B  stock  shall  be  entitled  to 
one  vote  for  each  share  of  stock  held  by  them.  Payments  for  such  stock 
purchased  by  the  Governor  shall  be  made  out  of  the  revolving  fund  created 
by  section  5  (a)  of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the 
proceeds  from  the  retirement  of  any  such  stock  shall  be  paid  into  such 
revolving  fund. 
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Department  of  Agriculture  Organic  Act  of  1944  (Act  of 

September  21,  1944) 

AN  ACT  To  provide  for  the  control  and  eradication  of  certain  animal  and  plant 
pests  and  diseases,  to  facilitate  cooperation  with  the  States  in  fire  control,  to 
provide  for  the  more  efficient  protection  and  management  of  the  national 
forests,  to  facilitate  the  carrying  out  of  agricultural  conservation  and  related 
agricultural  programs,  to  facilitate  the  operation  of  the  Farm  Credit  Adminis¬ 
tration  and  the  Rural  Electrification  Administration,  to  aid  in  the  orderly 
marketing  of  agricultural  commodities,  and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That, 

******  nr 

Sec.  601.  (a)  The  Farm  Credit  Administration  shall,  prior  to  the 
first  day  of  each  fiscal  year  commencing  after  June  30,  1944,  estimate 
for  the  ensuing  fiscal  year  the  cost  of  examinations  of  the  Federal  land 
banks,  national  farm-loan  associations,  banks  for  cooperatives,  Cen¬ 
tral  Bank  for  Cooperatives,  Federal  intermediate  credit  banks, 
[production  credit  corporations, 3  and  production  credit  associations; 
shall  apportion  the  amount  so  determined  among  the  Federal  land 
banks,  national  farm  loan  associations,  banks  for  cooperatives,  Central 
Bank  for  Cooperatives,  Federal  intermediate  credit  banks,  [produc¬ 
tion  credit  corporations,]  and  production  credit  associations  on  such 
equitable  basis  as  said  Administration  shall  determine;  and  shall  assess 
against  and  collect  in  advance  the  amount  so  apportioned  from  the 
banks,  [corporations,]  and  other  organizations  among  which  the 
apportionment  is  made,  except  that  the  amounts  apportioned  to  na¬ 
tional  farm  loan  associations  shall  be  assessed  against  and  collected 
from  the  Federal  land  bank  of  the  district  which  may  in  turn  collect 
such  amounts  from  the  associations  in  a  manner  approved  by  the  Farm 
Credit  Administration. 

(b)  The  Farm  Credit  Administration  shall,  prior  to  the  first  day  of 
each  fiscal  year  commencing  after  June  30,  1944,  estimate  the  cost  to  it 
for  the  ensuing  fiscal  year  of  the  administrative  supervision  of  the 
Federal  land  bank  system,  the  banks  for  cooperatives,  the  Central 
Bank  for  Cooperatives,  the  Federal  intermediate  credit  banks,  and  the 
production  credit  system;  shall  apportion  the  amount  so  determined 
among  the  Federal  land  banks,  the  banks  for  cooperatives,  the  Cen¬ 
tral  Bank  for  Cooperatives,  [the  Federal  intermediate  credit  banks, 
and  the  production  credit  corporations]  and  the  Federal  intermediate 
credit  banks  on  such  equitable  basis  as  said  Administration  shall 
determine;  and  shall  assess  against  and  collect  in  advance  from  such 
banks  [and  corporations]  the  amount  so  apportioned. 

(c)  The  amounts  collected  pursuant  to  subsections  (a)  and  (b)  hereof 
shall  be  covered  into  the  Treasury,  and  credited  to  a  special  fund, 
which  fund  is  hereby  authorized  to  be  appropriated  to  said  Adminis¬ 
tration  for  expenditure  during  each  fiscal  year  for  salaries  and  expenses 
applicable  to  examination  and  administrative  supervision  as  set  forth 
in  the  annual  appropriation  made  for  the  same  fiscal  year  for  salaries 
and  expenses  of  said  Administration.  As  soon  as  practicable  after 
the  end  of  each  such  fiscal  year,  said  Administration  shall  determine 
on  a  fair  and  reasonable  basis  (1)  the  cost  of  the  examination  services 
rendered  during  the  fiscal  year  to  each  said  bank,  [corporation,]  or 
other  organization;  and  (2)  the  amount  which  fairly  and  equitably 
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should  be  allocated  to  each  bank  [and  corporation]  as  the  cost 
during  the  fiscal  year  of  such  administrative  supervision,  and  if  the 
sum  of  these  two  items  in  any  case  is  greater  than  the  total  amount 
collected  from  the  bank,  [corporation,]  or  other  ogranization,  the 
difference  shall  be  collected  from  such  bank,  [corporation,]  or  other 
organization,  and,  if  less,  shall  be  refunded  from  said  special  fund  to 
the  bank,  [corporation,]  or  other  organization  entitled  thereto. 

*  *  *  *  *  *  * 

Title  18  of  United  States  Code 

*  *  *  *  *  *  * 

§658.  Property  mortgaged  or  pledged  to  farm  credit  agencies. 

Whoever,  with  intent  to  defraud,  knowingly  conceals,  removes, 
disposes  of,  or  converts  to  his  own  use  or  to  that  of  another,  any 
property  mortgaged  or  pledged  to,  or  held  by,  the  Farm  Credit 
Administration,  any  Federal  intermediate  credit  bank,  or  the  Federal 
Farm  Mortgage  Corporation,  Federal  Crop  Insurance  Corporation, 
Farmers’  Home  Corporation,  the  Secretary  of  Agriculture  acting 
through  the  Farmers’  Home  Administration,  any  production  credit 
association  organized  under  sections  1131-1 134m  of  Title  12,  [or  in 
which  a  Production  Credit  Corporation  holds  stock],  any  regional 
agricultural  credit  corporation,  or  any  bank  for  cooperatives,  shall  be 
fined  not  more  than  $5,000  or  imprisoned  not  more  than  five  years, 
or  both;  but  if  the  value  of  such  property  does  not  exceed  $100,  he 
shall  be  fined  not  more  than  $1,000  or  imprisoned  not  more  than  one 
year  or  both. 

******* 

§  1014.  Loan  and  credit  applications  generally;  renewals  and  dis¬ 
counts;  crop  insurance. 

Whoever  knowingly  makes  any  false  statement  or  report  or  will¬ 
fully  overvalues  any  land,  property  or  security,  for  the  purpose  of 
influencing  in  any  way  the  action  of  the  Reconstruction  Finance 
Corporation,  Farm  Credit  Administration,  Federal  Crop  Insurance 
Corporation,  Farmers’  Home  Corporation,  the  the  Secretary  of 
Agriculture  acting  through  the  Farmers’  Home  Administration,  any 
Federal  intermediate  credit  bank,  or  the  Federal  Farm  Mortgage 
Corporation,  or  any  division  officer,  or  employee  thereof,  or  of  any 
corporation  organized  under  sections  1131-1 134m  of  Title  12,  [or  in 
which  a  Production  Credit  Corporation  holds  stock],  or  of  any 
regional  agricultural  credit  corporation  established  pursuant  to  law, 
or  of  the  National  Agricultural  Credit  Corporation,  a  Federal  Home 
Loan  Bank,  the  Federal  Home  Loan  Bank  Board,  the  Home  Owners’ 
Loan  Corporation,  a  Federal  Savings  and  Loan  Association,  a  Federal 
land  bank,  a  joint-stock  land  bank,  a  National  farm  loan  association, 
or  of  a  Federal  Reserve  bank,  upon  any  application,  advance,  dis¬ 
count,  purchase,  purchase  agreement,  repurchase  agreement,  com¬ 
mitment,  or  loan,  or  any  change  or  extension  of  any  of  the  same,  by 
renewal,  deferment  of  action  or  otherwise,  or  the  acceptance,  release, 
or  substitution  of  security  therefor,  shall  be  fined  not  more  than 
$5,000  or  imprisoned  not  more  than  two  years,  or  both. 
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Act  of  December  6,  1945 

AN  ACT  To  provide  for  financial  control  of  Government  corporations. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  this  Act  may  be  cited 
as  the  “Government  Corporation  Control  Act”. 

******* 

Sec.  101.  As  used  in  this  Act  the  term  “wholly  owned  Government 
corporation”  means  the  Commodity  Credit  Corporation;  [Federal 
Intermediate  Credit  Banks;  Production  Credit  Corporations;]!  Re¬ 
gional  Agricultural  Credit  Corporations;  Farmers  Home  Corporation; 
Federal  Crop  Insurance  Corporation;  Federal  Farm  Mortgage  Cor¬ 
poration;  Federal  Surplus  Commodities  Corporation;  Reconstruction 
Finance  Corporation;  Defense  Plant  Corporation;  Defense  Supplies 
Corporation;  Metals  Reserve  Company;  Rubber  Reserve  Company; 
War  Damage  Corporation;  Federal  National  Mortgage  Association; 
the  RFC  Mortgage  Company;  Disaster  Loan  Corporation;  Inland  *| 
Waterways  Corporation;  Warrior  River  Terminal  Company;  Virgin  ™ 
Islands  Corporation;  Federal  Prison  Industries,  Incorporated;  United 
States  Spruce  Production  Corporation;  Institute  of  Inter- American 
Affairs;  Institute  of  Inter- American  Transportation;  Inter- American 
Educational  Foundation,  Incorporated;  Inter- American  Navigation 
Corporation;  Prencinradio,  Incorporated;  Cargoes,  Incorporated; 
Export-Import  Bank  of  Washington;  Petroleum  Reserves  Corpora¬ 
tion;  Rubber  Development  Corporation;  U.  S.  Commercial  Company, 
Smaller  War  Plants  Corporation;  Federal  Public  Housing  Authority 
(or  Public  Housing  Administration)  and  including  public  housing 
projects  financed  from  appropriated  funds  and  operations  thereof; 
Defense  Homes  Corporation;  Federal  Savings  and  Loan  Insurance 
Corporation;  Home  Owners’  Loan  Corporation;  United  States  Hous¬ 
ing  Corporation;  Federal  Housing  Administration;  Saint  Lawrence 
Seaway  Development  Corporation;  Panama  Canal  Company;  Ten¬ 
nessee  Valley  Authority;  and  Tennessee  Valley  Associated  Coopera¬ 
tives,  Incorporated. 

******* 

Sec.  201.  As  used  in  this  Act  the  term  “mixed-ownership  Govern¬ 
ment  corporations”  means  (1)  the  Central  Bank  for  Cooperatives  and 
the  Regional  Banks  for  Cooperatives,  (2)  Federal  Land  Banks,  (3)  m 
Federal  Intermediate  Credit  Banks,  {If)  Federal  Home  Loan  Banks,  and 
[(4)3  ( 5 )  Federal  Deposit  Insurance  Corporation. 

******* 

Sec.  302.  The  banking  or  checking  accounts  of  all  wholly  owned  and 
mixed-ownership  Government  corporations  shall  be  kept  with  the 
Treasurer  of  the  United  States,  or,  with  the  approval  of  the  Secretary 
of  the  Treasury,  with  a  Federal  Reserve  bank,  or  with  a  bank  desig¬ 
nated  as  a  depositary  or  fiscal  agent  of  the  United  States:  Provided, 
That  the  Secretary  of  the  Treasury  may  waive  the  requirements  of  this 
section  under  such  conditions  as  he  may  determine:  And  provided 
further,  That  this  section  will  not  apply  to  the  establishment  and 
maintenance  in  any  bank  for  a  temporary  period  of  banking  and 
checking  accounts  not  in  excess  of  $50,000  in  any  one  bank.  The 
provisions  of  this  section  shall  not  be  applicable  to  Federal  Inter- 
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mediate  Credit  Banks,  [Production  Credit  Corporations^  the  Central 
Bank  for  Cooperatives,  the  Regional  Banks  for  Cooperatives,  or  the 
Federal  Land  Banks,  except  that  each  such  corporation  shall  be 
required  to  report  annually  to  the  Secretary  of  the  Treasury  the  names 
of  the  depositaries  in  which  such  corporation  keeps  a  banking  or 
checking  account,  and  the  Secretary  of  the  Treasury  may  make  a 
report  in  writing  to  the  corporation,  to  the  President,  and  to  the 
Congress  which  he  deems  advisable  upon  receipt  of  any  such  annual 
report. 

Sec.  303.  (a)  All  bonds,  notes,  debentures,  and  other  similar  obli¬ 
gations  which  are  hereafter  issued  by  any  wholly  owned  or  mixed- 
ownership  Government  corporation  and  offered  to  the  public  shall  be 
in  such  forms  and  denominations,  shall  have  such  maturities,  shall 
bear  such  rates  of  interest,  shall  be  subject  to  such  terms  and  condi¬ 
tions,  shall  be  issued  in  such  manner  and  at  such  times  and  sold  at  such 
prices  as  have  been  or  as  may  be  approved  by  the  Secretary  of  the 
Treasury. 

)  (b)  Hereafter,  no  wholly  owned  or  mixed-ownership  Government 
corporation  shall  sell  or  purchase  any  direct  obligation  of  the  United 
States  or  obligation  guaranteed  as  to  principal  or  interest,  or  both, 
for  its  own  account  and  in  its  own  right  and  interest,  at  any  one  time 
aggregating  in  excess  of  $100,000,  without  the  approval  of  the  Secre¬ 
tary  of  the  Treasury:  Provided,  That  the  Secretary  of  the  Treasury 
may  waive  the  requirement  of  his  approval  with  respect  to  any 
transaction  or  classes  of  transactions  subject  to  the  provisions  of  this 
subsection  for  such  period  ol  time  and  under  such  conditions  as  he  may 
determine. 

(c)  The  Secretary  of  the  Treasury  is  hereby  authorized  to  exercise 
any  of  the  functions  vested  in  him  by  this  section  through  any  officer, 
or  employee  of  any  Federal  agency  whom  he  may  designate,  with  the 
concurrence  of  the  head  of  the  agency  concerned,  for  such  purpose. 

(d)  Any  mixed-ownership  Government  corporation  from  which 
Government  capital  has  been  entirely  withdrawn  shall  not  be  subject 
to  the  provisions  of  section  302  or  of  this  section  during  the  period 
such  corporation  remains  without  Government  capital.  The  provi¬ 
sions  of  subsections  (a)  and  (b)  of  this  section  shall  not  be  applicable 
to  Federal  Intermediate  Credit  Banks,  [Production  Credit  Corpora¬ 
tions,]  the  Central  Bank  for  Cooperatives,  the  Regional  Banks  for 
Cooperatives,  or  the  Federal  Land  Banks,  except  that  each  such  cor¬ 
poration  shall  be  required  to  consult  with  the  Secretary  of  the  Treasury 
prior  to  taking  any  action  of  the  kind  covered  by  the  provisions  of 
subsections  (a)  and  (b)  of  this  section,  and  in  the  event  an  agreement 
is  not  reached,  the  Secretary  of  the  Treasury  may  make  a  report  in 
writing  to  the  corporation,  to  the  President,  and  to  the  Congress  stat¬ 
ing  the  grounds  for  his  disagreement. 

******* 

Revised  Statutes  of  the  United  States 
******* 

Sec.  5136.  *  *  * 

******* 

Seventh.  (Last  two  sentences  only.) 
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The  limitations  and  restrictions  herein  contained  as  to  dealing  in, 
underwriting  and  purchasing  for  its  own  account,  investment  securities 
shall  not  apply  to  obligations  of  the  United  States,  or  general  obliga¬ 
tions  of  any  State  or  of  any  political  subdivision  thereof,  or  obligations 
issued  under  authority  of  the  Federal  Farm  Loan  Act,  as  amended, 
or  issued  by  the  thirteen  banks  for  cooperatives  or  any  of  them  or  the 
Federal  Home  Loan  Banks  or  the  Home  Owners’  Loan  Corporation, 
or  obligations  which  are  insured  by  the  Federal  Housing  Adminis¬ 
trator  pursuant  to  section  207  of  the  National  Housing  Act,  if  the 
debentures  to  be  issued  in  payment  of  such  insured  obligations  are 
guaranteed  as  to  principal  and  interest  by  the  United  States,  or 
obligations  of  the  Federal  National  Mortgage  Association,  or  such 
obligations  of  any  local  public  agency  (as  defined  in  section  110  (h) 
of  the  Housing  Act  of  1949)  as  are  secured  by  an  agreement  between 
the  local  public  agency  and  the  Housing  and  Home  Finance  Adminis¬ 
trator  in  which  the  local  public  agency  agrees  to  borrow  from  said 
Administrator,  and  said  Administrator  agrees  to  lend  to  said  local^ 
public  agency,  prior  to  the  maturity  of  such  obligations  (which  obliga-® 
tions  shall  have  a  maturity  of  not  more  than  eighteen  months),  monies^ 
in  an  amount  which  (together  with  any  other  monies  irrevocably 
committed  to  the  payment  of  interest  on  such  obligations)  will  suffice 
to  pay  the  principal  of  such  obligations  with  interest  to  maturity 
thereon,  which  monies  under  the  terms  of  said  agreement  are  required 
to  be  used  for  the  purpose  of  paying  the  principal  of  and  the  interest 
on  such  obligations  at  their  maturity,  or  such  obligations  of  a  public 
housing  agency  (as  defined  in  the  United  States  Housing  Act  of  1937, 
as  amended)  as  are  secured  either  (1)  by  an  agreement  between  the 
public  housing  agency  and  the  Public  Housing  Administration  in  which 
the  public  housing  agency  agrees  to  borrow  from  the  Public  Housing 
Administration,  and  the  Public  Housing  Administration  agrees  to 
lend  to  the  public  housing  agency,  prior  to  the  maturity  of  such  obli¬ 
gations  (which  obligations  shall  have  a  maturity  of  not  more  than 
eighteen  months),  monies  in  an  amount  which  (together  with  any 
other  monies  irrevocably  committed  to  the  payment  of  interest  on 
such  obligations)  will  suffice  to  pay  the  principal  of  such  obligations 
with  interest  to  maturity  thereon,  which  monies  under  the  terms  of 
said  agreement  are  required  to  be  used  for  the  purpose  of  paying  the 
principal  of  and  the  interest  on  such  obligations  at  their  maturity,^ 
or  (2)  by  a  pledge  of  annual  contributions  under  an  annual  contribu-™ 
tions  contract  between  such  public  housing  agency  and  the  Public 
Housing  Administration  if  such  contract  shall  contain  the  covenant 
by  the  Public  Housing  Administration  which  is  authorized  by  subsec¬ 
tion  (b)  of  section  22  of  the  United  States  Housing  Act  of  1937,  as 
amended,  and  if  the  maximum  sum  and  the  maximum  period  specified 
in  such  contract  pursuant  to  said  subsection  22  (b)  shall  not  be  less 
than  the  annual  amount  and  the  period  for  payment  which  are  requi¬ 
site  to  provide  for  the  payment  when  due  of  all  installments  of  principal 
and  interest  on  such  obligations:  Provided,  That  in  carrying  on  the 
business  commonly  known  as  the  safe-deposit  business  the  association 
shall  not  invest  in  the  capital  stock  of  a  corporation  organized  under 
the  law  of  any  State  to  conduct  a  safe-deposit  business  in  an  amount 
in  excess  of  15  per  centum  of  the  capital  stock  of  the  association 
actually  paid  in  and  unimpaired  and  15  per  centum  of  its  unimpaired 
surplus.  [The  limitations  and  restrictions  herein  contained  as  to 
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dealing  in  and  underwriting  investment  securities  shall  not  apply  to 
obligations  issued  by  the  International  Bank  for  Reconstruction  and 
Development  or  the  thirteen  banks  for  cooperatives  organized  under 
the  Farm  Credit  Act  of  1933,  or  any  of  them  which  are  at  the  time 
eligible  for  purchase  by  a  national  bank  for  its  own  account:  Provided, 
That  no  association  shall  at  any  one  time  hold  obligations  issued  by 
either  of  said  banks  as  a  result  of  underwriting,  dealing,  or  purchasing 
for  its  own  account  (and  for  this  purpose  obligations  as  to  which 
it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total 
amount,  with  respect  to  each  issuer,  exceeding  10  per  centum  of  its 
capital  stock  actually  paid  in  and  unimpaired  and  10  per  centum  of 
its  unimpaired  surplus  fund.]  The  limitations  and  restrictions  herein 
contained  as  to  dealing  in  and  underwriting  investment  securities  shall 
not  apply  to  obligations  issued  by  the  International  Bank  j or  Reconstruc¬ 
tion  and  Development  which  are  at  the  time  eligible  for  purchase  by  a 
national  bank  for  its  own  account:  Provided,  That  no  association  shall 
Mold,  obligations  issued  by  said  bank  as  a  result  of  underwriting,  dealing, 
or  purchasing  for  its  own  account  {and  for  this  purpose  obligations  as  to 
which  it  is  under  commitment  shall  be  deemed  to  be  held  by  it)  in  a  total 
amount  exceeding  at  any  one  time  10  per  centum  of  its  capital  stock 
actually  paid  in  and  unimpaired  and  10  per  centum  of  its  unimpaired 
surplus  fund. 


o 
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CONGRESSIONAL  RECORD  —  SENATE 


BILLS  PASSED  OVER 

The  bill  (H.  R.  10285)  to  merge  pro¬ 
duction  credit  corporations  in  Federal 
intermediate  credit  banks,  to  provide  for 
retirement  of  Government  capital  in 
Federal  intermediate  credit  banks,  to 
provide  for  supervision  of  production 
credit  associations,  and  for  other  pur¬ 
poses  was  announced  as  next  in  order. 

Mr.  BIBLE.  Mr.  President,  I  ask  that 
the  bill  be  passed  over.  It  is  not  a  bill 
which  should  appropriately  be  consid¬ 
ered  upon  a  call  of  the  calendar. 

The  PRESIDING  OFFICER.  The 
bill  will  be  passed  over. 

'Ihe  Pill  (S.  3982)  to  provide  for  the 

maintenance  of  production\f  tungsten, 
asbestos,  fluorspar,  and  cWumbium- 
tantalum  in  the  United  States,  >ts  Terri¬ 
tories,  and  possessions,  and  fat  other 
purposes  was  announced  as  next  in 
order. 

Mr.  PURTELL.  Mr.  President,  since 
the  amount  involved  in  this  bill  wi^l 
ultimately  be  approximately  $89  million'; 
in  the  opinion  of  the  Senator  from  Con¬ 
necticut,  it  is  not  appropriate  for  con¬ 
sideration  upon  a  call  of  the  calendar. 
However,  I  have  no  objection  to  the  bill. 
I  hope  it  will  be  taken  up  on  motion,  at 
which  time  I  shall  be  glad  to  vote  for  it. 

The  PRESIDING  OFFICER.  The 
bill  will  be  passed  over. 

The  bill  (H.  R.  9052)  to  amend  the 
Export  Control  Act  of  1949  to  continue 
for  an  additional  period  of  2  years  the 
authority  provided  thereunder  for  the 
regulation  of  exports  was  announced  as 
next  in  order. 

Mr.  ERVIN.  '  Mr.  President,  I  ask  that 
the  bill  be  passed  over,  on  the  ground 
that  it  is  not  appropriate  for  considera¬ 
tion  upon  a  call  of  the  calendar. 

The  PRESIDING  OFFICER.  The 
bill  will  be  passed  over. 

BILL  PASSED  TO  FOOT  OF  THE 
CALENDAR 

The  bill  (S.  3363)  for  the  relief  of 
Miroslav  Slovak  was  announced  as  next 
in  order. 

Mr.  PURTELL.  Mr.  President,  we 
have  no  report  on  the  bill;  and  for  that 
reason,  and  that  reason  alone,  I  ask  that/ 
the  bill  be  passed  over. 

The  PRESIDING  OFFICER.  Will 
the  Senator  from  Connecticut  withhold 
his  objection  for  a  moment?  The  Chair 
notes  that  the  Senator  from  Nor tbr  Caro¬ 
lina  is  seeking  recognition. 

Mr.  PURTELL.  I  am  very/happy  to 
withhold  my  objection. 

Mr.  ERVIN.  There  is  a  report  on  the 
bill.  It  may  be  that  the  Senator  will 
be  willing  to  ask  that  the  bill  go  to  the 
foot  of  the  calendar/ rather  than  be 
passed  over. 

Mr.  PURTELL.  A  have  no  objection 
to  the  bill  going  to  the  foot  of  the  cal¬ 
endar.  However,  the  report  was  not 
available  when/ve  went  through  the  cal¬ 
endar  today  ,/s  late  as  12  o’clock. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Connecticut  ask  that 
the  bill  gp  to  the  foot  of  the  calendar? 

Mr.  BURTELL.  I  ask  that  the  bill  be 
passecrto  the  foot  of  the  calendar,  in  the 
hopefthat  we  may  have  time  to  study  the 


report  before  the  end  of  the  calendar  is 
reached 

The  PRESIDING  OFFICER.  The 
bill  will  go  to  the  foot  of  the  calendar. 


LT.  COMDR.  MORTIMER  T.  CLEMENT 

The  bill  (H.  R.  4873)  for  the  relief  of 
Lt.  Comdr.  Mortimer  T.  Clement,  Medi¬ 
cal  Corps,  United  States  Navy,  retired, 
was  considered,  ordered  to  a  third  read¬ 
ing,  read  the  third  time,  and  passed. 


CONVEYANCE  OF  CERTAIN  LANDS 
IN  ALASKA 

The  Senate  proceeded  to  consider  the 
bill  (S.  3344)  to  authorize  the  Secre¬ 
tary  of  Agriculture  to  convey  to  the  Ter¬ 
ritory  of  Alaska  certain  lands  in  the  city 
of  Sitka,  known  as  Baranof  Castle  site. 

Mr.  MORSE.  Mr.  President,  I  offer 
the  amendment  which  I  send  to  the  desk 
and  ask  to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
regon  will  be  stated. 

'he  Legislative  Clerk.  On  page  %, 
linb§  4  and  5,  it  is  proposed  to  strike  raft: 

lin  a  period  of  25  years  fron/  the 
date  of.  the  conveyance”;  and  on  page  2, 
lines  8%ind  9,  to  strike  out  “, /vithout 
the  consent  of  the  Secretary  of  the  In¬ 
terior.” 

The  PRESIDING  OFFICER.  The 
question  is  on.  agreeing  to/  the  amend¬ 
ment  offered  bk  the  Senior  from  Ore- 
gdn  [Mr.  Morse) 


Ir.  President,  may 
tloii  of  the  amend- 


Mr.  ELLENDEI 
we  have  an  explaifS 
ment? 

Mr.  MORSE.  All  it\means  is  that  if 
the  lands  are  ndt  used  tor  the  purposes 
for  which  they  are  held;-.,,  they  will  re¬ 
vert  to  the  United  States.  T  see  no  rea¬ 
son  why  we  should  limit  the  reversion 
to  a  period  of  25  years  from  the  date  of 
conveyance  as  the  period  of  tiine  with¬ 
in  which  the  lands  may  not  be  used  for 
othei/purposes.  Let  Congress  decide  25 
from  now  what  disposition  it\nay 
to  make  of  the  lands,  if  it  is  'de- 
red  to  use  them  for  purposes  other  thai 
those  set  forth  in  the  conveyance. 

I  have  no  objection  to  the  conveyance, 
but  I  believe  that  the  reverter  should  be 
general,  and  should  not  give  the  Ter¬ 
ritory  of  Alaska  the  right  to  hold  the 
lands  for  25  years  for  a  certain  purpose, 
and  then  cease  to  use  them  for  that 
purpose,  without  the  lands  reverting  to 
the  United  States  after  a  period  of  25 
years. 

Mr.  ELLENDER.  As  I  understand,  the 
purpose  of  the  amendment  is  that  if  the 
Territory  of  Alaska  does  not  use  the  land 
for  the  purposes  intended,  even  after  the 
period  of  25  years,  the  land  will  revert  to 
the  United  States. 

Mr.  MORSE.  That  is  correct. 

Mr.  ELLENDER.  I  have  no  objection 
to  the  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Ore¬ 
gon  [Mr.  Morse]. 

The  amendment  was  agreed  to. 

Mr.  ELLENDER.  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  in 


8961 

the  Record  at  this  point  a  brief  explana¬ 
tion  of  the  bill.  & y 

There  being  no  objection,  the  explana¬ 
tion  was  ordered  to  be  printed  in, the  Rec¬ 
ord,  as  follows: 

Explanation  of  S.  33^4 
This  bill  would  clarify  the  t/tle  to  a  small 
tract  in  Alaska  (slightly  in'  excess  of  1  y3 
acres)  by  providing  for  its  conveyance  to  the 
Territory  of  Alaska.  This/ract,  the  Baranof 
Castle  site,  was  the  scene  .in  1867  of  the  trans¬ 
fer  of  Alaska  from  Russia  to  the  United  States 
and  is  desired  by  the/Territory  to  be  devel¬ 
oped  as  an  history/  site.  The  tract  was 
"transferred”  to  thg  city  of  Sitka  in  1932  sub¬ 
ject  to  the  condition  that  if  it  should  ever 
be  transferred,  Or  used  for  commercial  pur¬ 
poses,  title  would  revert  to  the  United  States. 
The  city  of  Sjtka  wishes  to  transfer  its  inter¬ 
est  to  the /  Territory,  but  there  is  some 
doubt  as/  to  the  nature  of  the  inter¬ 
est  held  by  the  city  and  whether  title  would 
revert  /o  the  United  States  if  the  city  at¬ 
tempted  to  transfer  the  tract  to  the  Terri¬ 
tory/  This  bill  would  clear  up  these  ques¬ 
tions  by  transferring  the  interest  of  the 
ited  States  to  the  Territory,  subject  to 
eversion  to  the  United  States  if  the  Territory 
should  attempt  to  transfer  the  tract. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment.  If  there 
be  no  further  amendment  to  be  proposed, 
the  question  is  on  the  engrossment  and 
third  reading  of  the  bill. 

The  bill  was  ordered  to  be  engrossed 
for  a  third  rea'ding;  read  the  third  time, 
and  passed,  as  follows: 

Be  it  enacted,  etc.,  That  the  Secretary  of 
Agriculture  is  hereby  authorized  and  directed 
to  convey,  without  reimbursement  therefor, 
to  the  Territory  of  Alaska,  for  use  as  a  his¬ 
toric  monument  site,  all  the  right,  title,  and 
interest  of  the  United  States  to  the  follow¬ 
ing  described  lands,  containing  1.349  acres, 
more  or  less,  .and  improvement  thereon, 
known  as  the  Baranof  Castle  site:  The  tract 
of  land  formerly  occupied  by  the  Alaska 
Agricultural  Experiment  Station,  more  par¬ 
ticularly  shown  on  the  plat  of  Sitka  Town- 
site,  Alaska,  United  States  survey  numbered 
1474,  tract  A,  approved  April  2,  1925,  as  the 
United  States  Reserve  for  Agricultural  In¬ 
vestigations  and  Weather  Service:  Provided, 
That  if  the  Territory  of  Alaska  shall  attempt 
to  transfer  title  to  or  control  over  these 
lands,  or  to  devote  them  to  a  use  other  than 
as  a  historic  monument  site  title  thereto 
shall  revert  to  the  United  States. 


vTOBACCO  MARKETING  QUOTA 
PROVISIONS 

Thk  Senate  proceeded  to  consider  the 
bill  (sN.3261)  to  amend  the  tobacco  mar¬ 
keting  quota  provisions  of  the  Agricul¬ 
tural  Adjustment  Act  of  1938,  as 
amended,  which  had  been  reported  from 
the  Committee  on  Agriculture  and  For¬ 
estry  with  an\  amendment,  on  page  1, 
line  8,  after  thesword  “of”,  to  strike  out 
“tobacco,”  and  insert  “tobacco,”  so  as  to 
make  the  bill  read\ 

Be  it  enacted,  etc.,  T'faat  section  312  of  the 
Agricultural  Adjustment  Act  of  1938,  as 
amended  (7  U.  S.  C.  13120,  is  amended  (a) 
by  inserting  in  subsection^ a)  immediately 
following  the  words  “December  1  of  any 
marketing  year”  the  languagey'with  respect 
to  flue-cured  tobacco,  and  February  1  of  any 
marketing  year  with  respect  to\ther  kinds 
of  tobacco”  and  (b)  by  striking  oht  in  sub¬ 
section  (b)  the  words  “prior  to  the\first  day 
of  December”  and  inserting  in  lieu  ^ttiereof 
the  language  “not  later  than  the  firS^  day 
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of  December  with  respect  to  flue-cured  to- 
bacSLand  not  later  than  the  first  day  of 
Febrmty  with  respect  to  other  kinds  of 
tobacco 

The  amendment  was  agreed  to. 

The  bilMwas  ordered  to  be  engrossed 
for  a  third  Bgading,  read  the  third  time, 
and  passed. 

Mr.  ft .t.ft^Vrr  subsequently  said: 
Mr.  President,  iSeonnection  with  Calen¬ 
dar  No.  2174,  Senate  bill  3261,  which  the 
Senate  passed  a  fe\moments  ago,  I  had 
overlooked  the  fact  chat  a  House  bill  in 
the  same  language  wa9amder  considera¬ 
tion  by  the  Committe\on  Agriculture 
and  Forestry, 

I  therefore  ask  unaniftaus  consent 
that  the  votes  by  which  SemRe  bill  3261 
was  ordered  to  be  engrossed  sor  a  third 
reading,  read  the  third  time,  ami  passed, 
be  reconsidered,  in  order  thataj  may 
request  consideration  of  the  House  bill. 

The  PRESIDING  OFFICER.  Without 
objection,  the  votes  by  which  Senate\ill 
3261  was  ordered  to  be  engrossed  for1 
third  reading,  read  the  third  time,  anc 
passed,  are  reconsidered. 

Mr.  FT  .TENDER,.  I  now  ask  unani¬ 
mous  consent  that  the  Committee  on 
Agriculture  and  Forestry  be  discharged 
from  the  further  consideration  of  House 
bill  9475,  and  that  the  Senate  proceed 
to  consider  the  House  bill. 

The  PRESIDING  OFFICER.  Without 
objection,  the  Committee  on  Agriculture 
and  Forestry  is  discharged  from  the  fur¬ 
ther  consideration  of  House  bill  9475. 

The  bill  will  be  stated  by  title  for  the 
Information  of  the  Senate. 

The  Chief  Clerk.  A  bill  (H.  R.  9475) 
to  amend  the  tobacco-marketing-quota 
provisions  of  the  Agricultural  Adjust¬ 
ment  Act  of  1938,  as  amended. 

Mr.  ELLENDER.  Mr.  President,  this 
bill  would  extend  the  time  for  announc¬ 
ing  marketing  quotas  for  tobacco,  except 
flue-cured  tobacco,  from  November  30  to 
January  31.  The  bulk  of  the  tobacco 
crop  each  year  is  marketed  by  the  mid¬ 
dle  of  January  so  that  much  better  in¬ 
formation  as  to  the  size  of  the  crop  is 
available  by  the  end  of  January  than 
in  November,  which  is  the  month  when 
the  tobacco  begins  moving  to  market. 
The  marketing  quota  for  the  next  crop 
can  therefore  be  much  more  accurately 
determined  in  January.  Inability  to  de¬ 
termine  the  proper  quota  in  Novembei 
made  it  necessary  for  Congress  to  pro/ 
vide  for  revision  of  the  1955  and  19'56 
quotas  for  burley  tobacco  after  they/had 
been  announced.  Passage  of  this.bill,  it 
is  hoped,  will  avoid  the  need  iyfv  such 
legislation  by  Congress  in  future  years. 

The  PRESIDING  OFFICER/  Is  there 
objection  to  the  present  consideration  of 
House  bill  9475?  / 

•  There  being  no  objection,  the  bill  was 
considered,  ordered  to  third  reading, 
read  the  third  time,  and  passed. 

The  PRESIDING  pFFICER.  Without 
objection.  Senate  bill  3261  is  indefinitely 
postponed. 


fense,  and  for  other  purposes,  was  an¬ 
nounced  as  next  in  order. 

Mr.  PURTELL.  I  ask  that  the  bill  be 
passed  over. 

The  PRESIDING  OFFICER.  The  bill 
will  be  passed  over. 


EXPENSES  OF  ADVISORY  COMMIT¬ 
TEE  ON  SOIL  AND  WATER  CON¬ 
SERVATION 

The  bill  (S.  3314)  to  authorize  the 
Secretary  of  Agriculture  to  pay  the  ex¬ 
penses  of  an  advisory  committee  on  soil 
and  water  conservation  was  considered, 
ordered  to  be  engrossed  for  a  third 
reading,  read  the  third  time,  and  passed, 
as  follows: 

Be  it  enacted  etc..  That  the  Secretary  of 
Agriculture  is  authorized,  to  pay  expenses  of 
an  Advisory  Committee  on  Soil  and  Water 
Conservation  and  related  matters,  hut  such 
Committee  members  (other  than  ex  officio 
members)  shall  not  be  deemed  to  be  em¬ 
ployees  of  the  United  States  and  shall  not 
receive  compensation. 

Mr.  ELLENDER.  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  in 
thev Record  at  this  point  a  statement 
expRuning  the  bill  that  has  just  bej 
passec 

TherSvbeing  no  objection,  the  state¬ 
ment  wak  ordered  to  be  printed  fisx  the 
Record,  aNf ollows : 

Explanation  of  S.  33  H 
This  bill  authorizes  the  Secretary  of  Agri¬ 
culture  to  pay  the  expenses  of  the  Advisory 
Committee  on  Soir\ancl  Water  Conservation. 
The  Commission’s  expense:/ are  incurred  in 
furnishing  advice  to\the/ Department  and 
properly  should  be  bcnfe/by  the  Government. 
The  members  of  the  Commission  serve  with¬ 
out  compensation  apfl  wrU  continue  to  do 
so.  It  is  further  ih  the  interests  of  the 
Department  that  ifiembershiV  on  the  Com¬ 
mission  not  be  Restricted  to  those  able  to 
bear  the  expense  involved  in  serving  on  it. 
The  Department  estimates  that  the  annual 
expenditure yprovided  by  the  bill\ould  be 
about  $5,01 
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There  being  no  objection,  the  bill  was 
considered,  ordered  to  be  engrossed  fo; 
a  third  reading,  read  the  third  time  ai, 
passed,  as  follows: 

Be  it  enacted,  etc..  That  section  8  o f  the 
Soil  Conservation  and  Domestic  Alignment 
Act,  as  amended  (16  U.  S.  C.  580h) ,  is 
amended  by  striking  out  of  subsection  (a) 
“January  1,  1957”  and  “December  31,  1956”, 
wherever  they  appear  therein,  sfiid  inserting 
in  lieu  thereof  “January  1,  \p59'’  and  “De¬ 
cember  31,  1958”,  respective! 


BlUf  PASSED  OVER 

The  bill  (js.  2572)  to  authorize  the  in¬ 
terchange^  lands  between  the  Depart¬ 
ment  of/ Agriculture  and  military  de¬ 
partments  of  the  Department  of  De- 


AME^TDMENT  OF  SOIL  CONSER1 
EON  AND  DOMESTIC  ALLOTMENT 
lCT 

The  bill  (S.  3120)  to  amend  the  Soil 
Conservation  and  Domestic  Allotment 
Act,  as  amended  was  announced  as  next 
in  order. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration  of 
the  bill? 

Mr.  HRUSKA.  Mr.  President,  may  we 
have  an  explanation  of  the  bill? 

Mr.  ELLENDER.  This  is  the  usual  ex¬ 
tension  for  2  years,  to  December  31,  1958, 
of  the  authority  of  the  Secretary  of  Agri¬ 
culture  to  make  soil  conservation  pay¬ 
ments.  The  Secretary  was  given  this 
authority  in  1936,  for.  2  years,  to  give  the 
States  an  opportunity  to  enact  legisla¬ 
tion  and  submit  suitable  plans  for  State 
programs.  Twenty-four  States  and  2 
insular  areas  have  enacted  laws  provid¬ 
ing  for  such  programs.  The  remainder 
have  not  acted. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration  of 
the  bill? 


EXCHANGE  OF  ISOLATED  PARCELS, 

agriculturai/research  CEN¬ 
TER 

The  bill  (S.  25&5)  to  authorize  an  ex¬ 
change  of  lamf  at  the  Agricultural  Re¬ 
search  Center  was  announced  as  next 
in  order. 

The  PRESIDING  OFFICER.  Is  there 
objectiojr  to  the  present  consideration  of 
the  bil 

MyTVIORSE.  Mr.  President,  if  I  may 
hav/f  the  attention  of  the  Senator  from 
isiana  [Mr.  Ellender],  I  am  correct 
understanding  that  all  that  is  involved 
s  a  transaction  in  which  the  Federal 
Government  is  exchanging  certain  land 
for  land  of  at  least  equal  value? 

Mr.  ELLENDER.  The  Senator  is  cor¬ 
rect.  It  is  land  of  at  least  equal  value. 
In  fact,  it  is  more  valuable,  because  the 
land  which  the  Federal  Government  is 
obtaining  consist  of  3,126  square  feet,  for 
which  it  is  exchanging  1,375  square  feet. 
The  dedication  of  a  road  cut  these  small 
parcels  off  from  larger  parcels  of  which 
they  were  parts,  and  the  exchange  would 
result  in  their  incorporation  in  larger 
parcels  to  which  they  are  adjacent. 

Mr.  MORSE.  I  commend  the  Senator 
from  Louisiana  for  his  explanation.  I 
have  no  objection. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration 
of  the  bill? 

There  being  no  objection,  the  bill  was 
considered,  ordered  to  be  engrossed  for  a 
third  reading,  read  the  third  time  and 
passed,  as  follows: 

Be  it  enacted,  etc..  That  the  Secretary  of 
Agriculture  is  hereby  authorized  to  convey  by 
^quitclaim  deed  to  the  Powder  Mill  Develop- 
ent  Co.,  Inc.,  a  parcel  of  land  containing 
atoroximately  1,375  square  feet  and  located 
onVie  northerly  side  of  Selman  Road,  Prince 
Georges  County,  Md.,  and  separated  from  the 
Agricultural  Research  Center,  Beltsville,  Md., 
by  Selman  Road  and  Cherry  Hill  Road,  in  ex¬ 
change  f dt  that  parcel  of  land  now  owned  by 
the  PowdelAMill  Development  Co.,  Inc.,  con¬ 
taining  approximately  3,126  square  feet  and 
located  on  tH£  southerly  side  of  the  said 
Selman  Road,\?rince  Georges  County,  Md., 
and  adjoining  o«|er  lands  of  the  Agricultural 
Research  Center,\Beltsville,  Md.,  Provided, 
That  the  lands  so  acquired  from  the  Powder 
Mill  Development  CcAlnc.,  may  be  acquired 
subject  to  such  reservafeons  and  outstanding 
interests  as  the  Secreta^s.  determines  will  not 
interfere  with  the  use  thVeof  in  connection 
with  the  Agricultural  Rese^f h  Center,  Belts¬ 
ville,  Md. 
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DEPREDATIONS  BY\WATER- 
FOWL 

The  bill  (S.  2732)  to  authorize  tfte  Sec¬ 
retary  of  the  Interior  to  cooperate Syith 
Federal  and  non-Federal  agencies  in  \he 
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CCC  CHARTER.  Passed  as  reported  S.  3669,  to  amend  the  CCC  Charter  Act  so  as 
^amend  the  penal  provision  by  extending  it  to  cover  property  pledged  to  seci 
)C  obligations  and  reducing  the  offense  to  a  misdemeanor  where  the  value ^f 
t?>e  property  involved  is  4>500  or  less.  p.  8971 

19.  A1EDIAK DISEASES .  Passed  as  reported  S.  3046,  which  provides  for  the  giving  of 

certaik  notices  under  the  animal  quarantine  laws  by  publication  in  th'e  Federal 
RegisteXonly  and  repeals  the  requirement  for  publication  in  newspapers  and 
written  notice  to  individuals,  p.  8972 

20.  DEPRESSED  kR^S.  Sen.  Douglas  inserted  and  discussed  an  amendment  to  S.  2663, 
in  the  nature >of  a  substitute,  intended  to  be  proposed  by  him/on  behalf  of 
Sens.  Neely,  Kennedy,  and  himself.  The  amendment  would  create  an  Area  Redevel¬ 
opment  Administration,  p.  8999 


21.  LIBRARIES. 
I  edicine • 


Passed  wi£h  amendments  S.  3430,  to  create  a  Rational  Library  of 

p.  8988 


22.  APPROPRIATIONS.  The  Appropriations  Committee  (under /Authority  of  Senate  order 

of  June  7)  reported  on  Juhe  8  H.  R.  11319,  the  public  works  appropriation  bill 
for  1957.  pp.  8925,  8935,\969 

23.  FISHERIES.  Received  from  the  Interior  DepartnWt  a  proposed  bill  to  encourage 
the  development,  marketing,  anoVdistribution  d>f  domestic  fishery  resources  of 
the  U,  S.;  to  Interstate  and  Foreign  Commerce  Committee,  p.  8926 

2h.  PROPERTY.  Received  a  Natl.  Assoc.,  o^  Attorneys  resolution  relating  to  the 
escheat  of  funds  or  property  in  custo^/yof  Federal  officers,  p*  8926 

25.  WHEAT.  Sen.  Carlson  inserted  le t ter s^e Reived  from  a  Kan.  Co.  Committee  of 

Agricultural  Agencies  requesting  the?  Government  to  loan  farmers  wheat  the 
Government  already  has  in  storage  JLn  areas\fhich  have  suffered  from  drought. 

p.  8927 

26.  BUILDINGS.  The  Public  Works  Cniffoittee  reported Yithout  amendment  S.  3866,  to 

facilitate  the  making  of  lease-purchase  agreement^  by  GSA  under  the  Public 
Buildings  Act  of  19^9  (S.  R^pt.  2171).  p*  8928 

27.  GOVERNMENT  OPERATIONS  COMMITTEE  reported  the  f ollowin^ills :  (p.  8928) 

H.  R.  10^17,  withojft  amendment,  to  amend  the  Federal  Register  Act  relative 
to  publication  during  An  enemy  attack  on  the  U.  S.  (S.  IT^pt.  2196 J. 

S.  38h3,  with  amendment,  to  adjust  the  application  ofssection  322  of -the 
Economy  Act  of  1932/to  premises  leased  for  Government  purposes  (S.  Rept.  2198), 
H.  R.  7855,  with  amendment,  to  amend  the  Federal  ProperV  and  Administra¬ 
tive  Services  Actf  of  19U9  to  extend  until  June  30,  1956,  the  jWiod  during 
which  disposala/of  surplus  property  may  be  made  by  negotiation  Rept.  2199). 

28.  LEGISLATIVE  PROGRAM.  Sen.  Johnson  announced  that  the  public  works  appropriation 

bill,  and  probably  the  social  security  bill,  will  be  taken  up  Wed.,  \une  13. 
p.  8936 

29.  FOREIGN  /AID.  Sen.  Smith  inserted  Secretary  Tulles’  Iowa  State  College  address 
on  foreign  affairs,  including  economic  aid  to  foreign  nations,  p.  8939 

3en.  Smith  inserted  a  newspaper  editorial  on  the  importance  of  our  foreign 
ai<y program,  p.  89hl 

Sen.  Symington  inserted  a  newspaper  editorial  expressing  the  need  for  a 
sappraisal  of  our  foreign  aid  program,  p.  89^3 


30,  PERSONNEL.  Passed  without  amendment  S.  3681,  to  increase  to  '.;£,000  the  tot; 

amount  a  person  may  earn  when  holding  more  than  one  Federal  job,  without  doming 
•-'5V  the  restriction  of  the  dual  compensation  law.  p,  8960  J 


und? 


31.  FARM  CREDIT#  Passed  over  at  the  request  of  Sen*  Bible  H.  R0  10285,  to  merge 

production  credit  corporations  in  Federal  intermediate  credit  banks,  to  provide 
for  retirement  of  Government  capital  in  Federal  intermediate  credit  banks,  and 
to  provide  for  supervision  of  production  credit  associations*  p.  8961 


- 


32.  ELECTRIFICATION^  Sen*  Morse  spoke  on  and  inserted  a  newspaper  editorial  relative 
to  the  taxes  pa\d  by  private  utilities  as  compared  with  publiq^owned  power 
systems,  p.  5 


33*  RECESSED  until  Wed.,\June  13<>  p*  9011 

ITEMS  IN  APPENDIX 


3k  •  RESEARCH ;  ATOMIC  ENERGY.  qen.  Anderson  inserted  his  speech  discussing  the 

world  situation  and  "what  \tomic  energy  might  do  ■•to'' improve  it,"  and  describinr 
a  New  York  City  laboratory  ^>here  radioactive  isotopes  are  being  applied  to  the 
problems  of  agriculture,  p.  \b6l3 


35.  CONSERVATION#  Extension  of  remarks  of  Sen.  Sc^tt  expressing  concern  over  the 
proposed  disposition  by  the  Government  of  certain  coastal  lands  and  stating 
that  "there  seems  to  be  a  serious  q^e stion/bf  what  will  happen  to  the  land  in 
respect  to  soil  erosion."  p.  Aii6l6 

Rep*  Johnson,  VJis.,  inserted  a  i.i^gadine  article  citing  Rep.  Blatnik's 
record  on  behalf  of  conservation,  p,  mpRO 


a  me 


36.  ELECTRIFICATION.  Sen.  Lehman  insert 
his  constituents  outlining  some 
of  the  814-th  Congress,  with  special  emphasis 
program,  p#  Ah6l7 


thly  radio  report  which  he  made  to 
he  accomplishments  of  this  second  session 
the  Niagara  Falls  development 


37.  FARM  PROGRAM#  Pep.  Jensen  commended  the  administration’s  farm  policies,  and 
criticized  the  elimination  f,rom  the  new  farm  bill  \f  soil-bank  payments  this 
year,  p,  Alf.621 


38,  APPROPRIATIONS*  Rep,  Price  inserted  a  newspaper  articlh,  "Along  the  Political 
Trails — Little  Dixie  Pays  Tribute  to  Clarence  Cannon  Today*"  p.  Alj.628 


39.  FOREIGN  TRADE.  Rep.  Durham  inserted  a  statement  prepared  for  the  House  Ways 
and  Means  Committee  relating  to  the  constitutionality  of  the\0TC  proposal, 

p.  AJ4629 

Rep.  Jenkin^  inserted  Rep,  Henderson's  statement  in  oppos^ion  to  H.  R. 
5550,  to  provide  U,  S,  membership  in  OTC.  p.  AI46U7 


iiO,  FOREIGN  AID. /Rep So  Multer  and  Rooney  inserted  David  Lawrence's  artf^Le,  "Today 
In  World  Affairs—  Eisenhower  Tactical  Error  Blamed  In  Foreign-Aid  Up  ic*  -" 
pp,  Ali638/ 

Rep*;  Smith,  Wis.,  inserted  the  minority  views  report  on  H.  R.  113 51  .»  the 
foreign  aid  bill.  p.  AU66I4 

Extension  of  remarks  of  Rep.  Alger  citing  arguments  for  and  against 
•  foreign  aid  bill,  p,  AI4666 


84th  CONGRESS 
2d  Session 


Calendar  No.  2168 

H.  R.  10285 

[Report  No.  2145] 


IN  THE  SENATE  0E  THE  UNITED  STATES 

June  4, 1956 

Read  twice  and  referred  to  the  Committee  on  Agriculture  and  Forestry 

June  6  (legislative  day,  June  4),  1956 
Reported  by  Mr.  Holland,  with  amendments 
[Omit  the  part  struck  through  and  insert  the  part  printed  in  italic] 


AN  ACT 

To  merge  production  credit  corporations  in  Federal  intermediate 
credit  banks ;  to  provide  for  retirement  of  Government  capital 
in  Federal  intermediate  credit  banks;  to  provide  for  supervi¬ 
sion  of  production  credit  associations ;  and  for  other  purposes. 

1  Be  it  enacted  by  the .  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  “Farm  Credit  Act  of 

4  1956”. 

5  DECLARATION  OF  POLICY 

6  Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress 

7  to  continue  to  provide  agriculture  with  a  sound,  dependable, 

8  and  effective  source  of  credit ;  to  promote  the  efficiency  of  the 

9  farm  credit  system  by  merging  production  credit  corporations 
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in  Federal  intermediate  credit  banks  and  to  facilitate 
increased  farmer  participation  in  the  management,  con¬ 
trol,  and  ownership  of  the  merged  banks  and  retirement 
of  Government  capital  therein ;  to  encourage  and  pro¬ 
mote  the  continued  growth  and  development  of  the  pro¬ 
duction  credit  associations  as  self-supporting  cooperative 
lending  institutions  operating  on  a  sound  credit  basis  with 
maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  pro¬ 
duction  credit  system;  and  to  continue  to  provide  other 
financing  institutions  making  loans  to  farmers  and  ranchers 
with  the  right  to  borrow  from  and  rediscount  with  such 
merged  banks  on  a  basis  comparable  with  the  production 
credit  associations  regardless  of  the  ownership  of  such  banks. 
The  provisions  of  this  Act  shall  be  construed  in  keeping 
with  this  declaration  of  policy. 

TITLE  I— PRODUCTION  CREDIT  SYSTEM 
Sec.  101.  Meeger  of  Production  Credit  Corpora¬ 
tions  in  Federal  Intermediate  Credit  Banks — (a) 
Transfer  of  Assets. — The  production  credit  corporation  in 
each  farm  credit  district  is  hereby  merged  in  the  Federal 
intermediate  credit  bank  of  the  district  and  all  assets,  funds, 
contracts,  property,  and  records  belonging  to  such  corpora¬ 
tion,  except  stock  in  production  credit  associations,  are 
hereby  transferred  to  and  vested  in  such  bank.  All  obliga- 
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1  tions  and  liabilities  of  the  production  credit  corporation  shall 

2  be  assumed  b}^  the  Federal  intermediate  credit  bank  of  the 

3  district.  Stock  held  by  each  production  credit  corporation 

4  in  production  credit  associations  is  transferred  to  the  Gov- 

5  emor  of  the  Farm  Credit  Administration  and  the  Governor 

6  shall  cancel  an  equal  par  amount  of  stock  of  the  corporation. 

7  (b)  Services  to  and  Supervision  of  Production 

8  Credit  Associations. — In  order  to  carry  out  the  declared 

9  policy  of  this  Act  with  respect  to  the  production  credit  asso- 

10  ciations,  the  Farm  Credit  Administration  shall,  by  appropri- 

11  ate  provisions  in  the  charter  and  bylaws,  or  otherwise,  pro- 

12  vide  for  such  organization  and  assignment  of  functions  within 

13  the  Federal  intermediate  credit  banks  as  will  assure  proper 

14  supervision  of  and  assistance  to  the  production  credit  associa- 

15  tions  in  a  manner  which  will  enable  them  to  make  sound 
10  credit  available  to  farmers  and  ranchers.  The  income  de¬ 
ll  rived  from  the  surplus  transferred  from  the  production  credit 

18  corporation  to  the  Federal  intermediate  credit  bank  of  the 

19  district  shall  be  used  to  pay  expenses  of  the  bank  in  pro- 

20  viding  such  supervision  and  assistance,  and  expenses  in  ex- 

21  cess  of  such  income  may  be  paid  out  of  other  resources  of 

22  the  bank. 

23  (c)  Officers  and  Employees.— Notwithstanding  any 

24  other  provision  of  law,  the  employment  of  the  officers  and 

25  employees  of  each  Federal  intermediate  credit  bank  and 
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each  production  credit  corporation  is  terminated  on  the  effec¬ 
tive  date  of  this  Act  and  the  board  of  directors  of  the  Federal 
intermediate  credit  bank  shall,  not  later  than  sixty  days  prior 
to  the  effective  date  of  this  Act,  take  all  necessary  action 
to  reemploy  as  of  such  effective  date  such  of  the  officers  and 
employees  so  terminated  in  such  capacities  as  the  board 
determines  they  are  qualified  and  needed  to  carry  out  the 
functions,  powers,  and  duties  of  the  Federal  intermediate 
credit  bank.  Such  reemployment  shall  be  subject  to  the 
approval  of  the  Farm  Credit  Administration. 

Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows : 

“capital  stock 

“Sec.  205.  (a)  Glasses  of  Stock;  Ownership; 
Dividends;  and  Retirement  of  Stock. — Each  Federal 
intermediate  credit  hank  is  authorized  to  issue  class  A  and 
class  B  stock  as  follows : 

“(i)  Class  A  stock  shall  have  a  par  value  of  $100 
per  share  and  shall  be  issued  to  and  held  by  the  Governor 
of  the  Farm  Credit  Administration  on  behalf  of  the  United 
States.  Stock  of  all  Federal  intermediate  credit  banks  held 
by  the  Secretary  of  the  Treasury  shall  be  transferred  to  the 
Governor  and  may  be  reallocated  by  him  in  such  manner 
as  he  determines  necessary  to  meet  the  needs  of  the  respec- 
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1  tive  banks.  The  Governor  shall  then  exchange  such  stock 

2  of  each  bank  for  an  equal  par  amount  of  class  A  stock  of 

3  the  bank.  Stock  of  each  production  credit  corporation  held 

4  by  the  Governor  (less  the  amount  canceled  pursuant  to 

5  section  101  of  the  Farm  Credit  Act  of  1956)  shall  be 

6  exchanged  for  an  equal  par  amount  of  class  A  stock  of 

7  the  Federal  intermediate  credit  bank  in  which  such  corpora- 

8  tion  is  merged  pursuant  to  section  101  of  such  Act.  No 

9  dividends  shall  be  paid  on  class  A  stock.  Annually  at  the 

10  end  of  its  fiscal  year  each  such  bank  shall  determine  the 

11  amount  of  its  class  A  stock  which  shall  be  retired.  When- 

12  ever  the  total  of  the  capital  stock,  participation  certificates, 

13  surplus,  and  reserves  of  the  bank  is  more  than  one-sixth 

14  of  the  highest  month-end  balance  of  debentures  and  other 

15  obligations  issued  by  or  for  the  bank,  outstanding  during 

16  the  immediately  preceding  five  years,  the  minimum  amount 

17  of  class  A  stock  to  be  retired  shall  be  the  total  amount  of 

18  class  B  stock  and  participation  certificates  issued  for  that 

19  year.  All  class  A  stock  shall  be  retired  at  par.  The  pro- 

20  ceeds  of  such  class  A  stock  retirements  of  each  bank  shall 

21  be  paid  into  the  Treasury  as  miscellaneous  receipts  until 

22  there  is  so  paid  a  sum  equal  to  $30,000,000  plus  the  amount 

23  of  class  A  stock  of  the  bank  issued  in  exchange  for  stock  of 

24  the  production  credit  corporation.  The  proceeds  of  any  fur- 

25  ther  such  stock  retirements  shall  be  paid  into  the  revolving 
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1  fund  established  by  section  5  (e)  of  the  Farm  Credit  Act  of 

2  1933,  as  amended.  The  Governor  of  the  Farm  Credit  Ad- 

3  ministration  is  authorized  to  purchase  from  time  to  time 

4  class  A  stock  in  any  bank  in  such  amount  as  he  determines 

5  is  needed  to  meet  the  credit  needs  of  the  bank  and  such  re- 

6  volving  fund  shall  continue  to  be  available  for  such  purchases 

7  as  provided  in  said  section  5  (e).  The  Governor  may  at  any 

8  time  require  the  bank  to  retire  such  class  A  stock  if,  in 

9  his  judgment,  the  bank  has  resources  available  therefor, 

10  and  the  proceeds  of  such  retirements  shall  be  returned  to 

11  such  revolving  fund. 

12  “(2)  Class  B  stock  shall  have  a  par  value  of  $5  per 

13  share  and  may  be  issued  only  to  production  credit  associations 

14  in  series  and  amounts  approved  by  the  Farm  Credit  Admin- 

15  istration.  Such  stock  shall  be  issued  only  at  par  and  may 

16  be  transferred  to  another  production  credit  association  with 

17  the  approval  of  the  issuing  bank.  Whenever  a  bank  has  no 

18  class  A  stock  outstanding  it  may  pay  like  dividends  on  class 

19  B  stock  and  participation  certificates  in  an  amount  not  to 

20  exceed  5  per  centum  in  any  year  if  declared  by  the  board 

21  of  directors.  Dividends  on  class  B  stock  and  participation 

22  certificates  shall  not  be  cumulative.  Within  sixty  days  after 

23  the  effective  date  of  the  Farm  Credit  Act  of  1956,  the  pro- 

24  duction  credit  associations  shall  subscribe  to  class  B  stock 

25  in  the  banks  in  an  aggregate  amount  equal  to  15  per  centum 
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of  the  total  amount  of  class  A  stock  in  all  banks.  Such 
required  amount  of  subscriptions  shall  be  allotted  among  the 
several  districts  in  the  proportion  that  the  average  amount 
of  the  bank’s  loans  to  and  discounts  for  the  production  credit 
associations  of  the  district,  outstanding  during  the  imme¬ 
diately  preceding  five  fiscal  years,  is  of  the  average  of  such 
loans  and  discounts  of  all  banks  outstanding  during  such  five- 
year  period.  The  amount  so  allotted  to  each  district  shall  be 
further  allotted  to  each  production  credit  association  on  the 
basis  of  the  proportion  that  its  average  indebtedness  (loans 
and  discounts)  to  the  bank  during  the  immediately  preceding 
five  fiscal  years  is  of  the  average  of  such  indebtedness  of  all 
production  credit  associations  to  the  bank  during  such  five- 
year  period.  Each  production  credit  association  shall  sub¬ 
scribe  to  class  B  stock  in  the  bank  of  the  district  in  the 
amount  so  allotted  to  it.  One-third  of  the  purchase  price 
of  such  stock  subscription  shall  be  paid  at  the  time  of  such 
subscription,  one-third  shall  he  paid  within  one  year  after 
the  effective  date  of  said  Act,  and  the  balance  shall  be  paid 
within  two  years  after  such  effective  date.  Such  class  B 
stock  shall  be  issued  as  payments  therefor  are  made.  Any 
production  credit  association  chartered  after  the  effective  date 
of  the  Earm  Credit  Act  of  1956  shall  thereupon  purchase 
class  B  stock  in  the  bank  in  the  amount  of  $5,000,  and 
such  amount  shall  be  adjusted  at  the  end  of  five  years  there- 
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after  to  an  amount  determined  by  applying  to  its  average  in¬ 
debtedness  to  the  bank  during  such  five-year  period  the 
same  percentage  as  the  percentage  which  the  initial  sub¬ 
scriptions  of  other  production  credit  associations  was  of 
their  indebtedness,  as  provided  in  this  subsection :  Provided, 
That  this  provision  shall  not  apply  to  any  association  owning 
stock  in  the  bank  in  such  required  amount  as  a  result  of 
merger,  consolidation,  or  reorganization  of  one  or  more 
associations.  After  all  class  A  stock  has  been  retired,  the 
bank  may  retire  class  B  stock  at  par  and  participation  cer¬ 
tificates  at  a  face  amount  under  policies  established  by  the 
Farm  Credit  Administration.  Class  B  stock  and  participa¬ 
tion  certificates  shall  be  retired  without  preference  and  in 
such  manner  that  the  oldest  outstanding  stock  or  certificates 
at  any  given  time  will  be  retired  first.  In  case  of  liquida¬ 
tion  or  dissolution  of  any  production  credit  association  or 
other  financing  institution,  the  stock  or  participation  cer¬ 
tificates  of  the  bank  owned  by  such  association  or  institu¬ 
tion  may  be  retired  by  the  bank  at  the  fair  book  value  thereof, 
not  exceeding  par  or  face  amount,  as  the  case  may  be. 

“(b)  Lien  on  Stock  and  Participation  Certifi¬ 
cates. — Each  Federal  intermediate  credit  bank  shall  have  a 
first  lien  on  all  stock  in  the  bank  owned  by  each  production 
credit  association  and  on  all  participation  certificates  owned 
by  other  financing  institutions  as  additional  collateral  for  any 
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indebtedness  of  the  holders  thereof  to  the  bank:  Provided, 
That  the  bank  shall  make  no  loan  or  advance  on  the  security 
of  its  own  stock  or  participation  certificates.  In  any  case 
where  the  debt  of  a  production  credit  association  or  other 
financing  institution  is  in  default,  the  bank  may  retire  and 
cancel  all  or  a  part  of  the  stock  of  the  bank  held  by  the 
association  or  of  the  participation  certificates  held  by  the 
other  financing  institution  at  the  fair  book  value  thereof, 
not  exceeding  par  or  face  amount,  as  the  case  may  be,  in 
total  or  partial  liquidation  of  the  debt.” 

Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows : 

‘‘application  of  earnings 
“Sec.  206.  (a)  Annual  Application.— At  the  end 
of  its  fiscal  year,  each  Federal  intermediate  credit  bank  shall 
determine  the  amount  of  its  net  earnings  after  paying  or 
providing  for  all  operating  expenses  (including  reasonable 
valuation  reserves  and  losses  in  excess  of  any  such  applicable 
reserves)  and  shall  apply  such  net  earnings  as  follows :  (1) 

To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
of  capital  stock  and  participation  certificates,  as  determined 
by  its  board  of  directors;  (2)  to  the  restoration  of  the  amount 
of  the  impairment,  if  any,  of  the  surplus  account  established 
by  this  subsection,  as  determined  by  its  board  of  directors; 
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(3)  25  per  centum  of  any  remaining  earnings  shall  be  used 
to  create  and  maintain  a  reserve  account  equal  to  25  per 
centum  of  the  outstanding  capital  stock  and  participation 
certificates  of  the  bank;  (4)  if  said  bank  shall  have  out¬ 
standing  capital  stock  held  by  the  United  States  during 
the  whole  or  any  part  of  its  fiscal  year,  it  shall  next  pay 
to  the  United  States  as  a  franchise  tax,  a  sum  equal  to  25 
per  centum  of  its  earnings  then  remaining,  not  exceeding, 
however,  a  rate  of  return  on  such  Government  capital  cal¬ 
culated  at  a  rate  equal  to  the  computed  average  annual  rate 
of  interest  on  all  public  issues  of  public  debt  obligations  of 
the  United  States  issued  during  the  fiscal  year  of  the  United 
States  Treasury  ending  next  before  such  tax  is  due,  as  certi¬ 
fied  to  the  Farm  Credit  Administration  by  the  Secretary  of 
the  Treasury;  (5)  dividends  on  class  B  stock  and  participa¬ 
tion  certificates  may  be  declared  as  provided  in  section  205 
(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall 
be  distributed  as  patronage  refunds  as  provided  in  subsec¬ 
tion  (b)  of  this  section.  Notwithstanding  the  provisions  of 
item  (3)  of  this  subsection,  if  at  the  end  of  any  fiscal  year 
the  sum  of  the  surplus  and  the  reserve  account  of  any  bank 
is  less  than  its  outstanding  capital  stock  and  participation 
certificates,  the  bank  shall  continue  to  apply  such  25  per 
centum  of  its  net  earnings  to  the  reserve  account  until  the 
sum  of  the  surplus  and  the  reserve  account  is  equal  to  its 
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outstanding  capital  stock  and  participation  certificates.  Each 
bank  shall,  on  the  effective  date  of  the  Farm  Credit  Act 
of  1956,  establish  a  surplus  account  consisting  of  its  earned 
surplus  account,  its  reserve  for  contingencies,  and  the  surplus 
of  the  production  credit  corporation  transferred  to  the  bank. 
No  part  of  such  surplus  of  any  bank  shall  be  distributed  as 
patronage  refunds  or  as  dividends.  In  the  event  of  a  net  loss 
in  any  fiscal  year  after  providing  for  all  operating  expenses 
(including  reasonable  valuation  reserves  and  losses  in  excess 
of  any  such  applicable  reserves ) ,  such  loss  shall  be  absorbed 
by:  first,  charges  to  the  reserve  account;  second,  charges  to 
surplus  other  than  that  transferred  from  the  production  credit 
corporation  of  the  district;  third,  charges  to  surplus  trans¬ 
ferred  from  the  production  credit  corporation  of  the  district; 
fourth,  the  impairment  of  class  B  stock  and  participation 
certificates;  and  fifth,  the  impairment  of  class  A  stock. 

“  (b)  Patronage  Refunds. — Whenever  at  the  end  of 
its  fiscal  year  a  Federal  intermediate  credit  bank  has  class  A 
stock  outstanding,  patronage  refunds  declared  for  that  year 
shall  be  paid  in  class  B  stock  to  production  credit  associations 
and  in  participation  certificates  to  other  financing  institutions 
borrowing  from  or  rediscounting  with  the  bank  during  the 
fiscal  year  for  which  such  refunds  are  declared.  The  recipi¬ 
ents  of  such  patronage  refunds  shall  not  be  subject  to  Federal 
income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year 
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a  Federal  intermediate  credit  bank  has  no  class  A  stock 
outstanding,  patronage  refimds  declared  for  that  year  may 
be  paid  in  such  class  B  stock  and  participation  certificates  or 
in  cash  as  determined  by  the  bank.  All  patronage  refunds 
shall  be  paid  in  the  proportion  that  the  amount  of  interest 
earned  by  the  bank  on  its  loans  to  and  discounts  for  each 
production  credit  association  or  other  financing  institution 
bears  to  the  total  interest  earned  by  the  bank  on  all  such 
loans  and  discounts  outstanding  during  the  fiscal  year.  Each 
participation  certificate  issued  in  payment  of  patronage  re¬ 
funds  shall  be  in  multiples  of  $5  and  shall  state  on  its  face  the 
rights,  privileges,  and  conditions  applicable  thereto.  Patron¬ 
age  refunds  shall  not  be  paid  to  any  other  Federal  inter¬ 
mediate  credit  bank,  or  to  any  Federal  land  bank  or  bank 
for  cooperatives. 

“  (c)  Distribution  of  Assets  on  Liquidation  or 
Dissolution. — In  the  case  of  liquidation  or  dissolution  of 
any  Federal  intermediate  credit  bank,  after  payment  or  re¬ 
tirement,  as  the  case  may  be,  first,  of  all  liabilities;  second, 
of  all  class  A  stock  at  par;  third,  of  all  class  B  stock  at  par 
and  all  participation  certificates  at  face  amount;  any  re¬ 
maining  assets  of  the  bank  shall  be  distributed  as  provided 
in  this  subsection.  Any  of  the  surplus  established  pursuant 
to  subsection  (a)  of  this  section  (excluding  that  transferred 
from  the  production  credit  corporation  of  the  district)  which 
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the  Farm  Credit  Administration  determines  was  contributed 
by  financing  institutions,  other  than  the  production  credit 
associations,  rediscounting  with  or  borrowing  from  the  hank 
on  the  effective  date  of  the  Farm  Credit  Act  of  1956  shall 
be  paid  to  such  institutions,  or  their  successors  in  interest  as 
determined  by  the  Farm  Credit  Administration,  and  the  re¬ 
maining  portion  of  such  surplus  (including  that  transferred 
from  the  production  credit  corporation  of  the  district)  shall 
be  paid  to  the  holders  of  class  A  and  class  B  stock  pro  rata. 
The  contribution  of  each  such  financing  institution  under  the 
preceding  sentence  shall  be  computed  on  the  basis  of  the  ratio 
of  its  patronage  to  the  total  patronage  of  the  bank  from  the 
date  of  organization  of  the  bank  to  the  effective  date  of  the 
Farm  Credit  Act  of  1956.  Any  assets  of  the  bank  then  re¬ 
maining  shall  be  distributed  to  the  holders  of  class  B  stock 
and  the  holders  of  participation  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm 
Loan  Act,  as  amended,  is  hereby  amended  by  adding  at  the 
end  thereof  the  following  sentence :  “The  directors  shall  have 
power,  subject  to  the  approval  of  the  Farm  Credit  Adminis¬ 
tration,  to  adopt  such  bylaws  as  may  be  necessary  for  the 
conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  hereby  amended  to  read  as  follows: 
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“Sec.  202.  (a)  The  Federal  intermediate  credit  banks, 
when  chartered  and  established,  shall  have  power,  subject 
solely  to  the  restrictions,  limitations,  and  conditions  contained 
in  this  Act  or  as  may  be  prescribed  by  the  Farm  Credit  Ad¬ 
ministration  not  inconsistent  with  the  provisions  of  this  Act — 
“  ( 1 )  to  discount  for,  or  purchase  from,  any  produc¬ 
tion  credit  association  organized  under  the  Farm  Credit 
Act  of  1933,  as  amended,  with  its  endorsement,  any 
note,  draft,  or  other  such  obligation  presented  by  such 
association ;  and  to  make  loans  and  advances  to  any  such 
association  secured  by  such  collateral  as  may  be  ap¬ 
proved  by  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  ; 

“  (2)  to  discount  for,  or  purchase  from,  any  national 
bank,  State  bank,  trust  company,  agricultural  credit 
corporation,  incorporated  livestock  loan  company,  sav¬ 
ings  institution,  credit  union,  and  any  association  of  agri¬ 
cultural  producers  engaged  in  the  making  of  loans  to 
farmers  and  ranchers,  with  its  endorsement,  any  note, 
draft,  or  other  such  obligation  the  proceeds  of  which 
have  been  advanced  or  used  in  the  first  instance  for 
any  agricultural  purpose,  including  the  breeding,  raising, 
fattening,  or  marketing  of  livestock;  and  to  make  loans 
and  advances  to  any  such  financing  institution  secured 
by  such  collateral  as  may  be  approved  by  the  Governor 
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of  the  Farm  Credit  Administration:  Provided,  That  no 
such  loan  or  advance  shall  be  made  upon  the  security  of 
collateral  other  than  notes  or  other  such  obligations  of 
farmers  and  ranchers  eligible  for  discount  or  purchase 
under  the  provisions  of  this  section,  unless  such  loan 
or  advance  is  made  to  enable  the  financing  institution  to 
make  or  carry  loans  for  any  agricultural  purpose ;  and 
“  (3)  to  make  loans  to  and  discount  paper  for  any 
other  Federal  intermediate  credit  bank,  any  Federal  land 
bank,  or  any  bank  for  cooperatives  organized  under  the 
Farm  Credit  Act  of  1933,  as  amended,  all  upon  terms 
and  at  rates  of  interest  or  discount  approved  by  the  Farm 
Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  by  changing  the  word  “three”  to 
the  word  “five”-. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act, 
as  amended,  is  amended  to  read  as  follows: 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal 
intermediate  credit  bank  shall  bear  such  rates  of  interest 
or  discount  as  the  board  of  directors  of  the  bank  shall  from 
time  to  time  determine  with  the  approval  of  the  Farm  Credit 
Administration,  but  the  rates  charged  financing  institutions 
other  than  production  credit  associations  shall  be  the  same 
as  those  charged  production  credit  associations.” 
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(e)  Section  13  of  the  Federal  Farm  Loan  Act,  as 
amended,  is  hereby  amended  by  inserting  in  paragraph 
“Seventeenth”,  after  the  words  “Federal  land  banks”,  a 
comma  and  the  words  “to  Federal  intermediate  credit  banks, 
or  to  banks  for  cooperatives  organized  under  the  Farm 

Credit  Act  of  1933,  as  amended,”. 

(f)  Section  203  of  the  Federal  Farm  Loan  Act,  as 

amended,  is  amended  (i)  by  inserting  in  subsection  (a) 
thereof,  after  the  words  “outstanding  consolidated  debentures” 
the  words  “or  other  similar  obligations”;  and  (ii)  by  insert¬ 
ing  in  subsections  (d)  and  (e)  thereof,  after  the  word 
“debentures”  wherever  used  therein,  except  in  the  last 
sentence  of  subsection  (d),  the  words  “or  other  similar 
obligations”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of 
1933,  as  amended,  is  amended  to  read  .as  follows: 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administra¬ 
tion,  hereinafter  in  this  Act  referred  to  as  the  ‘Governor’, 
is  authorized  and  directed  to  organize  and  charter  twelve 
banks  to  be  known  as  ‘banks  for  cooperatives’.  One  such 
bank  shall  be  established  in  each  city  in  which  there  is 
located  a  Federal  land  bank.  The  members  of  the  several 
farm  credit  boards  of  the  farm  credit  districts  provided  for 
in  section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 
shall  be  ex  officio  the  directors  of  the  respective  banks  for 
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cooperatives.  Such  directors  shall  have  power,  subject  to 
the  approval  of  the  Governor,  to  employ  and  fix  the  compen¬ 
sation  of  such  officers  and  employees  of  such  banks  as  may 
be  necessary  to  cany  out  the  powers  and  duties  conferred 
upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is 
amended  by  striking  from  the  first  sentence  the  words  “the 
production  credit  corporations  and”  and  by  striking  from 
the  second  sentence  the  words  “corporations  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby 
repealed. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  (1)  by  changing  “$120,000,000”  in 
subsection  (a)  thereof  to  “$60,000,000”;  (2)  by  striking 
from  subsection  (b)  thereof  the  words  “the  production  credit 
corporations  and”;  (3)  by  changing  “$40,000,000”  in  sub¬ 
section  (e)  thereof  to  “ffiOOyOOO-yOOO  $70,000,000” ;  and 
(4)  by  striking  from  subsection  (e)  thereof  the  words 
“and/or  paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  to  read  as  follows  : 

“INVESTMENT  BY  GOVERNOR  IN  STOCK  OF  PRODUCTION 

CREDIT  ASSOCIATIONS 

“Sec.  6.  The  Governor  may  purchase  class  A  stock  of 
any  production  credit  association  in  such  amounts  as  he 
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determines  are  required  to  meet  the  credit  needs  of  farmers 
in  the  area  served  by  such  association.  Payments  for  such 
stock  purchased  by  the  Governor  shall  be  made  out  of  the 
revolving  fund  authorized  by  section  5  (a)  of  this  Act. 
The  Governor  may  at  any  time  require  any  production 
credit  association  to  retire  and  cancel  any  class  A  stock 
held  by  him  in  such  association  if,  in  his  judgment,  the 
association  has  resources  available  therefor,  and  the  proceeds 
of  such  stock  retirements  shall  be  paid  into  such  revolving 
fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is 
amended  by  changing  the  fourth  sentence  to  read  as  fol¬ 
lows:  “Such  articles  shall  be  signed  by  the  individuals  unit¬ 
ing  to  form  the  association  and  a  copy  thereof  shall  be 
furnished  to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “production  credit  corporations”  and  substituting 
in  lieu  thereof  the  words  “the  Governor”;  and  (2)  by 
deleting  the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  words  “production 
credit  corporation”,  wherever  they  appear  therein,  and  sub¬ 
stituting  in  lieu  thereof  “Federal  intermediate  credit  bank”. 

(i)  Section  23  of  the  Farm  Credit  Act  of  1933,  as 
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amended,  is  amended  (1)  by  changing  the  first  sentence 
to  read  as  follows:  “Each  production  credit  association  shall, 
under  such  rules  and  regulations  as  may  be  prescribed  by 
the  farm  credit  board  of  the  district  with  the  approval  of 
the  Farm  Credit  Administration,  invest  its  funds  and  make 
loans  to  farmers  for  general  agricultural  purposes  and  other 
requirements  of  the  borrowers.” ;  (2)  by  deleting  the  second 
sentence;  and  (3)  by  striking  from  the  third  sentence  the 
word  “corporation”  and  inserting  in  lieu  thereof  the  words 
“Federal  intermediate  credit  bank”. 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “  (b)  ”  the  words  “or  to  Federal  land  banks  or 
Federal  intermediate  credit  banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  hereby  amended  by  adding  before  the  semicolon 
at  the  end  of  “(b)”  the  words  “or  to  Federal  land  banks 
or  Federal  intermediate  credit  banks”. 

(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  second  sentence  the  words  “association,  or 
corporation”  and  substituting  in  lieu  thereof  the  words  “or 
association”;  and  (3)  by  striking  from  the  third  sentence 
the  words  “production  credit  corporation  or”,  “or  corpora- 
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tion”,  and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is 
amended  (1)  by  striking  from  the  first  sentence  the  words 
“production  credit  corporation,”;  and  (2)  by  striking  from 
the  second  and  third  sentences  the  words  “association,  or 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “or  association”. 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  by  striking  out  the  wTords  “production 
credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as 
amended,  is  amended  ( 1 )  by  striking  from  the  first  sentence 
the  words  “the  production  credit  corporations,”;  (2)  by 
striking  from  the  first  and  second  sentences  the  words  “asso¬ 
ciations,  or  corporations”  and  “associations,  and  corpora¬ 
tions,”  and  substituting  in  lieu  thereof,  the  words  “or  associ¬ 
ations”  and  “and  associations,”,  respectively;  and  (3)  by 
changing  the  last  sentence  to  read  as  follows :  “The  exemp¬ 
tion  provided  herein  shall  not  apply  with  respect  to  any 
production  credit  association  or  its  property  or  income  after 
the  class  A  stock  held  in  it  by  the  Governor  has  been  retired, 
or  with  respect  to  any  bank  for  cooperatives  or  its  property 
or  income  after  the  stock  held  in  it  by  the  United  States 
has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as 
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amended,  is  amended  (1)  by  striking  out  the  words  “pro¬ 
duction  credit  corporation,”;  and  (2)  by  striking  out  the 
words  “association  or  corporation”,  wherever  they  appear 
therein,  and  substituting  in  lieu  thereof  the  words  “or 
association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is 
hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of 
1937,  as  amended,  is  amended  (1)  by  striking  from  sub¬ 
section  (d)  (2)  (B)  the  words  “production  credit  cor¬ 

poration  of  the  district”  and  substituting  in  lieu  thereof  the 
words  “Governor  of  the  Farm  Credit  Administration”;  and 
(2)  by  striking  from  subsection  (h)  the  words  “production 
credit  corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is 
amended  (1)  by  striking  from  the  first  sentence  of  subsec¬ 
tion  (a)  the  words  “production  credit  corporation,”;  (2) 
by  striking  from  the  third  sentence  of  subsection  (a)  the 
word  “three”;  (3)  by  striking  from  the  first  sentence  of 
subsection  (b)  the  words  “the  bank  for  cooperatives,  and 
the  production  credit  corporation”  and  substituting  in  lieu 
thereof  the  words  “and  the  bank  for  cooperatives”;  and  (4) 
by  striking  from  the  last  sentence  of  subsection  (b)  the 
words  “production  credit  corporation,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of 
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1953  is  amended  by  striking  out  the  words  “production  credit 
corporation”,  wherever  they  appear  therein,  and  substituting 
in  lieu  thereof  the  words  “Federal  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit 
Act  of  1953  is  amended  to  read  as  follows : 

“  (a)  Any  other  provisions  of  law  to  the  contrary  not¬ 
withstanding,  after  the  effective  date  of  this  Act  any  produc¬ 
tion  credit  association  may,  with  the  approval  of  the  Farm 
Credit  Administration,  issue  nonvoting  preferred  stock,  to  be 
known  as  class  C  stock,  which  may  be  purchased  and  held 
by  the  Governor  of  the  Farm  Credit  Administration  and  by 
investors :  Provided ,  That  the  issuance  of  such  stock  shall  be 
authorized  by  vote  of  not  less  than  two-thirds  of  the  outstand¬ 
ing  shares  of  class  A  stock  of  the  association  (other  than 
shares  held  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration)  by  the  holders  thereof  in  person  or  by  proxy  and 
by  vote  of  not  less  than  two-thirds  of  the  outstanding  shares 
of  class  B  stock  of  the  association  by  the  holders  thereof  in 
person  or  by  proxy;  and  for  this  purpose  holders  of  class  A 
stock  (other  than  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration)  and  holders  of  class  B  stock  shall  be  entitled 
to  one  vote  for  each  share  of  stock  held  by  them.  Payments 
for  such  stock  purchased  by  the  Governor  shall  be  made  out 
of  the  revolving  fund  created  by  section  5  (a)  of  the  Farm 
Ci edit  Act  of  1933,  as  amended,  and  the  proceeds  from  the 
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retirement  of  any  such  stock  shall  be  paid  into  such  revolving 
fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture 
Organic  Act  of  1944,  as  amended,  is  hereby  amended  (1) 
by  striking  from  subsection  (a)  the  words  ‘‘production 
credit  corporations,”,  wherever  they  appear  therein,  and 
the  word  “corporations,”;  (2)  by  striking  from  subsection 
(b)  the  words  “the  Federal  intermediate  credit  banks,  and 
the  production  credit  corporations”  and  substituting  in  lieu 
thereof  the  words  “and  the  Federal  intermediate  credit 
banks”;  and  (3)  by  striking  from  subsections  (b)  and  (c) 
the  words  “and  corporation”,  “and  corporations”,  and  “cor¬ 
poration,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United 
States  Code,  are  hereby  amended  by  striking  from  each 
such  section  the  words  “or  in  which  a  production  credit 
corporation  holds  stock”. 

TITLE  II— MISCELLANEOUS  PROVISIONS 

Sec.  201.  (a)  The  Government  Corporation  Control 
Act,  as  amended,  is  amended  (1)  by  striking  from  section 
101  the  words  “Federal  Intermediate  Credit  Banks;  Pro¬ 
duction  Credit  Corporations;”;  (2)  by  inserting  in  section 
201  immediately  following  “  (3)  ”  the  words  “Federal  Inter¬ 
mediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in 
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1  section  201  to  “(5)”;  and  (4)  by  striking  from  sections 

2  302  and  303  the  words  “production  credit  corporations,”. 

3  (b)  After  the  effective  date  of  this  Act,  the  Federal 

4  intermediate  credit  banks  may  utilize  their  funds  for  ad- 

5  ministrative  expenses  without  regard  to  the  limitations  con- 

6  tained  in  any  other  Act  of  Congress  governing  the  expendi- 

7  ture  of  appropriated  funds. 

8  (c)  Paragraph  Seventh  of  section  5136  of  the  Revised 

9  Statutes  as  amended,  is  amended  (1)  by  inserting  in  next 

10  to  the  last  sentence  immediately  before  the  words  “Federal 

11  Home  Loan  Banks”,  the  words  “thirteen  hanks  for  coopera- 

12  tives  or  any  of  them  or  the” ;  and  ( 2 )  by  changing  the  last 

13  sentence  to  read  as  follows:  “The  limitations  and  restrictions 

14  herein  contained  as  to  dealing  in  and  underwriting  invest- 

15  ment  securities  shall  not  apply  to  obligations  issued  by  the 

16  International  Bank  for  Reconstruction  and  Development 

17  which  are  at  the  time  eligible  for  purchase  by  a  national  bank 

18  for  its  own  account:  Provided,  That  no  association  shall 

19  hold  obligations  issued  bv  said  bank  as  a  result  of  under- 

20  writing,  dealing,  or  purchasing  for  its  own  account  (and  for 

21  this  purpose  obligations  as  to  which  it  is  under  commitment 

22  shall  be  deemed  to  be  held  by  it)  in  a  total  amount  exceed- 

23  ing  at  any  one  time  10  per  centum  of  its  capital  stock  ac- 

24  tually  paid  in  and  unimpaired  and  10  per  centum  of  its 

25  unimpaired  surplus  fund.” 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 


25 


Sec.  202.  (a)  This  Act  shall  become  effective  on  Jan¬ 
uary  1  next  following  its  enactment. 

(b)  For  purposes  of  applying  the  amendment  in  sec¬ 
tion  103  of  this  Act,  that  part  of  the  fiscal  year  1957  pre¬ 
ceding  the  effective  date  of  this  Act  shall  be  deemed  to  be  a 
separate  fiscal  year. 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  ap¬ 
plication  thereof  to  any  person  or  circumstance,  is  held 
invalid,  the  remainder  of  the  Act,  and  the  application  of  such 
provisions  to  other  persons  or  circumstances,  shall  not  be 
affected  thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is 
hereby  expressly  reserved. 

Passed  the  House  of  Eepresentatives  May  31,  1956. 

Attest:  EALPH  E.  EOBEETS, 

Clerk . 
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HIGHLIGHTS:  Senate  passed  bill  to  amen^  Bankhead- Jones  Farm  Tenant  Act.  Senate  pas¬ 
sed  Intermediate  Credit  Banks  bill.  Senate  Committee  reported  area  assistance  bill. 
Senate  agreed  to  resolution  extending  stud^yof  employee  security  program.  Senate 
committee  ordered  reported  water  rights  ^ttlement  bill.  House  passed  supplemental 
appropriation  bill.  House  Rules  Committ'ee  desired  Public  Law  1480  authorization  in¬ 
crease  bill.  Rep.  Saylor  discussed  hi,4  bill  onN^ilderness  preservation.  House 
^vrmittees  ordered  reported  point-of-arder  bill  •  anH^  flood  insurance  bill, 

•  J  /  ‘HOUSE 

1.  APPROPRIATIONS,  Passed  with/amendments  H.  R.  121^8,  the  supplemental  appropri¬ 
ation  bill  for  1957,  havijxg  previously  defeated  a\notion  to  recommit  by  a  vote 
of  370  to  2h.  pp*  11350^  11355  (For  items  of  interest  to  this  Department,  see 
Digests  No.  113  and  111/.)  \ 

The  Agriculture /Committee  ordered  reported  H.  R.  11682,  to  authorize 
certain  point- of -order  items  now  carried  in  USDA  appropriation  bills  relative 
to  the  control  ancf  eradication  of  certain  animal  diseases \to  facilitate  the 
carrying  out  of  4^gri cultural  conservation  and  related  agricidbural  programs,  to 
facilitate  the /Agricultural  attache  program,  and  to  f acilitati^the  operations 
of  FHA,  FCIC  ,/and  FS.  p,  D7H8 

FOREIGN  TRAtfE.  The  Rules  Committee  reported  a r esolution  for  consideration  of 
H.  R.  11708,  to  amend  the  Agricultural  Trade  Development  and ’Assistsfoce  Act  of 
195U,  a?  amended,  (Public  Law  U80,  83rd  Congress),  so  as  to  increase  from 
Ol, 500, 000, 000  to  $3,000,000,000  the  amount  for  purposes  of  title  I  of  t^e  Act, 
to  authorize  assistance  to  American-sponsored  schools  abroad,  and  to  amend^  the 
provision  against  agreements  with  communist-dominated  countries,  p.  11397 

Passed  as  reported  H.  R,  9396,  to  amend  the  Tariff  Act  of  1930,  so  as  to"' 
>lace  guar  seed  on  the  free  list,  p,  11398 


-2- 


3.'  FLOOD  INSURANCE,  The  Banking  and  Currency  Committee  ordered  reported  S.  3732, 
bo  provide  insurance  against  flood  damage,  p.  D789 

h.  RECLAMATION.  Agreed  to  the  conference  report  on  S,  1622,  to  authorize  the, 
Secretary  of  the  Interior  to  make  payment  for  certain  improver® nts  locate®  on 
public,  lands  in  the  Rapid  Valley  unit,  S.  Dak.,  of  the  Missouri  River  Q^sin 
project^  p.  llliOU 

3.  NATURAL  RESOURCES.  Rep.  Saylor  spoke  in  support  of  his  bill  H.  R,  11703,  to 
establish  a\National  Wilderness  Preservation  system,  p.  Till 3 

6.  PERSONNEL*  The^Foreign  Affairs  Committee  reported  with  amendment  S.  3l(.8l,  to 

increase  the  salaries  and  provide  other  benefits  for  employees/in  the  Foreign 
Service  (H,  ReptL  2696).  p.  Ill2h 

7.  ATOMIC  ENERGY  *  The  Joint  Committee  on  Atomic  Energy  reportpci  the  following  bills 

p.  1UU2U  \  / 

H.  R,  97k3,  with  amendment,  to  encourage  maximum  development  of  atomic 
energy  reactors  for  the  ^generation  of  low-cost  electrize  power,  and  the  pro¬ 
duction,  utilization,  and% treatment  of  special  nuclea/  and  other  materials 
(K.  Rept.  269U).  \  / 

H,  R.  12213,  without  amendment,  to  amend  the  Atomic  Energy  Act  of  19SU«  as 
amended  (H.  Rept.  2693).  \  7 

SENATE 


80  FARM  LOANS.  Passed  with  amendments 'H.  R.  ll^khf  to  improve  and  simplify  the 
credit  facilities  available  to  farmers,  and' to  amend  the  Bankhead- Jones  Farm 
ienant  Act.  Agreed  to  an  amendment  Serf.  Stennis  authorizing  insurance  on 
loans  in  amounts  not  exceeding  a5,000Wr  farm  for  the  construction,  improve¬ 
ment,  repair,  or  replacement  of  farm  dwellings  and  other  buildings  on  farms 
the  operation  of  which  requires  no  morb  than  3  farm  families  or  3  farm  dwellings. 
Rejected  an  amendment  by  Sen.  Humphrey  to  authorize  loans  at  a  "reasonable"  rate 
of  interest,  rather  than  not  exceeding  %  pe\  annum  as  provided  in  the  bill, 
oubstituted  the  language  of  S.  3U2$,  a  similaXbill,  for  the  text,  of  the  House 
bill.  Conf erees  were  appointed,  ^/pp.  11322,  11^26 


9.  FAJaM  CREDIT,  Passed  with  amendments  H.  R.  10285,,  to  merge  production  credit 
corporations  in  Federal  intermediate  credit  banks,  to  provide  for  retirement 
of  Government  capital  in  Federal  intermediate  credit  banks,  and  to  provide  for 
supervision  of production  credit  associations.  Agreed  to  an  amendments  by  Sen, 
Barrett  providing  for  the  gradual  transfer  over  a  3-vear  period  of  the  capital 
un  s  o  t  le  banks  involved;  and  by  Sen.  Holland  to  continue  Government  budget¬ 
ary  supervision  over  the  banks  until  the  farmers  had  actually  bought  and  paid 
_ 15  percent  of  the,  capital  stock,  p.  11318 

10.  LIVESTOCK.  Sen • . Lanier  inserted  a  resolution  of  the  N.  Dak.  St  piemen's  Assoc, 
relating  to  various  aspects  of  the  livestock  industry,  p.  11231 

H.  AREA  aSSISTa:'ICE.-'  The  Labor  and  Public  Welfare  Committee  reported  vh  sndments 

'  .  2ob3,  to  establish  an  effective  program  to  alleviate  conditions  1  sessive 

unemployment/in  certain  economically  depressed  areas  (S.  Rept.  2555  .  112hl 

12.  sXi .T  Agreed  to  S.  Res.  29h,  extending  further  the  time  lor- 

01  tne  boVernment  employees  securer  program,  p.  11257 
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Ir.  JOHNSON  of  Texas.  Mr.  Presi- 
den\l  move  that  the  Senate  reconsider 
the  vote  by  which  the  bill  was  passed. 

Mr.  TtNOWLAND.  Mr.  President,  I 
move  to\ay  that  motion  on  the  table. 

The  PRESIDING  OFFICER.  The 
question  is  om  agreeing  to  the  motion  of 
the  Senator  \rom  California  to  lay  on 
the  table  the  nation  of  the  Senator  from 
Texas. 

The  motion  to\ay  on  the  table  was 
agreed  to. 


MODIFICATION  OI 
CONSENT  AGRI 


TANIMOUS- 

SMENT 


Mr.  JOHNSON  of  TexaV  Mr.  Presi¬ 
dent,  I  ask  unanimous  consult  that  the 
unanimous-consent  agreement  entered 
earlier  in  the  day  be  modifiectao  as  to 
eliminate  the  provisions  pertaining  to 
the  Fryingpan- Arkansas  project,  in 
view  of  the  fact  that  action  has  already 
been  concluded  on  that  project. 

The  PRESIDING  OFFICER.  Wit? 
out  objection,  it  is  so  ordered. 


UTE  INDIANS  OF  THE  UINTAH  AND 

OURAY  RESERVATION  IN  UTAH 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  move  that  the  Senate  proceed  to 
the  consideration  of  Calendar  No.  2456, 
Senate  bill  3779,  and  I  call  the  attention 
of  the  senior  Senator  from  Utah  to  the 
motion. 

The  PRESIDING  OFFICER.  The 
bill  will  be  stated  by  title,  for  the  infor¬ 
mation  of  the  Senate. 

The  Legislative  Clerk.  A  bill  (S. 
3779)  amending  the  act  of  August  27, 
1954  (68  Stat.  868),  with  respect  to  the 
Uintah  and  Ouray  Reservation  in  Utah. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Senator  from  Texas. 

The  motion  was  agreed  to;  and  the 
Senate  proceeded  to  consider  the  bill. 

Mr.  WATKINS.  Mr.  President,  this 
measure  is  required  by  reason  of  the  in¬ 
terpretations  of  an  act  passed  a  number 
of  years  ago,  providing  for  the  termina¬ 
tion  of  the  Government  wardship  of  the 
Ute  Indians  in  Utah.  The  original  act 
divided  them  into  two  groups,  full- 
blood  Indians  and  Indians  of  less  than 
full  blood. 

In  carrying  out  the  terms  of  that 
it  was  found  necessary  to  have  szfme 
clarifications  made  of  the  origin^  act, 
and  this  bill  has  that  purpose. 

The  act  of  August  27,  1954,  Provided 
for  the  partition  and  distribution  of  the 
assets  of  the  Ute  Indian  Tribemf  the  Uin¬ 
tah  and  Ouray  Reservatior/in  Utah  be¬ 
tween  the  mixed-blood  /nd  full-blood 
members  thereof,  and  for  the  termina¬ 
tion  of  Federal  supervision  over  the 
property  of  the  mixe^Kblood  members  of 
the  same  tribe.  It/also  provided  for  a 
development  program  for  the  full-blood 
members  of  the/tribe. 

It  was  intenpfed  that  after  the  mixed- 
blood  members  had  been  separated  from 
the  tribe  ava  proper  distribution  made 
of  the  tribal  property  the  full-blood 
membersravould  continue  the  tribal  gov¬ 
ernment  under  the  constitution,  bylaws, 
and  flftarter  previously  adopted  by  the 


tribe  pursuant  to  the  Indian  Reorgani¬ 
zation  Act  of  June  18,  1934. 

On  September  6,  1955,  the  Solicitor  of 
the  Department  of  the  Interior  in  ah 
opinion  (M-36304)  held  that  the  deter¬ 
mination  of  the  full-blood  membership 
of  the  tribe  for  the  purpose  of  partici¬ 
pating  in  the  development  program  pro¬ 
vided  for  in  section  24  of  the  act  of 
August  27,  1954,  is  controlled  by  the 
provisions  of  said  act  and  not  by  the 
constitution  and  bylaws  of  the  Ute  In¬ 
dian  Tribe. 

The  opinion  of  the  Solicitor  was  not  in 
accordance  with  the  understanding  of 
the  Ute  Indians. 

Therefore,  it  was  necessary  to  change 
the  law  to  conform  to  the  constitution 
and  bylaws  of  the  Ute  Indians. 

Section  1  and  section  2  of  the  bill 
amend  the  1954  act  in  2  places  to  make 
it  clear  that  after  the  membership  rolls 
of  the  mixed-blood  and  the  fulblood 
groups  have  been  prepared  the  fullblood 
roll  will  not  be  a  closed  one  but  will  be 
^subject  to  additions  and  deletions,  for 
11  purposes  except  the  division  of  as- 
site  between  the  2  groups,  in  accordance 
with  the  constitution  of  the  tribe.  Di 
ceasld  fullblood  members  will  haveyno 
inheritable  interest  in  the  tribal  prop¬ 
erty,  anti  newborn  children  will  beiidded 
to  the  roil  in  their  own  right.  /This  is 
the  result\hat  was  originally /intended 
by  the  act,  because  the  fullblood  group 
is  not  yet  subject  to  a  termination  pro¬ 
gram,  and  until,  that  timeyComes  its  roll 
should  not  be  cussed. 

Section  3  of  the  Trill  exempt's  from  cor¬ 
porate  income  tax^s/  any  corporation 
that  may  be  organjSed  by  the  mixed- 
blood  group  for  thp  plumose  of  aiding  in 
the  joint  managament  with  the  tribe  and 
in  the  distribution  of  the\undivided  as¬ 
sets  of  the  trme.  The  present  act  pro¬ 
vides  that  the  initial  distribution  of 
tribal  asset*— except  interest  earned  on 
funds  in  me  United  States  Treasury — to 
the  members  of  the  mixed-bloockgroup 
shall  not  be  subject  to  income  taxes. 
This  is  proper  because  the  distribution 
represents  an  original  tribal  capital 
sejK  Certain  tribal  assets  are  not  subjei 
division  between  the  2  groups,  how-' 
/ever,  and  the  act  provides  that  they  shall 
remain  in  the  undivided  joint  owner¬ 
ship  of  the  2  groups.  In  order  to  relieve 
the  Government  of  the  onerous  obliga¬ 
tion  of  distributing  the  income  from 
this  undivided  property  to  the  individual 
members  of  the  mixed-blood  group  and 
their  heirs  and  devises,  who  may  soon 
become  numerous,  the  mixed-blood 
group  proposes  to  organize  a  stock  cor¬ 
poration  for  the  sole  purpose  of  holding 
the  interests  of  the  individual  mixed- 
blood  Indians  in  the  undivided  assets 
and  distributing  the  income  received. 
The  corporation  thus  represents  merely 
an  interim  step  pending  the  ultimate 
division  of  the  undivided  assets.  Inas¬ 
much  as  the  ultimate  division  and  dis¬ 
tribution  of  those  assets  will  not  be  sub¬ 
ject  to  income  tax,  we  believe  that  it  is 
proper  to  exempt  the  interim  corpora¬ 
tion  that  will  be  organized  principally 
for  the  convenience  of  the  Government 
from  corporate  income  taxes. 

I  read  now  from  page  2  of  the  report; 


In  granting  exemption  from  the  Federg 
income  tax  to  the  corporation  establish 
under  this  bill,  it  is  intended  only  to  pre¬ 
serve  the  tax-exempt  status  of  the  disUnbu- 
tions  from  the  trust  funds  held  by  the 
United  States  Government  on  the  principle 
that  the  corporation  would  merely  act  as 
a  conduit  for  the  transmission  of  funds 
received  from  the  Government  as  to  the 
members  of  mixedblood  group 

It  is  anticipated  that  the  corporation  will 
distribute  the  funds  as  nearfy  currently  as  is 
possible  and  that  it  will  >not  be  used  as  a 
vehicle  for  the  accumulation  of  further 
earnings  or  to  give  tay  exemption  to  other 
forms  of  income. 

Mr.  Presidentyfhe  report  on  the  bill 
also  contains  a  ietter  from  the  Depart¬ 
ment  of  the  Interior,  indicating  its  ap¬ 
proval  of  the''  bill;  and  approval  of  the 
bill  by  the  Bureau  of  the  Budget  and  by 
the  Treasury  Department  is  also  indi¬ 
cated  iiythe  report. 

I  urge  that  the  bill  be  passed. 

The  PRESIDING  OFFICER  (Mr. 
Lair®  in  the  chair).  The  bill  is  open 
to/amendment. 

r  If  there  be  no  amendment  to  be  pro- 
)osed,  the  question  is  on  the  engross¬ 
ment  and  third  reading  of  the  bill. 

The  bill  (S.  3779)  was  ordered  to  be 
engrossed  for  a  third  reading,  read  the 
third  time,  and  passed,  as  follows: 

Be  it  enacted  etc.,  That  section  5  of  the 
act  of  August  27,  1954  (68  Stat.  868),  is 

amended  by  adding  at  the  end  thereof  the 
following  sentence:  "New  membership  in 
the  tribe  shall  thereafter  be  controlled  and 
determined  by  the  constitution  and  bylaws 
of  the  tribe  and  ordinances  enacted  there¬ 
under.” 

Sec.  2.  Section  8  of  said  act  of  August  27, 
1954,  is  amended  by  changing  the  period  at 
the  end  thereof  to  a  comma  and  by  adding 
the  following:  "but  this  act  shall  not  be 
construed  as  granting  any  inheritable  in¬ 
terest  in  tribal  assets  to  full-blood  mem¬ 
bers  of  the  tribe  or  as  preventing  future 
membership  in  the  tribe,  after  the  date  of 
enactment  of  this  act,  in  the  manner  pro¬ 
vided  in  the  constitution  and  bylaws  of  the 
tribe.” 

Sec.  3.  Section  17  of  said  act  of  August 
27,  1954,  is  amended  as  follows:  After 
"except  that”  delete  the  word  "any”  and 
insert  in  lieu  thereof:  “any  corporation  or¬ 
ganized  by  the  mixed-blood  members  for 
the  purpose  of  aiding  in  the  joint  manage¬ 
ment  with  the  tribe  and  in  the  distrbution 
af  unadjudicated  or  unliquidated  claims 
against  the  United  States,  all  gas,  oil  and 
mineral  rights  of  every  kind,  and  all  other 
assess  not  susceptible  to  equitable  and  prac¬ 
ticable  distribution  shall  not  be  subject  to 
corporate  income  taxes.  Any”. 

Mr.  ATKINS.  Mr.  President,  I 
thank  the^distinguished  majority  leader, 
the  senior\Senator  from  Texas  [Mr. 
Johnson],  for  his  courtesy  in  allowing 
the  bill  to  be  considered  and  acted  on  at 
this  time. 

Mr.  JOHNSOlJ\pf  Texas.  Mr.  Presi¬ 
dent,  I  thank  the  Senator  from  Utah  for 
his  usual  cooperative  attitude. 


CERTIFICATION  FOR 'CERTAIN  AIR 
CARRIERS  OPERATIN'*?  IN  HAWAII 
AND  ALASKA 

The  PRESIDING  OFFICE<k  laid  be¬ 
fore  the  Senate  the  amendment  of  the 
House  of  Representatives  to  the -bill  (S. 
3163)  to  amend  section  401  (e)  of  the 
Civil  Aeronautics  Act  of  1938  in  order  to 
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authorize  permanent  certification  for 
certain  air  carriers  operating  in/Hawaii 
and  Alaska,  which  was  on  page/1  line  9, 
after  “Tt”  insert  “or  its  predecessor  in 

interest’\  / 

Mr.  MdNRONEY.  Mr/President,  I 
move  that  H-he  Senate  concur  in  the 
amendment  tff  the  House  of  Repre¬ 
sentatives.  \  / 

The  amendment  is  a  very  slight  per¬ 
fecting  one,  to  taW  care  of  a  particular 
situation  in  whicjaqne  of  the  local  car¬ 
riers  in  Alaska  >S  in  process  of  selling  a 
route  to  another  carrier.  That  is  the 
only  matterythat  woula^be  affected  by 
the  House  amendment.  \ 

The  Sejrfate  Committee  bp  Interstate 
and  Foreign  Commerce  has\considered 
the  House  action,  and  has  agreed  unani¬ 
mously  that  the  House  amendment  is  a 
good  one,  and  should  be  adopted\ 

The  PRESIDING  OFFICER.  \The 
question  is  on  agreeing  to  the  motiok  of 
/“the  Senator  from  Oklahoma.  \ 

The  motion  was  agreed  to.  >y 

MERGER  OF  PRODUCTION  CREDIT 
CORPORATIONS 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  move  that  the  Senate  proceed 
to  the  consideration  of  Calendar  No. 
2168,  House  bill  10285. 

The  PRESIDING  OFFICER.  The  bill 
will  be  stated  by  title,  for  the  informa¬ 
tion  of  the  Senate. 

The  Chief  Clerk.  A  bill  (H.  R.  10285) 
to  merge  production  credit  corporations 
in  Federal  intermediate  credit  banks,  to 
provide  for  retirement  of  Government 
capital  in  Federal  intermediate  credit 
banks,  to  provide  for  supervision  of  pro¬ 
duction  credit  associations,  and  for 
other  purposes. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Senator  from  Texas. 

The  motion  was  agreed  to;  and  the 
Senate  proceeded  to  consider  the  bill, 
which  had  been  reported  from  the  Com¬ 
mittee  on  Agriculture  and  Forestry  with 
amendments. 

Mr.  HOLLAND.  Mr.  President,  this 
is  the  Farm  Credit  Administration  bill 
to  merge  Production  Credit  Corpora¬ 
tions  in  Federal  intermediate  credit 
banks,  to  provide  for  retirement  of  Gov¬ 
ernment  capital  in  Federal  intermedi¬ 
ate  credit  banks,  and  to  provide  for  su¬ 
pervision  of  production  credit  associa¬ 
tions,  and  for  other  purposes. 

The  Senator  from  Mississippi  [Mr. 
Stennis]  indicated  that  he  probably 
would  have  some  suggestion  for  amend¬ 
ment  of  S.  3429,  but  not  of  this  one. 

Mr.  STENNIS.  That  is  correct.  At 
this  time  I  merely  wish  to  ask  some 
questions. 

Mr.  HOLLAND.  Mr.  President,  I 
would  like  to  insert  in  the  Record  at 
this  point  a  brief  explanation  of  this  bill 
and  the  committee  amendments  to  it. 
I  ask  unanimous  consent  for  such  inser¬ 
tion. 

There  being  no  objection,  the  explana¬ 
tion  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Summary  ok  H.  R.  10285 
The  bill  provides  for  the  merger  of  the 
production  credit  corporation  In  the  Federal 


intermediate  credit  bank  in  each  of  the  12 
farm  credit  districts.  The  merged  institu¬ 
tion  would  still  be  known  as  the  “Federal 
intermediate  credit  bank.”  The  Govern¬ 
ment  capital  in  the  credit  banks  would  then 
be  retired  over  a  period  of  years  and  the 
banks  would  thus  become  wholly  owned  by 
the  production  credit  associations  which  are 
now  largely  farmer  owned. 

With  minor  exceptions,  all  assets,  liabili¬ 
ties,  and  functions  of  the  production  credit 
corporations  would  be  transferred  to  the 
credit  banks  on  the  effective  date  of  the 
legislation.  The  banks  would  be  required 
to  provide  the  production  credit  associa¬ 
tions  with  essentially  the  same  kind  of  su¬ 
pervision  and  service  now  furnished  by  the 
production  credit  corporations. 

The  credit  banks  would  issue  two  new 
classes  of  stock.  Class  A  stock  would  be 
owned  solely  by  the  United  States  and  would 
be  substituted  for  the  existing  stock  of  the 
credit  banks  and  production  credit  corpora¬ 
tions,  all  of  which  is  owned  by  the  United 
States.  Class  B  stock  of  the  banks  would 
be  owned  solely  by  the  production  credit 
associations  and  would  be  acquired  by  a 
specified  initial  purchase  and  by  subsequent 
(distributions  of  earnings  of  the  banks  as 
patronage  refunds  in  the  form  of  class  B 
stock.  Class  A  stock  would  be  retired  partly 
from  funds  derived  from  the  initial  sale  of 
class  B  stock  and,  over  a  period  of  years,  the 
balance  wovfld  be  retired  from  net  earnings 
of  the  banks. 

The  bill  provides  a  new  method  of  distri¬ 
bution  of  earnings  of  the  banks.  After  re¬ 
serves,  franchise  taxes  (same  tax  provision 
applies  to  land  banks  and  banks  for  coopera¬ 
tives),  and  dividends  when  applicable,  net 
earnings  would  be  distributed  as  patronage 
refunds  in  class  B  stock  to  production  credit 
associations  and  an  in  participation  certifi¬ 
cates  to  other  patrons  of  the  banks. 

The  surplus  and  reserves  of  the  banks  on 
hand  on  the  effective  date  of  the  new  legis¬ 
lation  would  not  be  allocated  and  could  not 
be  paid  out  as  patronage  refunds.  Upon 
liquidation,  any  such  surplus  and  reserves 
remaining  would  be  distributed  to  the  hold¬ 
ers  of  class  A  stock  and  class  B  stock  pro  rata 
(after  the  financing  institutions,  other  than 
production  credit  associations,  borrowing 
from  the  banks  on  the  effective  date  of  the 
act  had  participated  to  the  extent  that  they 
had  contributed  to  such  surplus  and  re¬ 
serves). 

The  bill  contains  a  number  of  other 
amendments  to  existing  law  which,  for  the 
most  part,  are  made  necessary  by  the  merger. 

The  committee  amendments  would  have 
the  effect  of  limiting  the  increase  in  the  re¬ 
volving  fund  available  for  capitalization  of 
the  Federal  intermediate  credit  banks  from 
$40  million  to  $70  million.  As  passed  by  the 
House,  the  bill  would  have  increased  this  re¬ 
volving  fund  to  $100  million.  Under  the  bill 
as  thus  amended  the  aggregate  amount  of  the 
two  revolving  funds  for  the  capitalization  of 
the  Federal  intermediate  credit  banks  and 
the  production  credit  associations  would  be 
held  at  the  present  level  of  $130  million  (now 
$40  million  for  Federal  intermediate  credit 
banks  and  $90  million  for  production  credit) . 
The  Bureau  of  the  Budget  had  questioned 
the  need  for  an  aggregate  increase  in  these 
funds  and  your  subcommittee,  agreeing  with 
the  Bureau  of  the  Budget,  is  of  the  opinion 
that  the  amounts  provided  in  the  amended 
bill  are  entirely  adequate  to  meet  the  present 
and  foreseeable  credit  needs  of  these  farm 
credit  institutions. 

Mr.  HOLLAND.  Mr.  President,  in  1953 
Congress  passed  the  Farm  Credit  Admin¬ 
istration  Act  of  1953.  By  means  of  that 
act,  a  completely  new  setup  of  the  Farm 
Credit  Administration  was  accomplished. 
A  board  of  13  directors  was  created,  12 
of  whom  would  come  from  the  Farm 
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Credit  districts  of  the  Nation — one  from 
each  of  the  12  districts — and  the  13th 
director  would  be  named  by  the  Secretary 
of  Agriculture.  The  purpose  of  the  bill 
was  to  accomplish  as  speedily  as  possible 
farmer  ownership  and  control  of  the  en¬ 
tire  Farm  Credit  Administration. 

The  Senate  will  remember  that  before 
appointing  the  12  members  of  the  board 
who  represent  the  12  respective  districts, 
the  President  received  nominations  from 
each  of  the  three  groups  of  local  units  in 
each  district.  So  the  President  had  con¬ 
siderable  choice  in  making  the  appoint¬ 
ments. 

The  President  cooperated  very  fully 
with  the  program,  by  naming,  from  the 
nominees  of  the  various  Farm  Credit 
Administration  organizations,  12  of  the 
directors,  1  from  each  of  the  districts. 
The  Secretary  of  Agriculture  named  the 
13th  director. 

In  the  1953  act  which  accomplished 
that  reorganization  of  the  Farm  Credit 
Administration,  the  Congress  directed 
the  new  board  to  work  out  as  speedily  as 
possible  a  program  whereby  farmer  own¬ 
ership  and  operation  of  each  of  the  dis¬ 
trict  institutions  would  be  accomplished. 
The  Senate  will  recall  that  the  land 
banks  in  the  various  districts  have  been 
entirely  farmer -owned  since  about  1947. 
They  were  the  first  ones  to  go  entirely 
under  farmer  operation. 

Last  year — in  1955 — the  directors  re¬ 
ported  to  the  Congress  a  plan  and  pro¬ 
gram  for  accomplishing  farmer  owner¬ 
ship  and  operation  of  all  the  remaining 
portions  of  the  Farm  Credit  Administra¬ 
tion  system.  Congress  checked  very 
carefully  on  that  1955  recommendation, 
and  accepted  the  part  which  pertained 
to  the  banks  for  cooperatives,  but  did  not 
accept  the  part  pertaining  to  the  Federal 
intermediate  credit  banks  and  the  Pro¬ 
duction  Credit  Corporations.  The  Board 
of  the  Farm  Credit  Administration  was 
directed  to  restudy  the  situation  and  to 
bring  back  a  program  this  year  for  those 
organizations,  and  was  also  directed  to 
carry  the  proposed  program  to  the  farm 
people  of  the  country,  by  holding  meet¬ 
ings  in  each  of  the  districts  and  publiciz¬ 
ing  them,  so  that  the  farmer  sentiment 
could  be  secured. 

The  Farm  Credit  Administration,  after 
going  through  a  long  program  of  discus¬ 
sion  and  development  of  suggestions, 
came  back  to  Congress  this  year,  1956, 
with  the  program  which  is  embodied  in 
the  pending  bill. 

That  program  is  to  unite  the  Federal 
intermediate  credit  banks  and  the  pro¬ 
duction  credit  corporations  in  each  dis¬ 
trict  into  a  single  corporation  and  re¬ 
quires  that  15  percent  of  the  capital  stock 
of  the  single  new  corporation  shall  imme¬ 
diately  be  subscribed  by  the  production 
credit  associations  throughout  the  coun¬ 
try,  most  of  which  have  in  the  meantime 
become  completely  farmer  owned  and 
operated. 

I  am  happy  to  report  to  the  Senate 
that,  after  a  great  deal  of  discussion,  the 
bill  as  now  reported,  has  been  worked 
out  on  a  basis  which  seems  to  be  accepta¬ 
ble  to  all  concerned,  except  that  the 
Bureau  of  the  Budget  still  has  certain 
reservations,  which  I  hope  will  be  re- 
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moved  by  one  of  the  amendments  which 
we  plan  to  offer  today. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  HOLLAND.  I  yield. 

Mr.  JOHNSON  of  Texas.  Does  the 
Senator  anticipate  any  yea-and-nay 
votes  on  any  of  the  amendments,  or  on 
the  passage  of  the  bill? 

Mr.  HOLLAND.  I  do  not.  I  shall  not 
ask  for  any.  So  far  as  the  amendments 
which  have  been  mentioned  are  con¬ 
cerned,  the  Senator  from  Florida  is 
agreeable  to  them.  He  will  offer  one  of 
them  himself.  Another  will  be  offered 
by  the  Senator  from  Wyoming  [Mr. 
Barrett],  for  himself  and  other  Sena¬ 
tors,  and  has  been  agreed  to  by  the  com¬ 
mittee  and  by  the  Directors  of  the  Farm 
Credit  Administration,  and,  so  far  as  I 
know,  there  will  be  no  occasion  for  any 
debate  concerning  it.  I  believe  the 
amendments  and  the  bill  can  be  disposed 
of  without  a  yea-and-nay  vote. 

Mr.  JOHNSON  of  Texas.  Does  the 
same  situation  prevail  with  respect  to 
the  other  agricultural  bill  which  the 
Senator  spoke  to  me  about? 

Mr.  HOLLAND.  The  other  bill  in¬ 
volves  no  point  at  issue  at  all,  except  that 
my  friend  the  distinguished  junior  Sen¬ 
ator  from  Minnesota  [Mr.  Humphrey] 
had  one  reservation,  which  he  covered 
by  his  separate  statement  incorporated 
in  the  committee  report.  I  do  not  know 
whether  he  intends  to  offer  an  amend¬ 
ment. 

Mr.  JOHNSON  of  Texas.  So  far  as 
the  Senator  from  Florida  is  aware,  there 
will  be  no  yea-and-nay  votes? 

Mr.  HOLLAND.  So  far  as  I  know, 
there  will  be  no  yea-and-nay  votes. 
However,  on  that  point,  I  cannot  control 
the  situation,  because  the  Senator  from 
Minnesota  may  have  a  completely  dif¬ 
ferent  idea.  He  may  wish  to  have  a  yea- 
and-nay  vote  on  his  amendment. 

Mr.  STENNIS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HOLLAND.  I  yield. 

Mr.  STENNIS.  I  wish  to  inform  the 
Senator  from  Florida  and  the  majority 
leader  that  I  have  an  amendment  to 
offer,  which  I  hope  the  chairman  of  the 
subcommittee  will  be  disposed  to  take  to 
conference.  I  shall  not  ask  for  a  record 
vote  on  my  amendment,  however. 

Mr.  HOLLAND.  I  think  the  Senator 
fi’om  Mississippi  is  addressing  his  present 
remarks  to  the  second  bill,  which  will 
come  up  later. 

Mr.  STENNIS.  That  is  correct. 

Mr.  JOHNSON  of  Texas.  May  I  in¬ 
quire  if  the  Senator  from  Minnesota 
wishes  a  yea-and-nay  vote  on  his 
amendment? 

Mr.  HUMPHREY  of  Minnesota.  I 
have  no  amendment  to  offer  on  this  par¬ 
ticular  bill. 

Mr.  JOHNSON  of  Texas.  Several 
Senators  have  inquired  whether  or  not 
there  is  likely  to  be  a  yea-and-nay  vote. 
The  Senator  from  Florida  says  that  the 
Senator  from  Minnesota  has  an  amend¬ 
ment.  I  am  asking  the  Senator  from 
Minnesota  if  he  anticipates  asking  for 
the  yeas  and  nays  on  his  amendment. 

Mr.  HUMPHREY  of  Minnesota.  No; 
I  do  not. 

Mr.  SCHOEPPEL.  Mr.  President,  will 
the  Senator  yield? 


Mr.  HOLLAND.  I  yield. 

Mr.  SCHOEPPEL.  I  should  like  to  ask 
the  distinguished  Senator  from  Florida 
how  many  amendments  he  intends  to 
offer  on  behalf  of  the  committee  before 
the  bill  will  be  open  to  amendments  from 
the  floor. 

Mr.  HOLLAND.  The  Senator  from 
Florida  was  about  to  request  unanimous 
consent  of  the  Senate  to  have  all  the 
reported  committee  amendments  agreed 
to,  and  have  the  resulting  text  regarded 
as  original  text,  for  purposes  of  amend¬ 
ment,  to  which  the  amendments  re¬ 
ferred  to,  or  any  other  amendments  any 
Senator  wishes  to  offer,  may  be  offered. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  committee  amendments  be 
agreed  to  en  bloc,  and  that  the  text  of  the 
bill,  as  thus  amended,  be  regarded  as 
original  text  for  the  purpose  of  amend¬ 
ment. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

The  amendments  agreed  to  en  bloc 
are  as  follows: 

On  page  5,  line  22,  after  the  word  "to”,  to 
insert  “$30,000,000  plus”;  on  page  8,  line  11, 
after  the  word  “at”,  to  strike  out  “a”;  and  on 
page  17,  line  17,  after  the  word  “to”,  to  strike 
out  “$1,000,000,000”  and  insert  “$70,000,000.” 

Mr.  SCHOEPPEL.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  SCHOEPPEL.  I  should  like  to 
ask  if  the  approval  of  the  committee 
amendments  will  preclude  the  offering 
of  an  amendment  in  which  the  Senator 
from  Kansas  is  interested.  It  is  desig¬ 
nated  as  “6-27-5 6-B.” 

The  PRESIDING  OFFICER.  It  will 
not. 

The  bill  is  open  to  amendment. 

Mr.  BARRETT.  Mr.  President,  on  be¬ 
half  of  the  junior  Senator  from  Iowa 
[Mr.  Martin],  the  senior  Senator  from 
Iowa  [Hickenlooper],  the  Senator  from 
Nebrasaka  [Mr.  Hruska],  and  myself,  I 
offer  the  amendment  which  I  send  to  the 
desk  and  ask  to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Wyoming  will  be  stated. 

The  Chief  Clerk.  On  page  4,  begin¬ 
ning  after  the  period  in  line  21  it  is  pro¬ 
posed  to  strike  out  over  through  the 
period  in  line  3  on  page  5  and  insert  in 
lieu  thereof  the  following: 

Stock  of  each  Federal  intermediate  credit 
bank  held  by  the  Secretary  of  the  Treasury 
shall  be  transferred  to  the  Governor  who 
shall  exchange  such  stock  for  an  equal 
amount  of  class  A  stock  of  such  bank.  The 
Governor  is  authorized  thereupon  to  reallo¬ 
cate  the  investment  of  the  United  States 
in  such  banks  in  such  manner  as  he  deter¬ 
mines  necessary  to  meet  the  needs  of  the  re¬ 
spective  banks.  Any  transfers  of  capital 
funds  required  as  a  result  of  such  reallo¬ 
cation  shall  be  made  in  four  equal  install¬ 
ments,  the  first  of  which  shall  be  made  on 
January  1,  1957,  and  one  of  which  shall  be 
made  on  the  first  day  of  each  of  the  next 
succeeding  3  calendar  years.  Upon  each 
such  transfer  of  capital  funds  the  Governor 
shall  require  an  appropriate  adjustment  in 
the  class  A  stock  of  each  such  bank. 

Mr.  BARRETT.  Mr.  President,  let  me 
make  a  brief  explanation  of  my  amend¬ 
ment. 


Section  102  of  this  bill  would  authorize 
the  Farm  Credit  Administration  to  re¬ 
allocate  the  present  capital  stock  of  the 
Federal  intermediate  credit  banks,  all  of 
which  is  owned  by  the  United  States. 
Under  the  plan  proposed  to  be  followed 
by  the  Farm  Credit  Administration,  a 
portion  of  the  capital  in  some  of  the 
banks  would  be  transferred  to  other 
banks  in  order  to  put  all  banks  on  an 
equitable  basis  in  relation  to  their  volume 
of  business.  However,  in  order  to  mini¬ 
mize  the  effect  upon  the  banks  from 
which  the  capital  will  be  transferred,  this 
amendment  would  provide  for  the  grad¬ 
ual  transfer  of  the  funds  over  a  period  of 
3  years.  This  amendment  would  soften 
the  effects  of  the  transfer  and  give  the 
banks  which  are  losing  capital  time  to 
adjust  to  the  new  capital  base.  Also, 
the  amendment  would  not  work  a  hard¬ 
ship  upon  any  of  the  banks  which  need 
additional  capital  to  support,  their 
volume  of  business. 

I  have  discussed  this  amendment  with 
the  senior  Senator  from  Florida  [Mr. 
Holland],  and  I  hope  he  will  accept  the 
amendment  and  take  it  to  conference. 

Mr.  HOLLAND.  Mr.  President,  let  me 
state  first  for  the  Record  just  what  the 
situation  is  that  calls  for  this  particular 
amendment.  Up  to  this  time  the  Fed¬ 
eral  Government  has  had  $5  million  in¬ 
vested  in  the  capital  structure  of  each  of 
the  12  banks. 

There  will  not  be  required  by  the  new 
institutions  an  equal  amount  of  capi¬ 
talization,  because  the  volume  of  busi¬ 
ness  in  some  of  those  banks  is  much 
greater  than  it  is  in  others.  So  the  pro¬ 
posed  legislation,  which  has  been  dis¬ 
cussed  throughout  the  country  and 
agreed  upon  generally,  provides  that  the 
$5  million  for  each  of  the  12  banks,  or 
$60  million  in  all,  shall  be  redistributed 
by  the  Governor  of  the  Farm  Credit  Ad¬ 
ministration  among  the  12  new  insti¬ 
tutions  in  proportion  to  their  needs,  or 
in  proportion  to  their  volume  of  busi¬ 
ness. 

Some  of  the  new  institutions  will  be 
quite  small  from  the  standpoint  of  vol¬ 
ume  of  business,  and  they  will  have  to 
take  a  considerable  reduction  from  the 
$5  million  capital  investment  now  in  ef¬ 
fect.  They  felt  that  it  would  be  a  hard¬ 
ship  on  them  to  have  that  redistribu¬ 
tion  accomplished  at  once,  that  is,  on 
January  1,  1957.  So  the  Senator  from 
Wyoming  and  other  Senators  from  simi¬ 
larly  affected  areas  have  brought  up  the 
question  of  postponement  or  gradualiza- 
tion  of  the  redistribution  of  the  in¬ 
vested  capital  of  the  United  States  Gov¬ 
ernment  over  a  period  of  3  years,  and 
in  4  payments,  1  distribution  to  be  ac¬ 
complished  January  1,  1957;  another  in 
1958;  another  in  1959;  and  the  fourth  in 
1960. 

The  subject  has  been  discussed  at 
length  with  the  directors  of  the  Farm 
Credit  Administration,  and  with  all 
others  concerned,  and  an  agreement  has 
been  reached.  This  amendment  would 
accomplish  a  gradual  redistribution  of 
the  government  capital  in  a  way  much 
fairer  to  the  smaller  institutions  than 
would  be  an  immediate  redistribution. 

I  am  advised  by  the  Directors  of  the 
Farm  Credit  Administration,  who  have 
just  left  Washington  after  having  been 
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in  the  city  for  several  days,  that  they 
agree  to  this  change,  which,  after  all, 
is  not  a  change  in  principle,  or  m  ulti¬ 
mate  result.  It  simply  stretches  out  over 
4  payments  the  redistribution  of  the 
invested  capital  of  the  Government 
among  the  12  institutions.  I  am  agree¬ 
able  to  accepting  the  amendment,  be¬ 
cause  it  has  been  agreed  to  by  the  Farm 
Credit  Administration. 

Mr.  BARRETT.  I  thank  the  Senator 
from  Florida.  I  may  say  to  him  that  I 
have  been  in  consultation  with  Mr. 
Tootell,  the  Governor  of  the  Farm  Credit 
Administration.  I  am  sure  that  the 
amendment  will  not  be  objected  to.  I 
may  say  that  I  made  inquiry  of  the  Farm 
Credit  Administration,  and  they  have 
confirmed  the  facts  as  outlined  by  the 
distinguished  Senator  from  Florida.  As 
I  understand,  about  half  of  the  12  dis¬ 
tricts  will  receive  reductions  in  their 
capital,  and  the  other  half  will  receive 
additions  to  their  capital.  Therefore,  as 
a  result,  after  a  period  of  3  years  from 
next  January,  about  half  of  the  districts 
will  have  capital  amounting  roughly  to 
$71/2  million,  and  the  other  6  districts  will 
have  their  capital  reduced  to  $21/4  mil¬ 
lion.  The  Senator  has  agreed  to  accept 
the  amendment,  which  will  lead  to  a 
gradual  reduction,  and  I  do  not  believe 
that  anyone  will  be  particularly  harmed 
by  transferring  capital  from  one  district 


to  another. 

Mr.  HOLLAND.  I  certainly  hope  that 
no  one  will  be  harmed,  and  I  believe  that 
will  be  the  case.  To  the  contrary,  I  be¬ 
lieve  that  the  smaller  institutions  will  be 
benefited  in  the  long  run  by  the  redis¬ 
tribution,  because  otherwise  they  would 
find  it  very  burdensome  to  pay  off  the 
Government  capital  out  of  their  small 
volume  of  business.  The  Senator  knows 
that  all  of  the  Government  capital  must 
be  retired  before  the  purpose  of  the  bill 
is  finally  accomplished. 

Mr.  BARRETT.  That  is  correct. 

Mr.  HOLLAND.  If  the  small  institu¬ 
tions  were  left  saddled  with  very  heavy 
Government  capital  investments,  they 
would  take  proportionately  very  much 
longer  in  paying  back  the  Government 
capital. 

The  redistribution,  therefore,  really 
leaves  new  banks  relatively  equal  bur¬ 
dens  to  carry  in  accordance  with  the  vol¬ 
ume  of  business  they  have. 

Mr.  LANGER.  Mr.  President,  will  the 


Senator  yield? 

Mr.  HOLLAND.  I  am  glad  to  yield  to 
the  Senator  from  North  Dakota. 

Mr.  LANGER.  Can  the  Senator  tell 
me  whether  the  committee  was  unani¬ 
mous  in  reporting  the  bill? 

Mr.  HOLLAND.  The  committee  was 
unanimous  in  reporting  the  bill. 

Mi-.  LANGER.  Is  that  true  also  of  the 
second  bill? 


Mr.  HOLLAND.  That  is  true  of  the 
second  bill  also,  although  my  distin¬ 
guished  friend  the  Senator  from  Minne¬ 
sota  l Mr.  Humphrey]  filed  supplemental 
views,  without  withdrawing  his  approval 
of  the  bill.  I  believe  that  is  correct. 

Mr.  HUMPHREY  of  Minnesota.  That 
is  correct.  I  supported  the  bill.  How¬ 
ever,  there  are  two  amendments  which  I 
felt  I  should  offer  to  the  bill,  and  which  I 
believe  will  be  helpful.  However,  I  felt 
that  the  objectives  of  the  bill  were  so 


worthy  that  I  could  not  do  anything  but 
support  the  bill. 

Mr.  HOLLAND.  Mr.  President,  the 
bill  passed  the  House  by  virtually  a 
unanimous  vote.  I  believe  only  three 
votes  were  cast  against  the  bill  out  of  the 
entire  membership  of  the  House.  There¬ 
fore  the  program  seems  to  have  worked 
out  with  almost  universal  acceptance  and 
accord. 

Mr.  STENNIS.  Will  the  Senator 
yield? 

Mr.  HOLLAND.  I  yield. 

Mr.  STENNIS.  Mr.  President,  first  I 
wish  to  thank  the  Senator  from  Florida 
and  the  other  members  of  the  subcom¬ 
mittee  for  the  work  they  have  done  on 
this  important  measux-e.  It  is  proposed 
legislation  of  a  kind  that  is  very  im¬ 
portant  to  the  agricultural  areas  of  the 
Nation. 

I  remember  when  the  Farm  Credit 
System  was  first  established.  At  that 
time  I  was  connected  in  a  small  way 
with  a  small-town  bank.  I  was  rather 
skeptical  about  the  program  and  about 
what  it  would  accomplish. 

However,  I  have  been  highly  gratified 
over  the  years  to  note  the  splendid  work 
which  has  been  done  by  the  farm-credit 
agencies.  I  now  look  with  a  great  deal 
of  caution  on  any  proposed  change  in 
the  law.  In  the  beginning  I  was  in¬ 
clined  to  oppose  this  bill.  However,  the 
Senator  from  Florida  and  other  Sena¬ 
tors  have  talked  to  me  at  great  length 
about  the  various  provisions  of  the  bill. 
They  have  studied  it  and  they  have 
stated  with  such  unanimity  that  it  is  a 
sound  measure  that  I  am  willing  to  go 
along  with  it. 

I  wish  to  ask  the  Senator  very  briefly 
a  few  questions  to  make  certain  that  I 
understand  the  purposes  of  the  bill. 

I  understand  that  the  proposed  act 
will  not  directly  affect  the  local  pro¬ 
duction  ci-edit  associations  in  any  way, 
except  that  it  will  pei-mit  them  to  pur¬ 
chase  stocks  in  the  inteimediate  credit 
banks,  and,  thei-efore,  eventually  give 
the  production  credit  associations  and 
their  fai-mer  members  ownei-ship  and 
control  of  the  Federal  intermediate 
credit  banks.  Is  that  correct? 

Mr.  HOLLAND.  The  Senator  is  cor¬ 
rect.  The  stock  of  the  new  institutions 
brought  about  by  the  merging  of  the 
intermediate  credit  banks  and  the  pro¬ 
duction  credit  corporations  will  be 
owned  entirely  by  the  pi-oduction  credit 
associations,  which  are  composed  of 
farmers,  as  the  Senator  knows. 

Mr.  STENNIS.  Mr.  President,  I 
should  like  to  ask  one  further  question. 

Mi'.  HOLLAND,  May  I  elaborate? 

Mr.  STENNIS.  I  wish  the  Senator 
would. 

Mr.  HOLLAND.  No  function  is  de¬ 
stroyed.  The  new  institution,  which  com¬ 
bines  the  two  presently  existing  institu¬ 
tions,  will  have  all  the  powers  and  all  the 
functions  of  the  two  institutions  that 
now  exist.  They  will  be  able  to  save 
substantially  in  l-educed  overhead  costs. 
They  will  not  have  to  have  two  presi¬ 
dents  and  two  other  high  officials  on 
every  level,  but,  instead,  they  will  have 
only  one. 

Mr.  STENNIS.  I  believe  we  should  be 
certain  that  the  proposed  legislation  will 


July  12 

not  adversely  affect  the  supervision  and 
assistance  which  the  production  credit 
associations  and  farmer  members  now 
receive  from  the  pi-oduction  credit  cor¬ 
porations,  and  that  they  will  still  have 
access  to  the  revolving  funds  to  supple¬ 
ment  needed  capital  when  necessary. 
Will  the  Senator  from  Florida  comment 
on  that? 

Mr.  HOLLAND.  They  will  have  ac¬ 
cess  to  the  revolving  fund.  It  is  spe¬ 
cifically  provided  in  the  proposed  act 
that  as  the  Government’s  capital  is  re¬ 
tired  by  purchase  by  the  production 
credit  associations,  after  the  Govern¬ 
ment  has  received  back  its  investment 
in  the  production  credit  corporations 
and  $30  million  of  its  investment  in  the 
ci-edit  banks,  the  balance  will  go  into  the 
revolving  fund,  which  remains  perma¬ 
nently  available  for  the  purchase  of 
stock  in  the  customary  way  in  the  event 
the  new  bank  gets  into  difficulties. 

Mr.  STENNIS.  The  House-passed  bill 
provided  for  a  $100  million  involving 
fund.  As  I  understand,  the  committee 
amendment  reduces  that  amount  to  $70 
million.  Is  that  coi'rect? 

Mr.  HOLLAND.  That  is  correct.  We 
did  that  because  we  wanted  to  keep  it 
at  the  present  level.  We  felt  that  since 
the  purpose  of  the  bill  is  to  provide  for 
the  retirement  of  Government  capital 
we  should  not  increase  the  revolving 
fund. 

We  are  asking  the  Government  to 
yield  its  right  to  $62  million  worth  of 
surplus,  and  that  yielding  is  accom¬ 
plished  by  the  bill.  We  are  asking  the 
Government  to  yield  in  other  respects, 
because  of  its  interest  in  getting  the 
ownership  and  operation  of  this  concern 
out  of  the  Government  and  into  the 
hands  of  the  people  who  are  being  served 
by  it. 

However,  we  did  not  feel  that  we  would 
be  justified  in  asking  the  Government  to 
earmark  additional  funds  for  possible 
reinvestment  as  would  have  been  accom¬ 
plished  if  the  revolving  fund  had  been 
made  $160  million,  instead  of  $130  mil¬ 
lion,  as  it  is  under  the  pending  bill. 

Mr.  STENNIS.  I  should  like  to  ask 
another  question.  In  the  interest  of 
hedging  against  the  time  when  these 
agencies  might  need  larger  revolving 
funds  for  shoring  up  their  resources,  be¬ 
cause  of  increased  cost  of  production  and 
high  capital  investment  required  in 
present-day  farm  opex-ations,  what  would 
be  the  situation  with  reference  to  meet¬ 
ing  this  need? 

Mr.  HOLLAND.  The  situation  would 
be  this:  First,  there  would  be  access  to 
the  surpluses,  which  would  still  be  in 
the  hands  of  the  banks.  Second,  if  that 
were  used  up,  there  would  be  access  to 
the  revolving  fund.  If  that  were  used 
up,  we  must  not  forget  that  the  Govern¬ 
ment  would  still  be  the  controlling  fac¬ 
tor,  because  these  banks  could  not  be 
liquidated  without  a  special  act  of  Con¬ 
gress  permitting  it.  The  Government 
keeps  them  under  the  Farm  Credit  Ad¬ 
ministration,  which  will  always  have  the 
supervision  of  them. 

The  Farm  Credit  Administration  is 
still  this  close  to  the  Department  of  Agri¬ 
culture,  that  one  of  its  directoi-s  is  al¬ 
ways  named  by  the  Secretary  of  Agri¬ 
culture. 
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Therefore,  the  salutary  purposes  of 
keeping  these  institutions  in  such  a  posi¬ 
tion  will  be  that  they  will  benefit  from 
Government  advice,  and  Government 
help  will  be  maintained.  The  other  very 
great  benefit  of  having  the  ownership 
passed  to  the  people  who  are  affected 
will  be  conveyed  by  the  pending  bill. 

I  invite  the  Senator’s  attention  to  the 
fact  that  already  the  land  banks  are 
fully  farmer  owned  and  that  already,  by 
legislation  which  we  passed  last  year,  we 
have  accomplished  the  same  objective 
with  reference  to  the  banks  for  coopera¬ 
tives,  except  that  they  will  take  a  little 
while  to  finish  retirement  of  Government 
capital.  Already  440  of  the  production 
credit  associations,  which  are  the  ones 
nearest  home,  are  completely  farmer 
owned.  So,  this  measure  will  complete 
the  objective  to  which  Congress  ad¬ 
dressed  itself  in  1953  when  it  declared 
for  farmer  ownership,  farmer  control, 
and  farmer  interest,  the  vital  interest 
which  comes  from  ownership  and  con¬ 
trol. 

Mr.  STENNIS.  I  thank  the  Senator 
for  his  fine  answer.  But  I  should  like, 
if  I  may,  to  put  my  question  in  another 
way.  In  case  there  is  distress  to  these 
credit  agencies,  the  recommendations 
which  the  committee  makes  are  based  on 
the  assumption  that  Congress,  in  light 
of  new  circumstances,  could  still  come  to 
their  aid  with  additional  revolving  funds 
or  such  added  capital,  as  might  be  neces¬ 
sary. 

Mr.  HOLLAND.  The  Senator  is  entire¬ 
ly  correct. 

Mr.  STENNIS.  I  believe  the  Senator 
said  he  thought  this  bill,  if  enacted, 
would  strengthen  these  associations  fi¬ 
nancially;  did  he  not? 

Mr.  HOLLAND.  It  would  strengthen 
them  financially,  and  also  make  them 
decidedly  more  economical  in  operation. 
Of  that  fact  there  can  be  no  doubt. 

I  may  say  to  the  Senator  that  it  is  a 
very  fine  administration  which  has  been 
going  on  with  respect  to  the  Federal 
land  banks,  one  in  each  district  entirely 
owned  by  the  farmers  and  operated  by 
them,  and  a  fine  administration  which 
is  going  on  in  the  banks  for  cooperatives. 
All  those  things  indicate  it  is  wise  to 
take  this  last  remaining  step  and  to  en¬ 
trust  the  farmers  of  the  United  States 
themselves  with  primary  responsibility 
for  the  operation  of  this  huge  credit 
structure  which  has  meant  so  much  to 
them  and  which  we  think  will  mean  even 
more  to  them  when  they  themselves  are 
clothed  with  greater  responsibility  for 
administration  and  management. 

Mr.  STENNIS.  Mr.  President,  I  thank 
the  Senator  from  Florida  very  much  for 
his  fine  work  and  for  his  explanation 
of  the  bill. 

I  am  particularly  interested  in  the 
New  Orleans  Farm  Credit  District  which 
serves  the  State  of  Mississippi.  The  to¬ 
tal  net  worth  of  the  Federal  Intermedi¬ 
ate  Credit  Bank  in  this  district  for  De¬ 
cember  31,  1956,  is  estimated  to  be  $8,- 
148,498,  and  for  this  same  time  the  total 
net  worth  of  the  Production  Credit  Cor¬ 
poration  is  estimated  to  be  $3,018,631, 
or  a  combined  total  net  worth  for  the 
two  amounting  to  $11,167,129. 

I  understand  that  after  the  merger,  on. 
January  1,  1957,  the  net  worth  of  the 


Federal  Intermediate  Credit  Bank  will 
be  increased  to  $13,852,129.  Mr.  Presi¬ 
dent,  I  have  a  table  which  gives  a  de¬ 
tailed  breakdown  of  the  net  worth  of 
the  Production  Credit  Corporation  and 
the  Federal  Intermediate  Credit  Bank 
in  the  New  Orleans  district  and  the 
breakdown  of  net  worth  before  and  after 
merger.  I  should  like  to  have  this  table 
printed  in  the  Record  at  this  point. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 

New  Orleans  Farm  Credit  District — Estimated 
net  worth,  Dec.  31, 1956 
Federal  Intermediate  Credit 
Bank : 

Capital  stock _ $5,  000,  000 

Earned  surplus _  3,  148,  498 


Total  net  worth _  8, 148,  498 


Production  Credit  Corporation: 

Capital  stock _  2,  020,  000 

Reserves _  998,  631 


Total  net  worth _  3,  018,  631 

Estimated  net  worth,  Federal  Intermediate 
Credit  Bank  after  merger,  Jan.  1,  1957 
Capital  stock: 

From  FICB _ $7,  686,  000 

From  PCC -  1,  710,  795 


From  PCA’s: 

Subscription _  927,  615 

Paid  in  2  years _ _  618,  410 


First  payment _  309,  205 


Total  capital _  9,  705,  000 


Surplus : 

From  FICB _  3, 148,  498 

From  PCC _  998,  631 


Total  surplus _  4,  147, 129 


Total  net  worth _  13,  852,  129 

Mr.  HOLLAND.  Mr.  President,  no 
Member  of  the  Senate  has  been  more 
interested  in  the  stabilization  of  the  sit¬ 
uation  of  our  farmers  than  has  the  dis¬ 
tinguished  Senator  from  Mississippi. 
I  realize  that  he  has  been  properly  con¬ 
cerned  about  this  matter,  and  I  can  say 
to  him,  from  the  very  depths  of  my  own 
conviction,  that  this  measure  is  in  the 
interest  of  the  farmers.  If  I  did  not  think 
so,  I  would  not  favor  it. 

Mr.  STENNIS.  I  appreciate  the  Sen¬ 
ator’s  judgment,  and  I  thank  him  for  his 
fine  work. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amendment 
offered  by  the  Senator  from  Wyoming 
[Mr.  Barrett]  on  behalf  of  himself  and 
other  Senators. 

The  amendment  was  agreed  to. 

Mr.  SCHOEPPEL.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  SCHOEPPEL.  Mr.  President,  is 
the  bill  open  to  further  amendment? 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  SCHOEPPEL.  Mr.  President,  I 
call  up  my  amendment  designated 
“6-27-56-B,”  and  ""ask  that  it  be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Kansas  will  be  stated. 

The  Chief  Clerk.  On  page  23,  line  21, 
it  is  proposed  to  strike  out  all  after  “101” 


down  to  and  including  line  7  on  page  24, 
and  insert  in  lieu  thereof  the  following : 
“the  words  ‘production  credit  corpora¬ 
tions’;  and  from  sections  302  and  303  the 
words^production  credit  corporations.’  ” 

Mr.  SCHOEPPEL.  Mr.  President,  I 
wish  to  be  perfectly  frank.  I  have  of¬ 
fered  this  amendment  by  reason  of  the 
position  which  I  understand  the  Budget 
Bureau  has  taken  with  reference  to  cer¬ 
tain  sections  of  the  bill. 

Each  of  the  12  Federal  intermediate 
credit  banks  is  now  controlled  by  a  board 
of  directors  consisting  of  5  directors 
elected  by  private  farm  organizations 
and  2  directors  appointed  by  the  Gov¬ 
ernment.  Twelve  of  the  13  members  of 
the  Farm  Credit  Board,  which  supervises 
the  banks  on  behalf  of  the  Government, 
are  nominated  by  the  some  organiza¬ 
tions  represented  on  the  boards  control¬ 
ling  the  banks.  Boards  composed  largely 
of  members  appointed  by  and  represent¬ 
ing  private  interests  cannot  be  expected 
to  and  are  not  fully  responsive  to  presi¬ 
dential  direction  and  control. 

In  view  of  the  foregoing,  budget  con¬ 
trol  remains  the  only  effective  authority 
possessed  by  the  President  and  the  Con¬ 
gress  which  can  be  utilized  to  assure  that 
the  Government’s  substantial  financial 
interests — $82  million  in  capital  invest¬ 
ment  plus  large  contingent  liabilities — ■ 
are  protected  and  that  the  banks’  opera¬ 
tions  are  conducted  efficiently  and  eco¬ 
nomically  and  in  conformity  with  law 
and  public  policy.  If  this  control  is  re¬ 
moved,  the  Government  will  remain  re¬ 
sponsible  for  the  banks,  but  the  President 
and  the  Congress  will  be  deprived  of  the 
authority  necessary  to  carry  out  this  re¬ 
sponsibility — indeed,  they  will  lack  the 
advance  information  necessary  to  deter¬ 
mine  what  policy  or  other  issues  there 
may  be  which  they  might  wish  to  act 
upon. 

The  Senate  committee  report  justifies 
removal  of  budget  control  solely  on  the 
basis  of  the  precedent  of  the  Federal  land 
banks  and  banks  for  cooperatives  which 
were  classified  as  mixed-ownership  cor¬ 
porations  and,  therefore,  not  made  sub¬ 
ject  to  the  budget  provisions  of  the  Gov¬ 
ernment  Corporation  Control  Act  at  the 
time  it  was  enacted  in  1945.  No  refer¬ 
ence  is  made  to  the  fact  that  when  Con¬ 
gress  enacted  legislation  in  1950  and 
1954  to  provide  for  retirement  of  Govern¬ 
ment  capital  in  the  Federal  Savings  and 
Loan  Insurance  Corporation  and  the 
Federal  National  Mortgage  Association, 
it  retained  budget  control  over  those* 
corporations  even  though  they  had  been 
converted  to  a  status  comparable  to  that 
of  corporations  classified  as  mixed- 
ownership  in  the  Control  Act.  The 
status  of  the  Federal  intermediate  credit 
banks,  after  enactment  of  H.  R.  10285, 
will  be  much  more  akin  to  that  of  the 
Federal  National  Mortgage  Association 
than  the  Federal  land  banks. 

Unlike  the  Federal  intermediate  credit 
banks,  the  Federal  land  banks,  except  for 
the  depression  years,  have  been  substan¬ 
tially  privately  capitalized  institutions 
and  retired  all  of  the  Government-owned 
capital  stock  in  1947.  There  would  be 
no  serious  objection  to  the  removal  of 
budget  control  when  and  if  the  Federal 
intermediate  credit  banks  attain  the 
present  status  of  the  Federal  land  banks 
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which  have  now  retired  all  of  the  Gov¬ 
ernment  capital.  . _ , 

A  strong  case  can  he  made  for  bringing 
the  banks  for  cooperatives  under  budget 
control.  The  Government  at  present 
owns  almost  90  percent  of  the  capital 
stock  in  these  banks.  The  House  Ap¬ 
propriations  Committee  as  early  as  1947 
urged  that  the  banks  for  cooperatives, 
and  other  similar  “mixed  ownership”  cor¬ 
porations,  be  brought  under  budget  con¬ 
trol.  The  committee  pointed  out  that 
the  Government’s  financial  stake  in 
these  corporations  “is  such  that  to  leave 
them  free  of  this  control  is  to  leave  a 
segment  of  the  Government’s  business 
interests  (which  could  result  in  heavy 
drains  on  the  public  purse)  without  the 
close  supervision  by  the  Congress  which 
can  only  be  obtained  through  annual 
budget  review. 

Mr.  President,  I  wish  to  say,  quite 
frankly,  that  I  am  interested  in  this 
measure.  In  checking  the  membership 
of  the  Senate,  I  am  absolutely  certain 
that  there  is  an  overwhelming  desire  to 
pass  the  measure,  especially  in  view  of 
the  fact,  as  I  understand,  that  the  senior 
Senator  from  Florida  will  offer  an 
amendment  that  goes  to  at  least  a  por¬ 
tion  of  the  budgetary  control,  as  he  will 
later  explain.  Because  of  the  impor¬ 
tance  of  the  measure — I  know  it  is  im¬ 
portant — I  ask  unanimous  consent  to 
withdraw  my  amendment  at  this  time. 

The  PRESIDING  OFFICER.  Without 
objection,  the  amendment  offered  by  the 
Senator  from  Kansas  is  withdrawn. 


Mr.  HOLLAND.  Mr.  President,  I  very 
much  appreciate  the  action  and  the  atti¬ 
tude  of  the  distinguished  Senator  from 
Kansas.  The  Director  of  the  Budget  is 
concerned  because  he  felt  that  in  strik¬ 
ing  the  intermediate  credit  banks  en¬ 
tirely  from  the  budget  provisions  of  the 
Government  Corporation  Control  Act,  as 
amended,  we  were  moving  too  fast;  that 
we  were  taking  away  the  Government 
budgetary  supervision,  when  the  Gov¬ 
ernment  was  still  almost  entirely  the 
owner  of  the  institutions. 

The  committee  considered  that  ques¬ 
tion  and  discussed  it  with  the  directors 
of  the  Farm  Credit  Administration.  We 
think  that  is  a  point  to  be  considered 
carefully,  but  we  think  that  point  can 
better  be  met  by  an  amendment  which 
I  shall  submit  in  a  moment,  and  which 
will  put  the  action  in  this  case,  if  the 
amendment  shall  be  adopted,  on  a  quite 
comparable  basis  with  what  was  done 
last  year  with  reference  to  the  banks  for 
cooperatives. 

The  Senator  from  Kansas  will  remem¬ 
ber  that  last  year,  when  legislation  was 
passed  for  the  bank  for  cooperatives, 
12  percent  of  the  stock  was  farmer- 
owned  and  88  percent  was  Government- 
owned.  Of  course,  a  provision  was  in¬ 
cluded  whereby,  year  after  year,  the 
Government  stock  would  be  bought  by 
the  farmer-owners. 


If  there  should  be  included  in  the  bill 
the  amendment  which  I  am  about  to 
propose,  the  operation  would  be  in  this 
fashion:  until  the  farmers  had  actu¬ 
ally  bought  and  paid  for  15  percent  of 
the  capital  stock,  the  budgetary  super¬ 
vision  of  the  Government  now  existing 
would  be  continued. 


As  the  Senator  will  recall,  the  meas¬ 
ure  requires  that  in  the  beginning  the 
production  credit  associations  must 
subscribe  for  15  percent  of  the  capital 
stock,  but  they  are  given  three  payments 
in  which  to  accomplish  the  purchase — 
1  payment  to  be  made  next  January  1, 
1  payment  to  be  made  January  1,  1958, 
and  1  payment  to  be  made  January  1, 
1959. 

So  the  amendment  which  has  been 
prepared  provides  that  until  the  last 
payment  has  been  completed,  and  until 
15  percent  of  the  Government  stock  has 
been  retired  and  has  actually  become 
farmer-owned,  the  present  budgetary 
supervision  of  the  Government  will  con¬ 
tinue. 

That  means  that  whereas  we  took  that 
action  in  the  case  of  the  bank  for  co¬ 
operatives  when  only  12  percent  of  the 
stock  was  privately  owned,  we  postponed 
the  date  of  elimination  of  Federal  budg¬ 
etary  control  in  this  case  until  15  per¬ 
cent  has  been  actuallly  paid  for  in  full. 
The  committee  felt  that  that  was  a  fair 
way  to  deal  with  the  situation,  by  rea¬ 
son  of  several  facts,  the  main  one  of 
which  was  that  these  institutions  are 
larger  and  they  deal  in  a  larger  annual 
volume  of  business  than  do  the  banks 
for  cooperatives.  Therefore  it  was  felt 
that  to  require  15  percent  actual  owner¬ 
ship,  fully  paid  for,  was  comparable 
with  the  12  percent  ownership  which 
was  required  in  the  case  of  bank  for 
cooperatives. 

The  amendment  has  been  approved 
by  the  directors  of  the  Farm  Credit  Ad¬ 
ministration  and  it  was  approved  by  the 
committee,  as  the  Senator  will  recall, 
the  day  before  yesterday.  I  shall  sub¬ 
mit  it  as  an  amendment  by  myself,  but 
with  the  explanation  to  the  Senate  that 
the  committee  has  agreed  to  my  offering 
it. 

Mr.  SCHOEPPEL.  I  thank  the  Sen¬ 
ator  from  Florida.  As  I  indicated  a  while 
ago,  I  felt  there  should  be  a  detailed  ex¬ 
planation  in  the  Record,  pointing  out 
some  of  the  reasons  why  the  Bureau  of 
the  Budget  took  this  position. 

Mr.  President,  a  parliamentary  in¬ 
quiry. 

The  PRESIDING  OFFICER.  The 

Senator  from  Kansas  will  state  it. 

Ml-.  SCHOEPPEL.  Do  I  understand 

that  the  amendment  I  offered  has  been 
withdrawn? 

The  PRESIDING  OFFICER.  The 

Senator  from  Kansas  withdrew  his 
amendment,  which  he  had  a  right  to  do. 

Mr.  HOLLAND.  Mr.  President,  I  now 
offer  my  amendment  which  I  ask  to  have 
stated. 

The  PRESIDING  OFFICER.  The 

amendment  of  the  Senator  from  Florida 
will  be  stated  for  the  information  of  the 
Senate. 

The  Legislative  Clerk.  On  page  24, 
line  3,  it  is  proposed  to  strike  the  word 
“act”  and  insert  in  lieu  thereof  the  word 
“subsection.” 

On  page  25,  line  2,  after  the  numeral 
“1”,  it  is  proposed  to  strike  out  “next 
following  its  enactment”  and  insert  in 
lieu  thereof  “1957,  except  subsections 
(a)  and  (b)  of  section  201,  which  shall 
become  effective  January  1,  1959.” 


Mr.  HOLLAND.  Mr.  President,  I  have 
already  described  the  operation  of  the 
amendment.  I  hope  it  will  be  adopted. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  proposed  by  the  Senat<?r  from  Flor¬ 
ida  tMr.  Holland]. 

The  amendment  was  agreed  to. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment.  If  there 
be  no  further  amendment  to  be  proposed, 
the  question  is  on  the  engrossment  of  the 
amendments  and  the  third  reading  of 
the  bill. 

The  amendments  were  ordered  to  be 
engrossed  and  the  bill  to  be  read  a  third 
time. 

The  bill  (H.  R.  10285)  was  read  the 
third  time  and  passed. 

Mr.  CLEMENTS.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
order  for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 


PROVEMENT  OF  CREDIT  FACILI¬ 
TIES  FOR  FARMERS 
r.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent  I  ask  unanimous  consent  that  the 
Senate  proceed  to  the  consideration  of 
Calendar  No.  2563,  S.  3429.  J 

The\FRESIDING  OFFICER.  The  biff 
will  beXstated  by  title  for  the  informa¬ 
tion  of  \he  Senate.  / 

The  legislative  Clerk.  A  bill/  (S. 
3429)  to  improve  and  simplify  the  credit 
facilities  available  to  farmers,  to  amend 
the  BankhWd- Jones  Farm  Tenant  Act, 
and  for  otnfer  purposes.  / 

The  PRESIDING  OFFICER.  / Is  there 
objection  to  flhe  unanimous-consent  re¬ 
quest  of  the  Senator  from  Texas? 

There  being  Vo  objection/ the  Senate 
proceeded  to  consider  the  bill  which  had 
been  reported  ftem  the  Committee  on 
Agriculture  and  Forestry’  with  amend¬ 
ments,  on  page  3, Mine  y,  after  the  word 
“units”,  to  insert  “Vhqse  time  is  prima¬ 
rily  devoted  to  operating  such  units,  and 
who  have  historically  resided  on  a  farm 
and  engaged  in  farrpKg  as  their  primary 
occupation”;  on  patee\i,  after  line  3,  to 


strike  out: 

(g)  Section  12 
item  (5)  there 
thereof  a  new  it' 
"(5)  Loans 
shall  not  be  i: 


)  is  amended  by  striking 
and  inserting  in  lieu 
(5)  reading  as  follows: 
sured  under  this  section 
'excess  of  the  amount  certified 


by  the  count/  committee  to  b« 
reasonable  v/lue  of  the  farm." 


the  fair  and 


At  the  Keginning  of  line  1(L  to  strike 
out  “(h)/  and  insert  “(g)”;  at  the  be¬ 
ginning/of  line  17,  to  strike  Vut  “(i)” 
and  irySert  “(h)”;  in  line  21,  after  the 
word  TOf”  where  it  appears  the  firfet  time, 
to  insert  “90  per  centum  of”;  Vt  the 
beginning  of  line  24,  to  strike  out\“(j)” 
a nef  insert  “ (i)  on  page  5,  line  3,1 
thj§  word  “farmers”,  to  insert  “on  fi 
not  more  than  family  size”;  in 
after  the  word  “fulfill”,  to  insert 
/such  loans  shall  be  made  to  an  appl 


w  •  s 


r,  i 
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HIGHLIGHTS:  House  passed  bills  to:  Permit  US^A-State-local  employee  exchanges; 
authorize  acquisition  of  additional  lanae  in  ^ache  National  Forest  ;  approve  Middle 
Atlantic  interstate  forest  fire  compact;  release  certain  Tongass  Forest  receipts 
from  escrow;  continue  ACP  authority;  authorize  transfer  of  certain  ARS  lands  in 
Alaska;  extend  time  for  report  on  Governztfent\ecurity  program.  House  received  con¬ 
ference  report  on  bill  to  simplify  accounting  procedures  and  facilitate  payment  of 
obligations^  House  committee  reported/bill  to  improve  budgeting  and  accounting 
methods.  House  agreed  to  Senate  amejraments  to  bill\to  merge  intermediate  credit 
anks  and  production  credit  associations,  House  received  President's  veto  message 
on  military  construction  measure^  House  committee  reported  bill  to  include  cran¬ 
berries  for  canning  and  freezing  in  Marketing  Agreement^  Act .  House  committee  report¬ 
ed  bill  to  require  conformanqe  with  State  game  laws  on  certain  Federal  lands.  House 
committee  reported  USDA  poi^rt-of-order  bill*  Sen,  Ellendet\introduced  bill  to  imple- 
( continued  on  page  7) 

HOUSE. 

1,  APPROPRIATIONS o/The  Agriculture  Committee  reported  with  amendment  H.  R,  11682, 
to  facilitate/the  control  and  eradication  of  certain  animal  diseases,  to  facilit- 
ate  the  carrying  out  of  agricultural  and  related  programs,  to  facilitate  the 


agricultural  attache  program,  and  to  facilitate  the  operations  of 
and  FS  (H.  Kept*  2732),  p,  11795 


IA ,  FCIC, 


2,  PERSONNEL,  Passed  as  reported  S,  1915,  to  permit  the  exchange  of  employi 
thi^r  Department  and  employees  of  State  political  subdivisions  or 
irv^titutions  for  a  period  not  to  exceed  2  years  in  duration,  p,  11720 


of 

educational 


3,/rfu)RESTRY,  Passed  as  reported  H,  R,  8898,  to  authorize  the  purchase  of  addition 
lands  within  the  Cache  National  Forest,  Utah,  p,  11721 


PaW  without  amendment  S.  3032,  to  approve  the  Laddie  Atlantic  Inter¬ 
state  Forest  Fire  Compact.  This  bill  is  now  ready  for  the  President.  P/LL726 
Passed  without  amendment  S.  2517,  to  provide  for  the  release  of  certain 
Tongass  National  Forest  timber  receipts  from  escrow.  This  bill  is  no/  reaoy 
for  the  President,  p.  11731  / 

SOIL  CONSERVATION*  Passed  without  amendment  S.  3120,  to  further  extend  the  .  • 

*  period  of  Federal  administration  of  the  ACP  program  from  Jan.  1/1957  to 
Jan.  1,  1959.  This  bill  is  ready  for  the  President.  A  similar  bill,  H.  H. 

8321,  was  laid  on  the  table,  p.  11731 

5.  LAND  TRjJJSFER.  PassecKwithout  amendment  S,  33UU,  to  authorize  the  transfer  of 

the  Baranof  Castle  site  (former  research  land)  to  the  city  of  Sitka,  Alaska* 

This  bill  is  now  ready  \or  the  President.  A  similar  bi£L,  H.  R*  9o7o,  was  laid 
on  the  table,  p.  11731 

6.  GOVERNMENT  SECURITY.  PassedVwithout  amendment  S,  J/Res.  182,  to  extend  (until 

June  30,  1957)  the  time  limit  for  the  filing  of  a/final  report  of  the  Commission 
on  Government  Security.  This\n.easure  is  now  rea/y  for  the  President.  A  sim?"-r 
measure,  H.  J.  Res.  655,  was  lhid  on  the  table/  p»  11733 


..  H.  R,  9593,  to  simplify: 
t  of  obligations  (H.  Rept.  2726). 


7,  ACCOUNTING.  Received  the  conference  report 
accounting  methods  and  facilitate  xv|ie  pavmj 

p.  11786  v  , 

The  Government  Operations  Committee'’  reported  with  amendment  H.  R.  11526, 
to  improve  governmental  budgeting  and  Vc counting  methods  and  procedures  (H. 

Rept.  273U) «  p.  11795  /\ _ _ 


8.  FARM  CR'DIT.  Agreed  to  the  Senate  amendments  to  H.  R.  10285,  to  merge  production 
credit  corporations  in  Fed_eral  intermediate  credit  banks,  to  provide  for  retire¬ 
ment  of  Government  capital  nn  Federal  intermediate  credit  banks,  and  to  provide 
for  supervision  of  production  credit  associations.  This  bill  is  now  ready  for 
the  President,  p.  11787 


9,  IIARKTTING*  The  Agriculture^  Committee  reported  wit 
extend  the  provisions  oy the  Agricultural  Market! 
cranberries  for  canning1  or  freezing  processing  (H. 


_  amendment  H.  R.  838U,  to 
Agreement  Act  of  1937,  t< 
apt.  2721).  p.  11795 


10o  WILDLIFE.  The  Merchant  Marine  and  Fisheries  Committee 
H.  R.  8250,  to  require  conformance  with  State  and 


d  with  amendment 
i.oricl  fish  and  game 
ct  to  such  laws  (H. 


laws  and  licensing  requirements  on  Federal  lands  not  sub 
Rept.  2728).  p/ 11795 

11.  MILITARY  CONSTRUCTION 5  SURPLUS  COM  ODITIMS.  Received  the  President's  veto 


message  on  R.  9093,  to  authorize  certain  construction  at 
lations.  -The  bill  authorizes  the  Secretary  of  Defense  to  use 
in  foreign  countries,  foreign  currencies  not  to  exceed  ;>250  mil 
pursani/to  the  provisions  of  the  Agricultural  Trade  Development 
Act  oi/195h,  or  through  other  commodity  transactions  of  the  CCC 

p. 


12.  RECORDS.  Passed  over,  at  the  request  of  Pep.  Cunningham,  S.  236U,  to 
MLarify  GSA's  jurisdiction  over  records  management,  p.  11716 


TRADE  FAIRS,  Passed  as  reported  H.  J.  Res,  60U,  to  authorize  the 
invite  the  various  States  and  foreign  countries  to  participate  in  the  U.  S, 


tary  instal- 
r  family  housing 
on  acquired 
Assistance 

Doc.  U50). 
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Jions  authorized  to  be  credited  to  an  appro¬ 
bation  but  not  received  until  after  the 
transfer  of  the  obligated  appropriation  bal¬ 
ance,  as  required  by  subsection  (a)  (1)  of 
this  Apt,  shall,  unless  otherwise  authorized 
by  lawvVbe  credited  to  the  account  into  which 
the  obligated  balance  has  been  transferred, 
except  that  any  collection  made  by  the  Gen¬ 
eral  Accounting  Office  for  other  Government 
agencies  maysbe  deposited  into  the  Treasury 
as  miscellaneous  receipts. 

"(d)  The  withdrawals  made  pursuant  to 
subsection  (a)  (20  of  this  section  shall  be 
accounted  for  and 'reported  as  of  the  fiscal 
year  in  which  the  appropriations  concerned 
expire  for  obligation. \The  withdrawals  de¬ 
scribed  in  subsection  ( W4  (2)  of  this  section 
shall  be  accounted  for  and  reported  as  of 
the  fiscal  year  in  which  thik Act  is  approved. 

"Sec.  2.  Each  appropriation^account  estab¬ 
lished  pursuant  to  this  Act\shall  be  ac¬ 
counted  for  as  one  fund  and  shall  be  avail¬ 
able  without  fiscal  year  limitation  for  pay¬ 
ment  of  obligations  chargeable  against  any 
of  the  appropriations  from  which  such  ac¬ 
count  was  derived.  Subject  to  regulations 
to  be  prescribed  by  the  Comptroller  General 
of  the  United  States,  payment  of  such  obli¬ 
gations  may  be  made  without  prior  action 
the  General  Accounting  Office,  but  nothing 
contained  in  this  Act  shall  be  construed  to 
relieve  the  Comptroller  General  of  the  United 
States  of  his  duty  to  render  decisions  upon 
requests  made  pursuant  to  law  or  to  abridge 
the  existing  authority  of  the  General  Ac¬ 
counting  Office  to  settle  and  adjust  claims, 
demands,  and  accounts. 

“Sec.  3.  (a)  Appropriation  accounts  estab¬ 
lished  pursuant  to  this  Act  shall  be  reviewed 
periodically,  but  at  least  once  each  fiscal  year, 
by  each  agency  concerned.  If  the  undis¬ 
bursed  balance  in  any  account  exceeds  the 
obligated  balance  pertaining  thereto,  the 
amount  of  the  excess  shall  be  withdrawn 
in  the  manner  provided  by  section  1  (a)  (2) 
of  this  Act;  but  if  the  obligated  balance  ex¬ 
ceeds  the  undisbursed  balance,  the  amount 
of  the  excess,  not  to  exceed  the  remaining 
unobligated  balances  of  the  appropriations 
available  for  the  same  general  purposes,  may 
be  restored  to  such  account.  A  review  shall 
be  made  as  of  the  close  of  each  fiscal  year 
and  the  restorations  or  withdrawals  required 
or  authorized  by  this  section  accomplished 
not  later  than  September  30  of  the  following 
fiscal  year,  but  the  transactions  shall  be  ac¬ 
counted  for  and  reported  as  of  the  close  of 
the  fiscal  year  to  which  such  review  pertains. 
A  review  made  as  of  any  other  date  for  which 
restorations  or  withdrawals  are  accomplished, 
after  September  30  in  any  fiscal  year  shall  be 
accounted  for  and  reported  as  transactions 
of  the  fiscal  year  in  which  accomplished: 
Provided,  That  prior  to  any  restoration/  un¬ 
der  this  subsection  the  head  of  the/agency 
concerned  shall  make  such  report  /With  re¬ 
spect  thereto  as  the  Director  of  the  Bureau 
of  the  Budget  may  require. 

"(b)  In  connection  with  hiyfudit  respon¬ 
sibilities,  the  Comptroller  (general  of  the 
United  States  shall  report  to  the  head  of  the 
agency  concerned,  to  tber  Secretary  of  the 
Treasury,  and  to  the  Director  of  the  Bureau 
of  the  Budget,  respecting  operations  under 
this  Act,  including  ah  appraisal  of  the  un¬ 
liquidated  obligations  under  the  appropria¬ 
tion  accounts  established  by  this  Act.  With¬ 
in  thirty  days  /iter  receipt  of  such  report, 
the  agency  concerned  shall  accomplish  any 
actions  requhed  by  subsection  (a)  of  this 
section  whim  such  report  shows  to  be  neces¬ 
sary. 

“SECy^.  During  the  fiscal  year  in  which 
this  Act  becomes  effective,  and  under  rules 
and /regulations  to  be  prescribed  by  the 
Comptroller  General  of  the  United  States, 
Ke  obligated  balance  of  the  appropriation 
Account  for  payment  of  certified  claims  es- 
’  tablished  pursuant  to  section  2  of  the  Act 
of  July  6,  1949  (63  Stat.  407;  31  U.  S.  C.  712b) , 


shall  be  transferred  to  the  related  appro¬ 
priation  accounts  established  pursuant  to 
this  Act  and  the  unobligated  balance  shall 
be  withdrawn. 

"Sec.  5.  The  obligated  balances  of  appro¬ 
priations  made  available  for  obligation  for 
definite  periods  of  time  under  discontinued 
appropriation  heads  may,  upon  the  expira¬ 
tion  of  the  second  full  fiscal  year  following 
the  fiscal  year  or  years  for  which  such  appro¬ 
priations  are  available  for  obligation,  be 
merged  in  the  appropriation  accounts  pro¬ 
vided  for  by  section  1  hereof,  or  in  one  or 
more  other  accounts  to  be  established  pur¬ 
suant  to  this  Act  for  discontinued  appro¬ 
priations  of  the  agency  or  subdivision 
thereof  currently  responsible  for  the  liqui¬ 
dation  of  the  obligations. 

“Sec.  6.  The  unobligated  balances  of  ap¬ 
propriations  which  are  not  limited  to  a 
definite  period  of  time  shall  be  withdrawn 
in  the  manner  provided  in  section  1  (a) 
(2)  of  this  Act  whenever  the  head  of  the 
agency  concerned  shall  determine  that  the 
purposes  for  which  the  appropriation  was 
made  has  been  fulfilled;  or  in  any  event, 
whenever  disbursements  have  not  been  made 
against  the  appropriation  for  two  full 
consecutive  fiscal  years :  Provided,  That 
amounts  of  appropriations  not  limited  to  a 
definite  period  of  time  which  are  withdrawn 
pursuant  to  this  section  or  were  heretofore 
uthdrawn  from  the  appropriation  accou 
b /'.administrative  action  may  be  restore 
the\pplicable  appropriation  account  foi/the 
payment  of  obligations  and  for  the  ^settle¬ 
ment  accounts. 

"Sec.  \  The  following  provision^  of  law 
are  hereby,  repealed: 

“(a)  The  proviso  under  the  heading 
‘payment  of  \certified  claim/  in  the  Act 
of  April  25,  1945.  (59  Stat.  90; U.  S.  C.  690) ; 

"(b)  Section  a.  of  the  Act  of  July  6,  1949 
(63  Stat.  407;  31 V  S.  Cy/712b),  but  the  re¬ 
peal  of  this  section  sl^all  not  be  effective 
until  June  30,  1957; 

"(c)  The  paragraplx  under  the  heading 

‘PAYMENT  OF  CERTIFIED  '-CLAIMS’  in  the  Act 

of  June  30,  1949/X63  Sta1^  358;  31  U.  S.  C 
712c); 

“(d)  Sectio/ 5  of  the  Act  dt  March  3,  1875 
(18  Stat.  418/31  U.  S.  C.  713a)  Vnd 
“(e)  Section  3691  of  the  Revised  Statutes, 
as  amended  (31  U.  S.  C.  715). 

"(f) /Any  provisions  (except  th’tee  con¬ 
tained  in  appropriation  Acts  for  th^  fiscal 
yeays  1956  and  1957)  permitting  an  appro¬ 
priation  which  is  limited  for  obligatioiL  to 
definite  period  of  time  to  remain  available 
ffor  expenditure  for  more  than  the  two  su< 
ceeding  full  fiscal  years,  but  this  subsection 
shall  not  be  effective  until  June  30,  1957. 

"Sec.  8.  The  provisions  of  this  Act  shall 
not  apply  to  the  appropriaitons  for  the  Dis¬ 
trict  of  Columbia  or  appropriations  to  be  dis¬ 
bursed  by  the  Secretary  of  the  Senate  or  the 
Clerk  of  the  House  of  Representatives. 

"Sec.  9.  The  inclusion  in  appropriation 
Acts  of  provisions  excepting  any  appropria¬ 
tion  or  appropriations  from  the  operation 
of  the  provisions  of  this  Act  and  fixing  the 
period  for  which  such  appropriation  or  ap¬ 
propriations  shall  remain  available  for  ex¬ 
penditure  is  hereby  authorized.’’ 

And  the  Senate  agree  to  the  same. 

William  L.  Dawson, 
Robert  E.  Jones, 

Joe  M.  Kilgore, 

Clarence  J.  Brown, 

Charles  R.  Jonas, 

Managers  on  the  Part  of  the  House. 
John  F.  Kennedy, 

Thomas  A.  Wofford 
Norris  Cotton, 

Managers  on  the  Part  of  the  Senate. 

The  managers  on  the  part  of  the  House  at 
the  conference  on  the  disagreeing  votes  of 
the  two  Houses  on  the  amendment  of  the 
Senate  to  the  bill  (H.  R.  9593)  to  simplify 


accounting,  facilitate  the  payment  of  obli¬ 
gations,  and  for  other  purposes,  submit  the 
following  statement  in  explanation  of  th§ 
effect  of  the  action  agreed  upon  by  the  cor 
ferees  and  recommended  in  the  accompany¬ 
ing  conference  report: 

The  conference  substitute  is  the  same  as 
the  bill  as  it  passed  the  House,  except  in  two 
minor  respects.  The  House  report ^contained 
a  provision  that  the  head  of  the  agency  shall 
make  a  report  with  respect  to  restorations  as 
the  Director  of  the  Budget  may  require.  The 
corresponding  provision  or  the  Senate 
amendment  required  thajr  such  report  be 
made  to  the  chairmen  of/the  Committees  on 
Appropriations  of  the  Senate  and  the  House 
of  Representatives  and  to  the  Comptroller 
General  of  the  United  States  and  to  the  Di¬ 
rector  of  the  Bureau  of  the  Budget.  The 
conference  substitute  provides  that  such  re¬ 
port  be  submitted  to  the  Director  of  the 
Budget,  the  Comptroller  General,  the  Speak¬ 
er  of  the  Ho’use  of  Representatives,  and  the 
President  of  the  Senate. 

The  House  bill  postponed  the  transfer  of 
the  obligated  balances  during  the  fiscal  year 
following  the  fiscal  year  in  which  this  act 
becofnes  effective.  The  conference  substi¬ 
tute  provides  that  such  transfer  shall  be 
iade  during  the  fiscal  year  in  which  the  act 
aecomes  effective. 

William  L.  Dawson, 
Robert  E.  Jones, 

Joe  M.  Kilgore, 

Clarence  J.  Brown, 
Charles  R.  Jonas, 
Managers  on  the  Part  of  the  House. 


FEDERAL  INTERMEDIATE  CREDIT 
BANKS 

Mr.  POAGE.  Mr.  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker’s  desk  the  bill  (H.  R.  10285)  to 
merge  production  credit  corporations  in 
Federal  intermediate  credit  banks;  to 
provide  for  retirement  of  Government 
capital  in  Federal  intermediate  credit 
banks ;  to  provide  for  supervision  of  pro¬ 
duction  credit  associations;  and  for 
other  purposes,  with  Senate  amend¬ 
ments  thereto,  and  concur  in  the  Senate 
amendments. 

The  Clerk  read  the  title  of  the  bill. 

The  Clerk  read  the  Senate  amend¬ 
ments,  as  follows: 

Page  4,  line  21,  strike  out  all  after  “States.** 
over  to  and  including  "bank.”  in  line  3  on 
page  5  and  insert  “Stock  of  each  Federal 
intermediate  credit  bank  held  by  the  Secre¬ 
tary  of  the  Treasury  shall  be  transferred  to 
the  Governor  who  shall  exchange  such  stock 
for  an  equal  amount  of  class  A  stock  of 
such  bank.  The  Governor  is  authorized 
thereupon  to  reallocate  the  investment  of 
the  United  States  in  such  banks  in  such 
manner  as  he  determines  necessary  to  meet 
the  needs  of  the  respective  banks.  Any 
transfers  of  capital  funds  required  as  a  re¬ 
sult  of  such  reallocation  shall  be  made  in 
four  equal  installments,  the  first  of  which 
shall  be  made  on  January  1,  1957,  and  one 
of  which  shall  be  made  on  the  first  day  of 
each  of  the  next  succeeding  three  calendar 
years.  Upon  each  such  transfer  of  capital 
funds  the  Governor  shall  require  an  appro¬ 
priate  adjustment  in  the  class  A  stock  of 
each  such  bank.” 

Page  5,  line  22,  after  “to”  insert  “$30,000,- 
000  plus.” 

Page  17,  line  17,  strike  out  “$100,000,000” 
and  insert  “$70,000,000.” 

Page  24,  line  3,  strike  out  “Act”  and  insert 
“subsection.” 

Page  25,  line  2,  strike  out  “next  following 
Its  enactment”  and  insert  “,  1957,  except  sub¬ 
sections  (a)  and  (b)  of  section  201,  which 
shall  become  effective  January  1,  1959.” 
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The  SPEAKER.  Is  there  objection  to  The  bill  authorizes  the  Secretaries  of 
the  reauest  of  the  gentleman  from  the  Army,  Navy,  and  Air  Force  to  es- 
Texas?  tablish  or  develop  military  installations 

Mr  KEATING.  Mr.  Speaker,  reserv-  ;  and  facilities  by  acquiring,  constructing, 
ing  the  right  to  object,  may  I  inquire  of  )  converting,  rehabilitating,  or  installing 
the  gentleman  whether  this  has  been  1  permanent  or  temporary  public  works 
cleared  with  the  ranking  minority  mem-  1  v,m,cW  fnr 


ber  of  the  committee? 

Mr.  POAGE.  It  has  been  cleared  with 
the  ranking  minority  member  and  with 
the  minority  leader. 

Mr.  KEATING.  Mr.  Speaker,  I  with¬ 
draw  my  reservation  of  objection. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  - 
Texas? 

There  was  no  objection. 

The  Senate  amendments  were  con¬ 
curred  in. 

A  motion  to  reconsider  was  laid  on 
the  table. 

APPOINTMENT  OF  DOCTORS  OF 
OSTEOPATHY 

Mr.  SHORT.  Mr.  Speaker,  I  call  up 
the  conference  report  on  the  bill  (H.  R. 
483)  to  amend  the  Army-Navy-Public 
Health  Service  Medical  Officer  Procure¬ 
ment  Act  of  1947,  as  amended,  so  as  to 
provide  for  appointment  of  doctors  of  os¬ 
teopathy  in  the  Medical  Corps  of  the 
Army  and  Navy,  and  ask  unanimous 
consent  that  the  statement  of  the  man¬ 
agers  on  the  part  of  the  House"  be  read 
in  lieu  of  the  report. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Mis¬ 
souri? 

There  was  no  objection. 

The  Clerk  read  the  statement. 

(For  conference  report  and  statement, 
see  proceedings  of  the  House  of  July 
12,  1956.) 

Mr.  SHORT.  Mr.  Speaker,  I  move  the 
previous  question  on  the  conference  re¬ 
port. 

The  previous  question  was  ordered. 

The  conference  report  was  agreed  to. 

A  motion  to  reconsider  was  laid  on  the 
table. 


SPECIAL  ORDERS  POSTPONED 
Mr.  WILSON  of  California.  Mr. 


and  family  housing  necessary  for  the 
operation  of  the  armed  services. 

While  I  recognize  the  manifest  impor¬ 
tance  of  this  measure  to  national  de¬ 
fense,  I  cannot  approve  it  so  long  as  it 
contains  certain  provisions  found  in  sec¬ 
tions  301  and  419. 

Section  301  provides  that  none  of  the 
authorization  contained  in  that  section 
elating  to  the  Talos  missile  “shall  be 
elective  until  the  Secretary  of  Defense 
slrall  have  come  into  agreement  with  the 
Armed  Services  Committees  of  the  Sen¬ 
ate  said  of  the  House  of  Representatives 
with  Inspect  to  its  utilization.”  If  the 
committees  should  fail  or  decline  to  agree 
to  the  plans  prepared  by  the  Secretary 
of  Defense,  the  practical  effect  of  this 
provision  wculd  be  to  lodge  in  the  com¬ 
mittees  theVuthority  to  nullify  congres¬ 
sional  authorization.  The  provision 
would  also  compel  the  Secretary  of  De¬ 
fense,  an  executive  official,  to  share  with 
two  committees  qf  the  Congress  the  re 
sponsibility  for  the  carrying  out  of  the 
Talos  missile  authorization.  This  pro¬ 
cedure  would  destroy  the  clear  lips  of 
responsibility  which\  the  Constitution 
provides. 

Section  419  provides  "that: 
Notwithstanding  any  other  provisions  of 
this  act  or  any  other  law,  nVcontract  shall 
be  entered  into  by  the  TJnit/cnStates  for  the 
construction  or  acquisition'  of 'family  hous¬ 
ing  units  by  or  for  the  us/of  the  Department 
of  Defense  unless  the  Departments  Defense, 
in  each  instance,  has/come  into  agreement 
with  the  Armed  Services  Committee  of  the 
Senate  and  House  of  Representatives 

While  the  Congress  may  enact  legis¬ 
lation  governing  the  making  of  Govern¬ 
ment  contracts,  it  may  not  constitutic 
ally  delegate  to  its  Members  or  commit 
tees  the  power  to  make  such  contracts^ 
either  directly  or  by  giving  them  the 
authority  to  approve  or  disapprove  a 
act  which  an  executive  officer  pro¬ 
's  to  make. 

years  ago  I  returned,  without  my 
pproval,  a  bill,  H.  R.  7512,  83d  Congress, 


Speaker,  I  ask  unanimous  consent  that  /  containing  similar  provisions.  At  that 
the  special  orders  granted  the  gentle/ 
man  from  Arizona  [Mr.  Rhodes]  ana 
myself,  for  tomorrow,  be  postponed /fn- 
til  Thursday. 

The  SPEAKER.  Without  obje  on,  it 
is  so  ordered. 

There  was  no  objection. 


CERTAIN  CONSTRUCTION  AT  MILI¬ 
TARY  INSTALLATIONS  —  VETO 

MESSAGE  FROM  TflE  PRESIDENT 
OF  THE  UNITED ^STATES  (H.  DOC. 
NO.  450) 

The  SPEAKER/laid  before  the  House 
the  following  veto  message  from  the 
President  of  thfe  United  States: 

To  the  Housd of  Representatives: 

I  return^  herewith,  without  my  ap¬ 
proval,  H.  R.  9893,  “to  authorize  cer¬ 
tain  construction  at  military  installa¬ 
tions, iCnd  for  other  purposes.” 


time  I  stated  that  such  provisions  violate 
the  fundamental  constitutional  prin¬ 
ciple  of  separation  of  powers  prescribed 
in  articles  I  and  II  of  the  Constitution, 
which  place  the  legislative  power  in  the 
Congress  and  the  executive  power  in  the 
executive  branch. 

Once  again,  I  must  object  to  such  a 
serious  departure  from  the  separation  of 
powers  as  provided  by  the  Constitution. 
Any  such  departure  from  constitutional 
procedures  must  be  avoided.  I  am  per¬ 
suaded  that  the  true  purpose  of  the  Con¬ 
gress  in  the  enactment  of  both  of  these 
provisions  was  to  exercise  a  close  and  full 
legislative  oversight  of  important  pro¬ 
grams  of  the  Department  of  Defense. 
This  purpose  can  be  properly  attained  by 
requiring  timely  reports  from  the  Execu¬ 
tive.  Such  reports  would  provide  the 
Congress  with  the  basis  for  any  further 
legislative  action  it  may  find  to  be  neces¬ 
sary. 


Accordingly,  I  am  returning  H.  R.  9893,, 
with  my  urgent  recommendation  that 
be  reenacted  without  the  objectionajrte 
provisions. 

Dwight  D.  Eisenhov^r. 

The  White  House,  July  16,  195$ 

The  SPEAKER.  The  objections  of 
the  President  will  be  spread  a^arge  upon 
the  Journal. 

Mr.  KILDAY.  Mr.  Speaker,  I  move 
that  the  bill  and  messagjr  be  referred  to 
the  Committee  on  Aripied  Services  and 
ordered  to  be  printed/ 

The  motion  was  agreed  to. 


THE  LATE  TH 

(Mr.  WA1 
permission 


R.  UNDERWOOD 

asked  and  was  given 
address  the  House  for  1 
to  revise  and  extend  his  re¬ 
include  an  article  and  an 


minute  anc 
marks  at 
editorial/) 

Mr.AVATTS.  Mr.  Speaker,  it  is  with 
profound  sorrow  that  I  have  to  announce 
the/ death,  on  June  29  last,  of  Hon. 
Thomas  Rust  Underwood,  a  former 
tember  of  this  House  and  a  former 
Member  of  the  Senate  from  Kentucky. 

Death  was  attributable  to  a  coronary 
occlusion  which  he  had  suffered  several 
days  previous.  He  was  stricken  while  re¬ 
turning  from  participating  in  the  work 
of  the  State  central  committee  of  the 
Democratic  Party,  the  governing  body  of 
the  party  in  Kentucky.  In  this  work,  he 
was  doing  that  which  he  loved. 

Thomas  Rust  Underwood  was  born  in 
Hopkinsville,  Ky.,  on  March  3,  1898,  the 
son  of  Thomas  E.  and  Frances  Rust  Un¬ 
derwood.  He  attended  the  public  schools 
of  Hopkinsville  and  the  University  of 
Kentucky. 

Tom  Underwood  truly  was  born  to  his 
chosen  fields  of  endeavors — politics  and 
journalism,  as  his  mother  was  a  former 
president  of  the  Women’s  Democratic 
Club  of  Kentucky,  and  his  father  a  form¬ 
er  editor  of  the  Hopkinsville  New  Era 
newspaper. 

Prior  to  the  completion  of  his  formal 
[ucation  at  the  University  of  Kentucky, 
hV became  affiliated  with  the  newspaper 
he\was  to  serve  .for  the  rest  of  his  life. 
In  1§17,  he  became  a  reporter  for  the 
Lexington  Herald  and  it  was  not  long 
before Nhis  unusual  abilities  and  talents 
broughtyhim  recognition.  His  political 
prognostications  were  uncanny  in  their 
accuracy  ;\his  observations  poignant  in 
their  effectiveness,  and  his  persuasive¬ 
ness  weighed^  heavily  in  molding  public 
opinion. 

His  formal  bitotism  into  Kentucky  po¬ 
litics  was  in  theVuccessful  campaign  of 
the  Honorable  WNliam  J.  Fields  for  the 
Governorship  of  Kentucky  in  1923.  In 
this  campaign.  Tomb,  Underwood  served 
as  State  publicity  \hairman  for  the 
Democratic  ticket. 

Subsequently,  throughout  the  years, 
he  fought  the  battles  of  the  Democratic 
Party  on  all  levels — locah_  State,  and 
National.  Because  of  his  ltoe  qualities 
of  leadership,  his  levelheadedness  and 
his  practicalness,  he  had  a  most  extraor¬ 
dinary  knack  of  bringing  folks  together. 
He  was  of  inestimable  value  in  compro¬ 
mising  differences  and  insuring  a\nison 
of  effort  by  the  party  at  the  polls. 
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Public  Law  809  -  84th  Congress 
Chapter  741  -  2d  Session 
H.  R.  10285 


AN  ACT 


All  70  Stat.  659. 


To  merge  production  credit  corporations  in  Federal  intermediate  credit  banks ; 
to  provide  for  retirement  of  Government  capital  in  Federal  intermediate  credit 
banks;  to  provide  for  supervision  of  production  credit  associations;  and  for 
other  purposes. 


Be  it  enacted  by  the  Senate  and  Home  of  Representatives  of  the 
United  States  of  America  in  ('ongress  assembled ,  That  this  Act  may  Farm  Credit 
be  cited  as  the  “Farm  Credit  Act  of  1956”.  Aot  1956. 


DECLARATION  OF  POLICY 

Sec.  2.  It  is  declared  to  be  the  policy  of  the  Congress  to  continue  to 
provide  agriculture  with  a  sound,  dependable,  and  effective  source  of 
credit ;  to  promote  the  efficiency  of  the  farm  credit  system  by  merging 
production  credit  corporations  in  Federal  intermediate  credit  banks 
‘■••*<1  to  facilitate  increased  farmer  participation  in  the  management, 
Trol,  and  ownership  of  the  merged  banks  and  retirement  of  Govern- 
nrent  capital  therein ;  to  encourage  and  promote  the  continued  growth 
and  development  of  the  production  credit  associations  as  self-support¬ 
ing  cooperative  lending  institutions  operating  on  a  sound  credit  basis 
with  maximum  local  authority  to  determine  credit  needs  and  loan 
policies  consistent  with  the  maintenance  of  a  national  production 
credit  system ;  and  to  continue  to  provide  other  financing  institutions 
making  loans  to  farmers  and  ranchers  with  the  right  to  borrow  from 
and  rediscount  with  such  merged  banks  on  a  basis  comparable  with 
the  production  credit  associations  regardless  of  the  ownership  of  such 
banks.  The  provisions  of  this  Act  shall  be  construed  in  keeping  writh 
this  declaration  of  policy. 

TITLE  I — PRODUCTION  CREDIT  SYSTEM 

Sec.  101.  Merger  of  Production  Credit  Corporations  in  Federal 
Intermediate  Credit  Banks — (a)  Transfer  of  Assets.— The  pro¬ 
duction  credit  corporation  in  each  farm  credit  district  is  hereby  merged 
in  the  Federal  intermediate  credit  bank  of  the  district  and  all  assets, 
funds,  contracts,  property,  and  records  belonging  to  such  corporation, 
except  stock  in  production  credit  associations,  are  hereby  transferred 
t~  and  vested  in  such  bank.  All  obligations  and  liabilities  of  the  pro- 
\ion  credit  corporation  shall  be  assumed  by  the  Federal  inter¬ 
mediate  credit  bank  of  the  district.  Stock  held  by  each  production 
credit  corporation  in  production  credit  associations  is  transferred  to 
the  Governor  of  the  Farm  Credit  Administration  and  the  Governor 
shall  cancel  an  equal  par  amount  of  stock  of  the  corporation. 

(b)  Services  to  and  Supervision  of  Production  Credit  Associa¬ 
tions. — In  order  to  carry  out  the  declared  policy  of  this  Act  with 
respect  to  the  production  credit  associations,  the  Farm  Credit  Admin 
istration  shall,  by  appropriate  provisions  in  the  charter  and  bylaws, 
or  otherwise,  provide  for  such  organization  and  assignment  of  func¬ 
tions  within  the  Federal  intermediate  credit  banks  as  will  assure 
proper  supervision  of  and  assistance  to  the  production  credit  associa¬ 
tions  in  a  manner  which  will  enable  them  to  make  sound  credit  avail¬ 
able  to  farmers  and  ranchers.  The  income  derived  from  the  surplus 
transferred  from  the  production  credit  corporation  to  the  Federal 
intermediate  credit  bank  of  the  district  shall  be  used  to  pay  expenses 
of  the  bank  in  providing  such  supervision  and  assistance,  and  expenses 
in  excess  of  such  income  may  be  paid  out  of  other  resources  of  the 
bank. 
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(c)  Officers  and  Employees. — Notwithstanding  any  other  provi¬ 
sion  of  law,  the  employment  of  the  officers  and  employees  of  each  Fed¬ 
eral  intermediate  credit  bank  and  each  production  credit  corporation 
is  terminated  on  the  effective  date  of  this  Act  and  the  board  of  directors 
of  the  Federal  intermediate  credit  bank  shall,  not  later  than  sixty  days 
prior  to  the  effective  date  of  this  Act,  take  all  necessary  action  to  reem¬ 
ploy  as  of  such  effective  date  such  of  the  officers  and  employees  so  ter¬ 
minated  in  such  capacities  as  the  board  determines  they  are  qualified 
and  needed  to  carry  out  the  functions,  powers,  and  duties  of  the  Fed¬ 
eral  intermediate  credit  bank.  Such  reemployment  shall  be  subject  to 
the  approval  of  the  Farm  Credit  Administration. 

42  stat.  1457.  Sec.  102.  Section  205  of  the  Federal  Farm  Loan  Act,  as  amended, 
12  use  1061.  is  amended  to  read  as  follows : 


“capital  stock 

“Sec.  205.  (a)  Classes  of  Stock;  Ownership;  Dividends;  and 
Retirement  of  Stock. — Each  Federal  intermediate  credit  bank  is 
authorized  to  issue  class  A  and  class  B  stock  as  follows : 

“(1)  Class  A  stock  shall  have  a  par  value  of  $100  per  share  ; 
shall  be  issued  to  and  held  by  the  Governor  of  the  Farm  Credit  Admin¬ 
istration  on  behalf  of  the  United  States.  Stock  of  each  Federal  inter¬ 
mediate  credit  bank  held  by  the  Secretary  of  the  Treasury  shall  be 
transferred  to  the  Governor  who  shall  exchange  such  stock  for  an  equal 
amount  of  class  A  stock  of  such  bank.  The  Governor  is  authorized 
thereupon  to  reallocate  the  investment  of  the  United  States  in  such 
banks  in  such  manner  as  he  determines  necessary  to  meet  the  needs 
of  the  respective  banks.  Any  transfers  of  capital  funds  required  as  a 
result  of  such  reallocation  shall  be  made  in  four  equal  installments, 
the  first  of  which  shall  be  made  on  January  1,  1957,  and  one  of  which 
shall  be  made  on  the  first  day  of  each  of  the  next  succeeding  three 
calendar  years.  Upon  each  such  transfer  of  capital  funds  the  Gov¬ 
ernor  shall  require  an  appropriate  adjustment  in  the  class  A  stock 
of  each  such  bank.  Stock  of  each  production  credit  corporation  held 
by  the  Governor  (less  the  amount  canceled  pursuant  to  section  101  of 
the  Farm  Credit  Act  of  1956)  shall  be  exchanged  for  an  equal  par 
amount  of  class  A  stock  of  the  Federal  intermediate  credit  bank  in 
which  such  corporation  is  merged  pursuant  to  section  101  of  such  Act. 
No  dividends  shall  be  paid  on  class  A  stock.  Annually  at  the  end  of 
its  fiscal  year  each  such  bank  shall  determine  the  amount  of  its  class  A 
stock  which  shall  be  retired.  Whenever  the  total  of  the  capital  sto  S 
participation  certificates,  surplus,  and  reserves  of  the  bank  is  more  t 
one-sixth  of  the  highest  month-end  balance  of  debentures  and  other 
obligations  issued  by  or  for  the  bank,  outstanding  during  the  immedi¬ 
ately  preceding  five  years,  the  minimum  amount  of  class  A  stock  to  be 
retired  shall  be  the  total  amount  of  class  B  stock  and  participation 
certificates  issued  for  that  year.  All  class  A  stock  shall  be  retired  at 
par.  The  proceeds  of  such  class  A  stock  retirements  of  each  bank 
shall  be  paid  into  the  Treasury  as  miscellaneous  receipts  until  there  is 
so  paid  a  sum  equal  to  $30,000,000  plus  the  amount  of  class  A  stock 
of  the  bank  issued  in  exchange  for  stock  of  the  production  credit  cor¬ 
poration.  The  proceeds  of  any  further  such  stock  retirements  shall 
be  paid  into  the  revolving  fund  established  by  section  5  (e)  of  the 
48  stat.  348.  Farm  Credit  Act  of  1933,  as  amended.  The  Governor  of  the  Farm 

12  use  11311.  Credit  Administration  is  authorized  to  purchase  from  time  to  time 

class  A  stock  in  any  bank  in  such  amount  as  he  determines  is  needed 
to  meet  the  credit  needs  of  the  bank  and  such  revolving  fund  shall 
continue  to  be  available  for  such  purchases  as  provided  in  said  section 
5  (e) .  The  Governor  may  at  any  time  require  the  bank  to  retire  such 
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class  A  stock  if,  in  his  judgment,  the  bank  has  resources  available 
therefor,  and  the  proceeds  of  such  retirements  shall  be  returned  to 
such  revolving  fund. 

“(2)  Class  B  stock  shall  have  a  par  value  of  $5  per  share  and  may 
be  issued  only  to  production  credit  associations  in  series  and  amounts 
approved  by  the  Farm  Credit  Administration.  Such  stock  shall  be 
issued  only  at  par  and  may  be  transferred  to  another  production 
credit  association  with  the  approval  of  the  issuing  bank.  Whenever 
a  bank  has  no  class  A  stock  outstanding  it  may  pay  like  dividends  on 
class  B  stock  and  participation  certificates  in  an  amount  not  to  exceed 
5  per  centum  in  any  year  if  declared  by  the  board  of  directors.  Divi¬ 
dends  on  class  B  stock  and  participation  certificates  shall  not  be  cumu¬ 
lative.  Within  sixty  days  after  the  effective  date  of  the  Farm  Credit 
Act  of  1956,  the  production  credit  associations  shall  subscribe  to  class 
B  stock  in  the  banks  in  an  aggregate  amount  equal  to  15  per  centum 
of  the  total  amount  of  class  A  stock  in  all  banks.  Such  required 
amount  of  subscriptions  shall  be  allotted  among  the  several  districts  in 
the  proportion  that  the  average  amount  of  the  bank's  loans  to  and 
hcounts  for  the  production  credit  associations  of  the  district,  out- 
inding  during  the  immediately  preceding  five  fiscal  years,  is  of  the 
average  of  such  loans  and  discounts  of  all  banks  outstanding  during 
such  five-year  period.  The  amount  so  allotted  to  each  district  shall 
be  further  allotted  to  each  production  credit  association  on  the  basis 
of  the  proportion  that  its  average  indebtedness  (loans  and  discounts) 
to  the  bank  during  the  immediately  preceding  five  fiscal  years  is  of 
the  average  of  such  indebtedness  of  all  production  credit  associations 
to  the  bank  during  such  five-year  period.  Each  production  credit 
association  shall  subscribe  to  class  B  stock  in  the  bank  of  the  district 
in  the  amount  so  allotted  to  it.  One-third  of  the  purchase  price  of 
such  stock  subscription  shall  be  paid  at  the  time  of  such  subscription, 
one-third  shall  be  paid  within  one  year  after  the  effective  date  of  said 
Act,  and  the  balance  shall  be  paid  within  two  years  after  such  effec¬ 
tive  date.  Such  class  B  stock  shall  be  issued  as  payments  therefor  are 
made.  Any  production  credit  association  chartered  after  the  effective 
date  of  the  Farm  Credit  Act  of  1956  shall  thereupon  purchase  class  B 
stock  in  the  bank  in  the  amount  of  $5,000,  and  such  amount  shall  be 
adjusted  at  the  end  of  five  years  thereafter  to  an  amount  determined 
by  applying  to  its  average  indebtedness  to  the  bank  during  such  five- 
year  period  the  same  percentage  as  the  percentage  which  the  initial 
subscriptions  of  other  production  credit  associations  was  of  their 
debtedness,  as  provided  in  this  subsection  :  Provided ,  That  this  pro- 
r-tsion  shall  not  apply  to  any  association  owning  stock  in  the  bank  in 
such  required  amount  as  a  result  of  merger,  consolidation,  or  reorgan¬ 
ization  of  one  or  more  associations.  After  all  class  A  stock  has  been 
retired,  the  bank  may  retire  class  B  stock  at  par  and  participation 
certificates  at  a  face  amount  under  policies  established  by  the  Farm 
Credit  Administration.  Class  B  stock  and  participation  certificates 
shall  be  retired  without  preference  and  in  such  manner  that  the  oldest 
outstanding  stock  or  certificates  at  any  given  time  will  be  retired  first. 
In  case  of  liquidation  or  dissolution  of  any  production  credit  associa¬ 
tion  or  other  financing  institution,  the  stock  or  participation  certifi¬ 
cates  of  the  bank  owned  by  such  association  or  institution  may  be 
retired  by  the  bank  at  the  fair  book  value  thereof,  not  exceeding  par 
or  face  amount,  as  the  case  may  be. 

“(b)  Lien  on  Stock  and  Participation  Certificates. — Each  Fed¬ 
eral  intermediate  credit  bank  shall  have  a  first  lien  on  all  stock  in  the 
bank  owned  by  each  production  credit  association  and  on  all  partici¬ 
pation  certificates  owned  by  other  financing  institutions  as  additional 
collateral  for  any  indebtedness  of  the  holders  thereof  to  the  bank: 
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Provided, ,  That  the  bank  shall  make  no  loan  or  advance  on  the  security 
of  its  own  stock  or  participation  certificates.  In  any  case  where  the 
debt  of  a  production  credit  association  or  other  financing  institution  is 
in  default,  the  bank  may  retire  and  cancel  all  or  a  part  of  the  stock  of 
the  bank  held  by  the  association  or  of  the  participation  certificates  held 
by  the  other  financing  institution  at  the  fair  book  value  thereof,  not 
exceeding  par  or  face  amount,  as  the  case  may  be,  in  total  or  partial 
liquidation  of  the  debt.” 

42  stat.  1457.  Sec.  103.  Section  206  of  the  Federal  Farm  Loan  Act,  as  amended, 

12  use  1062,1072.  is  hereby  amended  to  read  as  follows: 

“application  of  earnings 

“Sec.  206.  (a)  Annual  Application. — At  the  end  of  its  fiscal  year, 
each  Federal  intermediate  credit  bank  shall  determine  the  amount  of 
its  net  earnings  after  paying  or  providing  for  all  operating  expenses 
(including  reasonable  valuation  reserves  and  losses  in  excess  of  any 
such  applicable  reserves)  and  shall  apply  such  net  earnings  as  follows : 
(1)  To  the  restoration  of  the  amount  of  the  impairment,  if  any, 
capital  stock  and  participation  certificates,  as  determined  by  its  bo( 
of  directors;  (2)  to  the  restoration  of  the  amount  of  the  impairment^ 
if  any,  of  the  surplus  account  established  by  this  subsection,  as  de¬ 
termined  by  its  board  of  directors;  (3)  25  per  centum  of  any  remain¬ 
ing  earnings  shall  be  used  to  create  and  maintain  a  reserve  account 
equal  to  25  per  centum  of  the  outstanding  capital  stock  and  participa¬ 
tion  certificates  of  the  bank;  (4)  if  said  bank  shall  have  outstanding 
capital  stock  held  by  the  United  States  during  the  whole  or  any  part 
of  its  fiscal  year,  it  shall  next  pay  to  the  United  States  as  a  franchise 
tax,  a  sum  equal  to  25  per  centum  of  its  earnings  then  remaining,  not 
exceeding,  however,  a  rate  of  return  on  such  Government  capital  cal¬ 
culated  at  a  rate  equal  to  the  computed  average  annual  rate  of  interest 
on  all  public  issues  of  public  debt  obligations  of  the  United  States 
issued  during  the  fiscal  year  of  the  United  States  Treasury  ending  next, 
before  such  tax  is  due,  as  certified  to  the  Farm  Credit  Administration 
by  the  Secretary  of  the  Treasury;  (5)  dividends  on  class  B  stock  and 
participation  certificates  may  be  declared  as  provided  in  section  205 
(a)  of  this  Act;  and  (6)  any  remaining  net  earnings  shall  be  distrib¬ 
uted  as  patronage  refunds  as  provided  in  subsection  (b)  of  this  section. 
Notwithstanding  the  provisions  of  item  (3)  of  this  subsection,  if  at 
the  end  of  any  fiscal  year  the  sum  of  the  surplus  and  the  reserve  account 
of  any  bank  is  less  than  its  outstanding  capital  stock  and  participatC~'v 
certificates,  the  bank  shall  continue  to  apply  such  25  per  centum1 
its  net  earnings  to  the  reserve  account  until  the  sum  of  the  surplus  ana 
the  reserve  account  is  equal  to  its  outstanding  capital  stock  and  par¬ 
ticipation  certificates.  Each  bank  shall,  on  the  effective  date  of  the 
Farm  Credit  Act  of  1956,  establish  a  surplus  account  consisting  of 
its  earned  surplus  account,  its  reserve  for  contingencies,  and  the  surplus 
of  the  production  credit  corporation  transferred  to  the  bank.  No  part 
of  such  surplus  of  any  bank  shall  be  distributed  as  patronage  refunds 
or  as  dividends.  In  the  event  of  a  net  loss  in  any  fiscal  year  after  pro¬ 
viding  for  all  operating  expenses  (including  reasonable  valuation  re¬ 
serves  and  losses  in  excess  of  any  such  applicable  reserves),  such  loss 
shall  be  absorbed  by:  first,  charges  to  the  reserve  account;  second, 
charges  to  surplus  other  than  that  transferred  from  the  production 
credit  corporation  of  the  district ;  third,  charges  to  surplus  trans¬ 
ferred  from  the  production  credit  corporation  of  the  district  ;  fourth, 
the  impairment  of  class  B  stock  and  participation  certificates;  and 
fifth,  the  impairment  of  class  A  stock. 
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“(b)  Patronage  Refunds. — Whenever  at  the  end  of  its  fiscal  year 
a  Federal  intermediate  credit  bank  has  class  A  stock  outstanding, 
patronage  refunds  declared  for  that  year  shall  be  paid  in  class  B 
stock  to  production  credit  associations  and  in  participation  certificates 
to  other  financing  institutions  borrowing  from  or  rediscounting  with 
the  bank  during  the  fiscal  year  for  which  such  refunds  are  declared. 
The  recipients  of  such  patronage  refunds  shall  not  be  subject  to  Fed¬ 
eral  income  taxes  thereon.  Whenever  at  the  end  of  its  fiscal  year 
a  Federal  intermediate  credit  bank  has  no  class  A  stock  outstanding, 

Bitronage  refunds  declared  for  that  year  may  be  paid  in  such  class 
stock  and  participation  certificates  or  in  cash  as  determined  by  the 
bank.  All  patronage  refunds  shall  be  paid  in  the  proportion  that 
the  amount  of  interest  earned  by  the  bank  on  its  loans  to  and  dis¬ 
counts  for  each  production  credit  association  or  other  financing  in¬ 
stitution  bears  to  the  total  interest  earned  by  the  bank  on  all  such 
loans  and  discounts  outstanding  during  the  fiscal  year.  Each  par¬ 
ticipation  certificate  issued  in  payment  of  patronage  refunds  shall  be 
in  multiples  of  $5  and  shall  state  on  its  face  the  rights,  privileges,  and 
conditions  applicable  thereto.  Patronage  refunds  shall  not  be  paid 
~\my  other  Federal  intermediate  credit  bank,  or  to  any  Federal  land 
Aik  or  bank  for  cooperatives. 

“(c)  Distribution  of  Assets  on  Liquidation  or  Dissolution. — In 
the  case  of  liquidation  or  dissolution  of  any  Federal  intermediate 
credit  bank,  after  payment  or  retirement,  as  the  case  may  be,  first, 
of  all  liabilities;  second,  of  all  class  A  stock  at  par;  third,  of  all  class 
B  stock  at  par  and  all  participation  certificates  at  face  amount ;  any 
remaining  assets  of  the  bank  shall  be  distributed  as  provided  in  this 
subsection.  Any  of  the  surplus  established  pursuant  to  subsection  (a) 
of  this  section  (excluding  that  transferred  from  the  production  credit 
corporation  of  the  district)  which  the  Farm  Credit  Administration 
determines  was  contributed  by  financing  institutions,  otlie”  than  the 
production  credit  associations,  rediscounting  with  or  borrowing  from 
the  bank  on  the  effective  date  of  the  Farm  Credit  Act  of  1956  shall 
be  paid  to  such  institutions,  or  their  successors  in  interest  as  determined 
by  the  Farm  Credit  Administration,  and  the  remaining  portion  of 
such  surplus  (including  that  transferred  from  the  production  credit 
corporation  of  the  district)  shall  be  paid  to  the  holders  of  class  A 
and  class  B  stock  pro  rata.  The  contribution  of  each  such  financing 
institution  under  the  preceding  sentence  shall  be  computed  on  the  basis 
of  the  ratio  of  its  patronage  to  the  total  patronage  of  the  bank  from 
date  of  organization  of  the  bank  to  the  effective  date  of  the  Farm 
\dit  Act  of  1956.  Any  assets  of  the  bank  then  remaining  shall  be 
cristributed  to  the  holders  of  class  B  stock  and  the  holders  of  participa¬ 
tion  certificates  pro  rata.” 

Sec.  104.  (a)  Section  201  (b)  of  the  Federal  Farm  Loan  Act,  as 
amended,  is  hereby  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  sentence :  “The  directors  shall  have  power,  subject  to  the  approval 
of  the  Farm  Credit  Administration,  to  adopt  such  bylaws  as  may  be 
necessary  for  the  conduct  of  the  business  of  the  banks.” 

(b)  Section  202  (a)  of  the  Federal  Farm  Loan  Act,  as  amended,  is 
hereby  amended  to  read  as  follows : 

“Sec.  202.  (a)  The  Federal  intermediate  credit  banks,  when 
chartered  and  established,  shall  have  power,  subject  solely  to  the 
restrictions,  limitations,  and  conditions  contained  in  this  Act  or  as 
may  be  prescribed  by  the  Farm  Credit  Administration  not  inconsist¬ 
ent  with  the  provisions  of  this  Act- — 

“(1)  to  discount  for,  or  purchase  from,  any  production  credit 
association  organized  under  the  Farm  Credit  Act  of  1933,  as 
amended,  with  its  endorsement,  any  note,  draft,  or  other  such 
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obligation  presented  by  such  association ;  and  to  make  loans  and 
advances  to  any  such  association  secured  by  such  collateral  as 
may  be  approved  by  tbe  Governor  of  the  Farm  Credit  Adminis- 
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“(2)  to  discount  for,  or  purchase  from,  any  national  bank, 
State  bank,  trust  company,  agricultural  credit  corporation,  in¬ 
corporated  livestock  loan  company,  savings  institution,  credit 
union,  and  any  association  of  agricultural  producers  engaged 
in  the  making  of  loans  to  farmers  and  ranchers,  with  its  endorse¬ 
ment,  any  note,  draft,  or  other  such  obligation  the  proceeds  of 
which  have  been  advanced  or  used  in  the  first  instance  for  any 
agricultural  purpose,  including  the  breeding,  raising,  fattening, 
or  marketing  of  livestock;  and  to  make  loans  and  advances  to 
any  such  financing  institution  secured  by  such  collateral  as  may 
be  approved  by  the  Governor  of  the  Farm  Credit  Administration : 
Provided ,  That  no  such  loan  or  advance  shall  be  made  upon  the 
security  of  collateral  other  than  notes  or  other  such  obligations 
of  farmers  and  ranchers  eligible  for  discount  or  pui’chase  under 
the  provisions  of  this  section,  unless  such  loan  or  advance  is  made 
to  enable  the  financing  institution  to  make  or  carry  loans  f 
any  agricultural  purpose;  and 

“  (3)  to  make  loans  to  and  discount  paper  for  any  other  Federal 
intermediate  credit  bank,  any  Federal  land  bank,  or  any  bank 
for  cooperatives  organized  under  the  Farm  Credit  Act  of  1933, 
as  amended,  all  upon  terms  and  at  rates  of  interest  or  discount 
approved  by  the  Farm  Credit  Administration.” 

(c)  Section  202  (c)  of  the  Federal  Farm  Loan  Act,  as  amended, 
is  amended  by  changing  the  word  “three”  to  the  word  “five”. 

(d)  Section  204  (a)  of  the  Federal  Farm  Loan  Act,  as  amended, 
is  amended  to  read  as  follows : 

“Sec.  204.  (a)  Loans  and  discounts  by  any  Federal  intermediate 
credit  bank  shall  bear  such  rates  of  interest  or  discount  as  the  board 
of  directors  of  the  bank  shall  from  time  to  time  determine  with  the 
approval  of  the  Farm  Credit  Administration,  but  the  rates  charged 
financing  institutions  other  than  production  credit  associations  shall 
be  the  same  as  those  charged  production  credit  associations.” 

(e)  Section  13  of  the  Federal  Farm  Loan  Act,  as  amended,  is  hereby 
amended  by  inserting  in  paragraph  “Seventeenth”,  after  the  words 
“Federal  land  banks  ,  a  comma  and  the  words  “to  Federal  intermedi¬ 
ate  credit  banks,  or  to  banks  for  cooperatives  organized  under  the 
F arm  Credit  Act  of  1933,  as  amended,”. 

(f)  Section  203  of  the  Federal  Farm  Loan  Act,  as  amended, CM 
amended  (i)  by  inserting  in  subsection  (a)  thereof,  after  the  worJfs 
“outstanding  consolidated  debentures”  the  words  “or  other  similar 
obligations”;  and  (ii)  by  inserting  in  subsections  (d)  and  (e)  thereof, 
after  the  word  “debentures”  wherever  used  therein,  except  in  the  last 
sentence  of  subsection  (d),  the  words  “or  other  similar  obligations”. 

Sec.  105.  (a)  Section  2  of  the  Farm  Credit  Act  of  1933,  as  amended, 
is  amended  to  read  as  follows: 

“Sec.  2.  The  Governor  of  the  Farm  Credit  Administration,  herein¬ 
after  in  this  Act  referred  to  as  the  ‘Governor’,  is  authorized  and 
directed  to  organize  and  charter  twelve  banks  to  be  known  as  ‘banks 
for  cooperatives’.  One  such  bank  shall  be  established  in  each  city  in 
which  there  is  located  a  Federal  land  bank.  Tbe  members  of  the  sev¬ 
eral  farm  credit  boards  of  the  farm  credit  districts  provided  for  in 
section  5  of  the  Farm  Credit  Act  of  1937,  as  amended,  shall  be  ex 
officio  the  directors  of  the  respective  banks  for  cooperatives.  Such 
directors  shall  have  powder,  subject  to  the  approval  of  the  Governor, 
to  employ  and  fix  the  compensation  of  such  officers  and  employees  of 
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such  banks  as  may  be  necessary  to  carry  out  the  powers  and  duties 
conferred  upon  such  banks  under  this  Act.” 

(b)  Section  3  of  the  Farm  Credit  Act  of  1933  is  amended  by  striking  48  stat.  257. 
from  the  first  sentence  the  words  “the  production  credit  corporations  123"8C  1131a’ 
and”  and  by  striking  from  the  second  sentence  the  words  “corpora-  a' 
tions  and”. 

(c)  Section  4  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed.  12  use  1131b. 

(d)  Section  5  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  Revolving  fund, 

amended  (1)  by  changing  “$120,000,000”  in  subsection  (a)  thereof  to  stat*  258> 
“$60,000,000”;  (2)  by  striking  from  subsection  (b)  thereof  the  words  3  *  ..... 

“the  production  credit  corporations  and”;  (3)  by  changing  “$40,000,- 

000”  in  subsection  (e)  thereof  to  “$70,000,000”;  and  (4)  by  striking 
from  subsection  (e)  thereof  the  words  “and/or  paid-in  surplus”. 

(e)  Section  6  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  48  stat*  289* 

amended  to  read  as  follows:  dSC  "3  °* 

“investment  by  governor  in  stock  of  production  credit 

ASSOCIATIONS 

~/“Skc.  6.  The  Governor  may  purchase  class  A  stock  of  any  production 
../edit  association  in  such  amounts  as  he  determines  are  required  to 
meet  the  credit  needs  of  farmers  in  the  area  served  by  such  association. 

Payments  for  such  stock  purchased  by  the  Governor  shall  be  made 
out  of  the  revolving  fund  authorized  by  section  5  (a)  of  this  Act.  Supra. 

The  Governor  may  at  anv  time  require  any  production  credit  asso¬ 
ciation  to  retire  and  cancel  any  class  A  stock  held  by  him  in  such  asso¬ 
ciation  if,  in  his  judgment,  the  association  has  resources  available 
therefor,  and  the  proceeds  of  such  stock  retirements  shall  be  paid  into 
such  revolving  fund.” 

(f)  Section  20  of  the  Farm  Credit  Act  of  1933  is  amended  by  cluing-  48  stat.  260. 

ing  the  fourth  sentence  to  read  as  follows :  “Such  articles  shall  be  signed  12  ,!SC  ll3ld. 
by  the  individuals  uniting  to  form  the  association  and  a  copy  thereof 
shall  be  furnished  to  the  Governor.” 

(g)  Section  21  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  43  stat.  260. 
amended  (1)  by  striking  from  the  first  sentence  the  words  “production  12  use  ll-3le. 
credit  corporations”  and  substituting  in  lieu  thereof  the  words  “the 
Governor”;  and  (2)  by  deleting  the  last  sentence  thereof. 

(h)  Section  22  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  48  stat.  261. 
amended  by  striking  out  the  words  “production  credit  corporation”,  12  usc  1131f* 
wherever  they  appear  therein,  and  substituting  in  lieu  thereof  “Federal 

termediate  credit  bank”. 


Vi)  Section  23  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  48  stat.  261. 
<miended  (1)  by  changing  the  first  sentence  to  read  as  follows:  “Each  12  usc  1131g- 
production  credit  association  shall,  under  such  rules  and  regulations 
as  may  be  prescribed  by  the  farm  credit  board  of  the  district  with 
the  approval  of  the  Farm  Credit  Administration,  invest  its  funds 
and  make  loans  to  farmers  for  general  agricultural  purposes  and 
other  requirements  of  the  borrowers.”;  (2)  by  deleting  the  second 
sentence ;  and  (3)  by  striking  from  the  third  sentence  the  word  “corpo¬ 
ration”  and  inserting  in  lieu  thereof  the  words  “Federal  intermediate 
credit  bank”. 

(j)  Section  34  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  49  stat.  317, 
hereby  amended  by  adding  before  the  semicolon  at  the  end  of  “(b)”  12  usc  1134Jl 
the  words  “or  to  Federal  land  banks  or  Federal  intermediate  credit 

banks”. 

(k)  Section  41  of  the  Farm  Credit  Act  of  1933,  as  amended,  is  49  S1;at*  317- 
hereby  amended  by  adding  before  the  semicolon  at  the  end  of  “(b)”  12  usc  11340 ■ 
the  words  “or  to  Federal  land  banks  or  Federal  intermediate  credit 

banks”. 
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48  Stat.  266. 
12  USC  1138. 


48  Stat.  267. 
12  USC  1138a. 


48  Stat.  267. 
12  USC  1138b. 
48  Stat.  267. 
12  USC  1138o. 


48  Stat.  269. 
12  USC  1138e. 


48  Stat.  1263. 
12  USC  1138g-l. 
67  Stat.  397. 

12  USC  640d. 

50  Stat.  705. 

12  USC  640h. 

50  Stat.  706. 

12  USC  6401. 


67  Stat.  394. 
12  USC  636g. 


67  Stat.  399. 

12  USC  1131e-l. 


70  Stat.  666. 
70  Stat.  667. 


(l)  Section  60  of  the  Farm  Credit  Act  of  1933,  as  amended,  is 
amended  ( 1 )  by  striking  from  the  first  sentence  the  words  “the  produc¬ 
tion  credit  corporations,” ;  (2)  by  striking  from  the  second  sentence  the 
words  “association,  or  corporation”  and  substituting  in  lieu  thereof 
the  words  “or  association";  and  (3)  by  striking  from  the  third  sen¬ 
tence  the  words  “production  credit  corporation  or”,  “or  corporation”, 
and  “corporation  or”,  wherever  they  appear  therein. 

(m)  Section  61  of  the  Farm  Credit  Act  of  1933  is  amended  (1)  by 
striking  from  the  first  sentence  the  words  “production  credit  corpora¬ 
tion,”;  and  (2)  by  striking  from  the  second  and  third  sentences  the 
words  “association,  or  corporation”,  wherever  they  appear  therein, 
and  substituting  in  lieu  thereof  the  words  “or  association  . 

(n)  Section  62  of  the  Farm  Credit  Act  of  1933?  as  amended,  is 
amended  by  striking  out  the  words  “production  credit  corporations,”. 

(o)  Section  63  of  the  Farm  Credit  Act  of  1933,  as  amended,  is 
amended  ( 1 )  by  striking  from  the  first  sentence  the  words  “the  pro¬ 
duction  credit  corporations,”;  (2)  by  striking  from  the  first  and 
second  sentences  the  words  “associations,  or  corporations”  and  “asso¬ 
ciations,  and  corporations,”  and  substituting  in  lieu  thereof,  the  words 
“or  associations”  and  “and  associations,”,  respectively;  and  (3) 
changing  the  last  sentence  to  read  as  follows:  “The  exemption  prl  . 
videcl  herein  shall  not  apply  with  respect  to  any  production  credit 
association  or  its  property  or  income  after  the  class  A  stock  held  in 
it  by  the  Governor  has  been  retired,  or  with  respect  to  any  bank  for 
cooperatives  or  its  property  or  income  after  the  stock  held  in  it  by  the 
United  States  has  been  retired.” 

(p)  Section  65  of  the  Farm  Credit  Act  of  1933,  as  amended,  is 
amended  (1)  by  striking  out  the  words  “production  credit  corpora¬ 
tion,”;  and  (2)  by  striking  out  the  words  “association  or  corporation", 
wherever  they  appear  therein,  and  substituting  in  lieu  thereof  the 
words  “or  association”. 

(q)  Section  86a  of  the  Farm  Credit  Act  of  1933  is  hereby  repealed. 

Sec.  106.  (a)  Section  5  of  the  Farm  Credit  Act  of  1937,  as  amended, 

is  amended  (1)  by  striking  from  subsection  (d)  (2)  (B)  the  words 
“production  credit  corporation  of  the  district”  and  substituting  in  lieu 
thereof  the  words  “Governor  of  the  Farm  Credit  Administration”; 
and  (2)  by  striking  from  subsection  (h)  the  words  “production  credit 
corporation,”. 

(b)  Section  6  of  the  Farm  Credit  Act  of  1937  is  amended  (1)  by 
striking  from  the  first  sentence  of  subsection  (a)  the  words  “produc¬ 
tion  credit  corporation,”;  (2)  by  striking  from  the  third  sentence 
of  subsection  (a)  the  word  “three”;  (3)  by  striking  from  the  firf'y. 
sentence  of  subsection  (b)  the  words  “the  bank  for  cooperatives,  anW 
the  production  credit  corporation”  and  substituting  in  lieu  thereof 
the  words  “and  the  bank  for  cooperatives”;  and  (4)  by  striking  from 
the  last  sentence  of  subsection  (b)  the  words  “production  credit  cor¬ 
poration,”. 

Sec.  107.  (a)  Section  8  of  the  Farm  Credit  Act  of  1953  is  amended 
by  striking  out  the  words  “production  credit  corporation”,  wherever 
they  appear  therein,  and  substituting  in  lieu  thereof  the  words  “Fed¬ 
eral  intermediate  credit  bank”. 

(b)  Subsection  (a)  of  section  16  of  the  Farm  Credit  Act  of  1953  is 
amended  to  read  as  follows : 

“(a)  Any  other  provisions  of  law  to  the  contrary  notwithstanding, 
after  the  effective  date  of  this  Act  any  production  credit  association 
may,  with  the  approval  of  the  Farm  Credit  Administration,  issue 
nonvoting  preferred  stock,  to  be  known  as  class  C  stock,  which  may  be 
purchased  and  held  by  the  Governor  of  the  Farm  Credit  Administra¬ 
tion  and  by  investors:  Provided ,  That  the  issuance  of  such  stock  shall 
be  authorized  by  vote  of  not  less  than  two-thirds  of  the  outstanding 
shares  of  class  A  stock  of  the  association  (other  than  shares  held  by  tl% 
Governor  of  the  Farm  Credit  Administration)  by  the  holders  thereof 
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in  person  or  by  proxy  and  by  vote  of  not  less  than  two-thirds  of  the 
outstanding  shares  of  class  B  stock  of  the  association  by  the  holders 
thereof  in  person  or  by  proxy ;  and  for  this  purpose  holders  of  class  A 
stock  (other  than  the  Governor  of  the  Farm  Credit  Administration) 
and  holders  of  class  B  stock  shall  be  entitled  to  one  vote  for  each  share 
of  stock  held  by  them.  Payments  for  such  stock  purchased  by  the 
Governor  shall  be  made  out  of  the  revolving  fund  created  by  section 
5  (a)  of  the  Farm  Credit  Act  of  1933,  as  amended,  and  the  proceeds 
from  the  retirement  of  any  such  stock  shall  be  paid  into  such  revolving 
fund.” 

Sec.  108.  Section  601  of  the  Department  of  Agriculture  Organic 
Act  of  1944,  as  amended,  is  hereby  amended  (1)  by  striking  from 
subsection  (a)  the  words  “production  credit  corporations,”,  wherever 
they  appear  therein,  and  the  word  “corporations”;  (2)  by  striking 
from  subsection  (b)  the  words  “the  Federal  intermediate  credit  banks, 
and  the  production  credit  corporations”  and  substituting  in  lieu  there¬ 
of  the  words  “and  the  Federal  intermediate  credit  banks";  and  (3) 
by  striking  from  subsections  (b)  and  (c)  the  words  “and  corporation  , 
~Nind  corporations”,  and  “corporation,”,  wherever  they  appear  therein. 

Sec.  109.  Sections  658  and  1014  of  title  18,  United  States  ('ode,  are 
hereby  amended  by  striking  from  each  such  section  the  words  “or  in 
which  a  production  credit  corporation  holds  stock”. 


58  S-tat.  740. 
12  TJSC  832. 


62  Stat.  729, 
752. 


TITLE  II— MISCELLANEOUS  PROVISIONS 


Sec.  201.  (a)  The  Government  Corporation  Control  Act,  as  amended,  59  stat-  597, 
is  amended  (1)  by  striking  from  section  101  the  words  “Federal  Intel'-  ®°°»  6°l' 
mediate  Credit  Banks;  Production  Credit  Corporations;”;  (2)  by  ^6?L  “60>  > 
inserting  in  section  201  immediately  following  “(3)”  the  words  “led-  ’ 
eral  Intermediate  Credit  Banks,  (4)”;  (3)  by  changing  “(4)”  in  sec¬ 
tion  201  to  “(5)”;  and  (4)  by  striking  from  sections  302  and  303  the 
words  “production  credit  corporations,”. 

(b)  After  the  effective  date  of  this  subsection,  the  Federal  inter¬ 
mediate  credit  banks  may  utilize  their  funds  for  administrative  ex¬ 
penses  without  regard  to  the  limitations  contained  in  any  other  Act 
of  Congress  governing  the  expenditure  of  appropriated  funds. 

(c)  Paragraph  Seventh  of  section  5136  of  the  Revised  Statutes  as  12  ,,sc  24< 
amended,  is  amended  (1)  by  inserting  in  next  to  the  last  sentence 
immediately  before  the  words  “Federal  Home  Loan  Banks”,  the  words 
“thirteen  banks  for  cooperatives  or  any  of  them  or  the”;  and  (2)  by 

'Nianging  the  last  sentence  to  read  as  follows :  “The  limitations  and 
>estrictions  herein  contained  as  to  dealing  in  and  underwriting  invest¬ 
ment  securities  shall  not  apply  to  obligations  issued  by  the  Interna¬ 
tional  Bank  for  Reconstruction  and  Development  which  are  at  the 
time  eligible  for  purchase  by  a  national  bank  for  its  own  account: 

Provided ,  That  no  association  shall  hold  obligations  issued  by  said 
bank  as  a  result  of  underwriting,  dealing,  or  purchasing  for  its  own 
account  (and  for  this  purpose  obligations  as  to  which  it  is  under 
commitment  shall  be  deemed  to  be  held  by  it)  in  a  total  amount  exceed¬ 
ing  at  any  one  time  10  per  centum  of  its  capital  stock  actually  paid  in 
and  unimpaired  and  10  per  centum  of  its  unimpaired  surplus  fund.” 

Sec.  202.  (a)  This  Act  shall  become  effective  on  January  1,  1957,  Effective  dates 
except  subsections  (a)  and  (b)  of  section  201,  which  shall  become 
effective  January  1,  1959. 

(b)  For  purposes  of  applying  the  amendment  in  section  103  of  this 
Act,  that  part  of  the  fiscal  year  1957  preceding  the  effective  date  of 
this  Act  shall  be  deemed  to  be  a  separate  fiscal  year. 


81312  0  -56  -2 


-10- 


Separability. 


Pub.  Law  809 

All  70  Stat.  668. 

Sec.  203.  (a)  If  any  provision  of  this  Act,  or  the  application  thereof 
to  any  person  or  circumstance,  is  held  invalid,  the  remainder  of  the 
Act,  and  the  application  of  such  provisions  to  other  persons  or  circum¬ 
stances,  shall  not  be  affected  thereby. 

(b)  The  right  to  alter,  amend,  or  repeal  this  Act  is  hereby  expressly 
reserved. 

Approved  July  26,  1956. 


